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R E S O L U T I O N
RESOLUTION T-16482.  ROSEVILLE TELEPHONE COMPANY. (U-1015-C). ORDER ADOPTING PRICE CAP MECHANISM IN COMPLIANCE WITH DECISION 96-12-074 THROUGH ADJUSTMENTS TO SURCHARGES TO BE EFFECTIVE FEBRUARY 1, 2001.  

BY ADVICE LETTER NO. 520 FILED ON OCTOBER 2, 2000, AS SUPPLEMENTED BY ADVICE LETTER NO. 520-A, FILED ON NOVEMBER 2, 2000. 

_______________________________________________________

SUMMARY
This Resolution authorizes Roseville Telephone Company to increase its annual revenue by $405,707 effective February 1, 2001. The adopted revenue adjustments and surcharge changes are shown in Appendices A and B attached to this Resolution.

Roseville requested an incremental revenue increase of approximately $1,537,036 due to impacts of exogenous changes (Z Factor) consisting of Interstate Universal Service Fund Reduction; Rate Case Rehearing Adjustment; Removal Flood Costs included in the test year revenue requirement; Reciprocal Compensation Net Expense; Overland Consulting Fees for ORA Non-Reg and Affiliate Audit; Rules designed to deter slamming, cramming and sliding; and CHCF-B Implementation Costs.

Roseville supplemented A.L. 520 to reflect a cost adjustment to include interest on the one time adjustment on Removal Flood Cost. As supplemented, Roseville’s requested revenue increase is $1,535,521 

BACKGROUND
New Regulatory Framework (NRF)

In Decision (D.) 96-12-074, we adopted an incentive-based form of regulation for Roseville Telephone Company (Roseville) that was based on the NRF that was previously adopted for GTEC California Incorporated (GTEC) and Pacific Bell (Pacific).  In Ordering Paragraph (O.P) 7 of D.96-12-074, we ordered that:


“Regulation of Roseville’s operations shall follow the principles of the new regulatory framework (NRF) established in D.89-10-031 (33 CPUC2d 43), D.94-06-011 (55 CPUC2d 1), D.94-09-065 (56 CPUC2d 117), D95-12-052, and D.96-05-036, and service re-categorization consistent with D.96-03-020, subject to the following differences or clarifications.  . . .Earnings between the benchmark and ceiling rates of return shall be shared equally between shareholders and ratepayers, with earnings above the ceiling rate of return returned to ratepayers.  . . .The “I minus X’ (inflation minus productivity plus stretch) portion of the price cap formula is suspended until a final decision is issued in the Commission’s review of Roseville’s NRF. . .”

In D.89-10-031, we originally adopted an incentive-based NRF for Pacific and GTEC.  In that decision, we stated:


“This new regulatory framework is centered around a price cap indexing mechanism with sharing of excess earning above a benchmark rate of return level . . .


Following a startup revenue adjustment [D.89-12-048] . . . prices for the utilities’ basic monopoly services and rate caps for flexibly priced services will be indexed annually according to the Gross National Product Price Index (GNP-PI) inflation index reduced by a productivity adjustment of 4.5%.


The indexing formula also allows for rate adjustments for a limited category of exogenous factors whose effects will not be reflected in the economy wide GNPI [since replaced by the GDP-PI].  While all such costs cannot be foreseen completely, we recognize that the following factors may be reflected in rates as exogenous factors [called Z-factors]:  changes in federal and state tax laws to the extent that they affect the local exchange carriers disproportionately, mandated jurisdictional separation changes, and changes to intraLATA toll pooling arrangements or accounting procedures adopted by this Commission.”

However, we did not authorize Z-factor treatment for all unforeseen or exogenous factors.  In D.89-10-031, the Commission also stated that:


“. . .normal costs of doing business (including costs of complying with existing regulatory requirements) or general economic conditions would be excluded as Z factor items.”

Since D. 89-10-031, we have subsequently issued several decisions modifying the NRF program.  In D.93-09-038, for instance, we ordered GTEC to replace the GNP-PI with the Gross Domestic Product Price Index (GDP-PI) commencing with GTEC’s 1994 price cap filing.  The Commission, through D.94-06-011, likewise ordered Pacific to replace the GNP-PI commencing with Pacific’s 1995 price cap filing.  In D. 94-09-065, we authorized Pacific and GTEC to implement the 1995 price cap rate adjustments through the billing surcharge/surcredit mechanism.

Most recently, the Commission initiated a proceeding, Rulemaking (R.) 98-03-040, to conduct the third triennial review of NRF applicable to Pacific Bell and GTEC. As a result of this proceeding, in D.98-10-026, the Commission modified some of the elements of the NRF for Pacific Bell and GTEC. Regarding issues germane to the annual price cap filing, this decision continued the suspension of the inflation (I) minus productivity stretch (X) portion of the price adjustment formula. It phases out existing Z factor adjustments; and continues the streamlined advice letter consideration of a very limited set of exogenous costs by a new, limited exogenous (LE) cost mechanism. It continues residential rate caps just as all rate caps and floors are continued, subject to change by future Commission decision.

This proceeding did not include Citizens or Roseville, because at that time the issues for Pacific Bell and GTEC were considered by the Commission to be sufficiently different due to the maturity of Pacific Bell’s and GTEC’s NRF programs. Roseville currently is undergoing a review of its NRF in docket (A.)99-03-025 that addresses issues related to annual price cap filings, as well as other matters.

Roseville’s Price Cap Filing
On October 2, 2000, Roseville filed its 2001 price cap advice letter (A.L. 520) filing to comply with Ordering Paragraph No.7 of D.96-12-074. In this filling, Roseville proposed to include the following exogenous (Z factor) adjustments to its revenues (reduction in parenthesis):

· Universal Service Fund Recovery Adjustment

     $1,404,097

This is an adjustment to reflect a reduction in 

the 2000 projected payment based on National 

Exchange Carrier Association (NECA) to be received

by Roseville from the interstate high cost fund.
· Rate Case Rehearing Adjustment
    


   ($1,040,361)

This is an adjustment to reflect reductions of the

revenue requirement associated with rate adjustments. 

This removes the one-time adjustment and the additional historical period interest for 1/1/00 to 1/31/00.

· Removal Flood Costs






 ($96,514)

This is an adjustment to reflect the removal of the 

flood costs that were authorized to be amortized and 

recovered over three years.

· Reciprocal Compensation Net Expense



 $881,317
This is an adjustment to reflect recovery from the 

newly imposed cost on Roseville by requiring reciprocal 

compensation payments for the exchange of local 

traffic between Roseville and Pac West Telecom.

· Overland Consulting Fees 





 $140,000

This is an adjustment to reflect the recovery of 

half the expense from payment to Overland Consulting

for their audit and affiliate transactions.

· Rules to deter slamming, cramming, and sliding

  $44,576

This is an adjustment to reflect the recovery of one-

time expense from implementation cost to deter slamming,

cramming, and sliding.

· CHCF-B Implementation Costs





 $203,921

This is an adjustment to reflect recovery of 

implementation cost for claim development pursuant to

7/8/97 Workshop Report and 4/28/98 ALJ Ruling, and 

cost recovery to satisfy request for additional 

reporting details.

· Total Revenue Adjustment




    $1,537,036

As shown above, the net result of the above-mentioned Z factor and other adjustments was an increase of $1,537,036 in Roseville’s revenue. To recover this revenue, Roseville requests authorization to modify:

1. The current surcharge to be applied to all Local Exchange Services with the exceptions of Category III Services and the taxes and surcharges currently listed in the tariffs to 6.5165%.

2. The surcredit to all intraLATA toll in Schedule Cal.P.U.C A34 to a surcharge of –1.4211%.

3. The surcredit to all Access Services listed in the Schedule Cal.P.U.C No.1 to a surcharge of 0.4281%.

On November 2, 2000, Roseville filed A.L. No. 520-A to supplement its advice letter filing.  In this supplement filing, Roseville added interest on the one time adjustment to remove Flood Cost.

The supplemental filing results in the following adjustment to Roseville’s revenues:

· Universal Service Fund Recovery Adjustment

     $1,404,097

· Rate Case Rehearing Adjustment
    


   ($1,040,361)

· Removal Flood Costs






 ($98,029)

a)Interest on One Time adjustment

· Reciprocal Compensation Net Expense



  $881,317
· Overland Consulting Fees 





  $140,000

· Rules to deter slamming, cramming, and sliding

   $44,576

· CHCF-B Implementation Costs





  $203,921

· Total Revenue Adjustment





$1,535,521

As shown above, the net result of the above-mentioned Z factor and other adjustments due to addition of interest on the Removal Flood Cost resulted in a decrease of $1,535,521 in Roseville’s revenue.  To recover this revenue, Roseville requests authorization to modify:

1. The current surcharge to be applied to all Local Exchange Services with the exceptions of Category III Services and the taxes and surcharges currently listed in the tariffs to 6.5144%.

2. The surcredit to all intraLATA toll in Schedule Cal.P.U.C A34 to a surcharge of –1.4232%.

3. The surcredit to all Access Services listed in the Schedule Cal.P.U.C No.1 to a surcharge of 0.4260%.

Because the Commission suspended the inflation and productivity elements of the indexing mechanism in D.98-10-026, Roseville did not propose a price cap adjustment for these elements.

NOTICE/PROTESTS

Roseville states that a copy of A.L. No.520 and related tariff sheets were mailed to competing and adjacent utilities and/or other utilities. Notice of A.L. No.520 was noticed in the Commission Daily Calendar of October 30, 2000. 

A timely protest was filed to Roseville’s 2000 price cap filing by AT&T on October 18, 2000. AT&T protests the following:

· Roseville’s failure to include interest on a one-time adjustment for Flood Cost recovery.

· The inclusion of unauthorized recovery of reciprocal compensation payments to Pac-West.

· Inappropriate request for recovery of cost associated with implementation of Rules Designed to Deter Slamming, Cramming and Sliding

· Inappropriate request for recovery of CHCF-B implementation costs. 

Roseville responded to AT&T’s protest on October 26, 2000.  

A protest was filed to Roseville’s 2001 price cap filing by the Office of Ratepayer Advocates (ORA) on November 20, 2000.  ORA notes that the Commission is nearing a decision in docket A.99-03-025, which includes the issue of whether Roseville should switch from Z factor methodology to a Limited Exogenous (LE) factor approach.  ORA also protests three exogenous (Z) factors claims of Roseville.  

On November 29, 2000, Roseville responded to ORA’s protest.  Roseville believes  that ORA’s protest is not timely because protests were due 20-days after the advice letter is filed. ORA did not file its protest within this time and Roseville believes that the Commission should not consider ORA’s protest because it was not timely.  We accept ORA’s protest. It is the Telecommunications Division’s policy to begin the protest period on the date the filing was first noticed on the Commission calendar.  This practice gives interested parties an objective starting point to begin the protest period.  Since ORA’s protest was made within 20 days of the date Roseville’s advice letter appeared on the Commission Daily Calendar, we will recognize the protest as being timely.

We will discuss AT&T’s protest, ORA’s protest, and Roseville’s responses in detail in the “Discussion” below, and adopt a final revenue adjustment for Roseville.

Discussion

Interstate Universal Service Fund Reduction:

The USF is administered by the National Exchange Carrier Association (NECA), and is a program intended to preserve universal service by offsetting the cost of the local loop in high cost areas.  Roseville proposed a revenue increase of $76,504 [$1,642,957 (USF amounts received from NECA for 2000) minus $1,566,453 (USF amount projected by NECA)], to reflect the reduction in the 2001 recovery payment it would receive from the USF.  Roseville also included an ongoing adjustment (annual change 2001 estimate) of $1,526,179 and removed a one-time adjustment of $198,586, (1999 estimate minus 1999 latest view).

Roseville also indicated through a footnote that the Federal State Joint Board Recommended Decision requires a phase out of Interim Hold Harmless amounts beginning 01/01/01 in the amount of $1 per line per month.  In the event that the FCC adopts an alternative phase out, Roseville will make a supplemental filing to reflect such alternative.

We find reasonable and adopt the Interstate Universal Service Fund Recovery (Z-factor) adjustment of $1,404,097.  This adjustment reflects the one-time adjustments of $76,504 (change from 2000 estimate to 2000 latest view) plus $1,526,179 (the ongoing adjustment) minus $198,586 (the removal of one-time adjustment).

Rate Case Rehearing Adjustment:

Decision 99-04-027 allowed Roseville to recover a one time adjustment on the impacts of Roseville’s rate case rehearing for the year 1997 through 1999 in the 2000 Price Cap filing [$1,035,348 (one time adjustment) plus $5,013 (additional historical period interest)].  Roseville requests to reverse these one-time adjustments to eliminate their recovery in this year’s Z-factor surcharge.

With the 2001 NRF Price Cap filing, we adopt Roseville’s request to remove the Rate Case Rehearing Adjustments of $1,040,361 granted from the 2000 Price Cap filing.

Removal Flood Costs:

Pursuant to Decision 96-12-074, Ordering Paragraph 7, Roseville was authorized to include as a Z factor adjustment the elimination of $62,819 per year from rates when the allowed expenses of $188,457 in the Catastrophic Event Memorandum Account for the 1995 flood.

Roseville seeks to remove the flood costs that was authorized to be amortized and recovered over three years.  Roseville notes that this reversal of the cost recovery item should have occurred in the 2000 Price Cap filing, therefore it accordingly eliminates this item from future surcharge recovery as well as makes a one time adjustment to account for removal of the 2000 year recovery of this cost.

On October 18, 2000, AT&T filed a protest charging Roseville of failure to include interest on its Flood Cost one time adjustment.  On October 26, 2000, Roseville responded to AT&T’s protest by admitting that it inadvertently overlooked the computation of interest on this adjustment, and that a supplemental advice letter will be submitted to include the interest.

On November 2, 2000, Roseville supplemented A.L. 520-A to revise the one time adjustment on Removal Flood Cost to include interest using the three-month commercial paper rate for non-financial institution.

Pursuant to the advice letter filing, Roseville request removal of $46,159 (one time adjustment to remove cost for 2/1/00-12/31/00), plus $1,515 (interest on one time adjustment), plus $50,355 (on going adjustment).  We find reasonable and adopt the Removal Flood Costs reduction (Z-factor) of $98,029.

Reciprocal Compensation Net Expense:

Decision 00-09-032 approved an interconnection agreement between Pac-West Telecomm, Inc. and Roseville.  This decision requires reciprocal compensation payments for the exchange of local traffic between Roseville and Pac-West.  On November 5, 1998, Roseville filed an advice letter seeking authority to pass these new charges through to end user customers, however, no action has been made on this advice letter.  Therefore, Roseville requests recovery of one time adjustment of $193,013 [September 2000-December 2000 (to be trued-up)] plus $688,304 [estimated on going adjustment starting January 2001 (to be trued up for each year)].

On October 18, 2000, AT&T filed a protest charging Roseville of improperly including in the Advice Letter a request for authority to pass through to end-users reciprocal compensation payments made to competitive local carriers.  AT&T states that in Conclusion of Law #4 of D.00-09-032, Roseville was not authorized to pass through reciprocal compensation charges to Roseville’s end-users who originate calls to Pac-West’s network.  Therefore allowing Roseville to recover reciprocal compensation in its price cap filing is no more legitimate than the already rejected direct end-user charge.  Also, AT&T indicated that Roseville’s recovery proposal here is even more egregious as it wants to be reimbursed for projected one time and on going adjustments with true-ups after the fact.

On October 26, 2000, Roseville responded to AT&T’s protest by stating that D.00-09-032 did find that an interconnection arbitration proceeding was not the proper forum to address the issue of how Roseville would recover reciprocal compensation payments.  The decision however, did not find that Roseville might not seek recovery of reciprocal compensation payments as a Z-factor adjustment.  In addition, the reciprocal compensation payments satisfy the nine factors for Z-factor treatment identified in D.94-06-041.

On November 20, 2000, ORA filed a protest charging Roseville of inappropriately attempting to seek Z factor treatment of $881,317 attributed to “reciprocal compensation”.  ORA indicated that there is no Commission decision authorizing such treatment, and pursuant to D.00-09-032, the Commission also refused to consider Roseville’s request to pass these costs on to its customers.  ORA believes that the price cap filing is the wrong forum to recover reciprocal compensation, especially taking into consideration that an advice letter filing, with only 20 days of public notice, does not permit much public scrutiny. 

On November 29, 2000, Roseville responded to ORA’s protest stating that the NRF currently applicable to Roseville allows exogenous costs to be included as Z-factor adjustments in annual price cap advice letter filings without specific authorization by the Commission.  The annual price cap filing is also the specific means authorized for bringing such proposals to the Commission.  Roseville reiterated its view that reciprocal compensation payments ordered in D.00-09-032 satisfy the nine factors for Z-factor treatment identified in D.94-06-011, and maintains that the z-factor adjustment should be authorized.

We reject Roseville’s request to recover Reciprocal Compensation Net Expense.  This is an issue of substantial controversy, and we find that the Price Cap filing is not the appropriate venue to entertain the reciprocal compensation issue. The Price Cap Advice Letter process was adopted as a streamlined vehicle to address the mechanical aspects of the Commission’s adopted price cap regulation under NRF, and was not intended to dispose of issues of controversy.  The Advice Letter process does not provide adequate notification of specific substantive issues that may reside in an Advice Letter, and the Commission does not wish to limit parties ability to participate in proceedings that address substantive issues that have significant policy ramifications. 
Additionally, deciding the issue of reciprocal compensation in a Price Cap advice letter filing is not appropriate because any precedent it may establish affects more carriers than just Roseville.  Granting Roseville the relief that it seeks at this time may set a precedent that may prejudge the Commission’s options in deciding the generic policy issue of the appropriate regulatory treatment for the reciprocal compensation issue.  The policies concerning reciprocal compensation for ISP traffic are before the CPUC in R.00-02-005.
We do not find the arbitration ruling in D.00-09-032 to be a dispositive guide in deciding this matter.  The Commission’s Reciprocal Compensation proceeding (R.00-02-005) is a more appropriate and comprehensive proceeding in which to entertain the issue of whether end-user rate recovery for ISP reciprocal compensation is warranted.  Thus, we should not include recovery of any reciprocal compensation payments in the Z-factor at this time.  Roseville may set up a memo account to track its reciprocal compensation payments pending further CPUC action in R.00-02-005.   

Overland Consulting Fees:

Roseville requests recovery for 50% of the total $280,000 expense paid to Overland Consulting for the audit of Roseville’s non-regulated operations.  

On November 20, 2000, ORA filed a protest indicating that the allocation of audit expenses between regulated and non-regulated expenses are 57% and 43% respectively, with ratepayers responsible for the non-regulated costs of the audit. 

On November 29, 2000, Roseville responded to ORA’s protest by stating that ORA had failed to show that its allocations are reasonable.  D.99-06-051 ordered a 50% allocation split in the absences of a reasonable cost statement separating between the verification and non-regulated operations portions of the audit.  Roseville also indicated that the cost statement on which ORA relies on had not been validated by the Commission as accurate in any proceeding.

Ordering Paragraph 10 of D.99-06-051 allows Roseville to split evenly the total cost of the audit when the auditor is unable to prepare a reasonable statement of its costs, we find reasonable and adopt Roseville’s request to recover the one time adjustment of $140,000.  

Rules to deter slamming, cramming, and sliding:

Pursuant to Decision 00-03-020, all Billing Telephone Companies were ordered to implement rules to deter slamming, cramming, and sliding.  Roseville requests recovery of one time adjustment of $44,576 for added cost on data processing, billing, accounting, customer service and regulatory expense resulting from the imposition of the regulatory mandates.  

On October 18, 2000, AT&T filed a protest stating that it would be more appropriate for Roseville to seek recovery for these costs in the R.95-04-043/I.95-04-044 on the Commission’s Own Motion into Competition for Local Exchange Service proceeding.  AT&T also indicated that in D.00-03-020, Section 4.2.5, such costs should be either absorbed by the Billing Telephone Companies or passed on to those service providers that purchase billing services.

On November 2, 2000, Roseville responded by stating that it has absorbed the costs.  However, the fact does not foreclose Z-factor adjustments if the criteria outlined in D.94-06-011 are met.  Roseville asserts that the cost associated with the implementation of rules designed to deter slamming meet these criteria.

On November 20, 2000, ORA filed a protest indicating the need for equal treatment and fairness in a competitive market.  Roseville is asking for recovery of regulatory costs, which are also faced by their competitors.  ORA also noted that, to their knowledge, no other ILEC has sought to recover such cost.  Unless these costs can be demonstrated to be born unequally by Roseville in relationship to itself and other CLECs and ILECs, ORA feels that such recovery should be disallowed.

On November 29, 2000, Roseville responded to ORA protest stating that under the NRF currently applicable to  Roseville, exogenous costs may be included as Z-factor adjustments in annual price cap filings. Using the 9 factors set forth in D.94-06-011 for the determination of whether an exogenous event qualifies as a Z-factor, Roseville believes that the costs of implementing the rules to deter slamming qualify as a Z-factor adjustment.

We reject Roseville’s request to recover the cost associated with implementation of rules to deter slamming, cramming and sliding.  Our decision is based on assessing Section 4.2.5 of D.00-03-020, in which it states that “To the extent that these new responsibilities impose costs upon the Billing Telephone Companies, such costs should be either absorbed by the Billing Telephone Companies or passed on to those service providers that purchase billing services”.  If Roseville was allowed to recover this cost in its 2001 Price Cap filing, then the cost would be passed on to Roseville’s end-users, instead of having the Billing Telephone Company or the service providers absorb the cost.  We do not intend to violate Section 4.2.5 of D.00-03-020.   

CHCF-B Implementation Costs: 

Pursuant to Decision 97-01-020, Roseville was ordered to implement the CHCF-B.  Roseville requests recovery of one time adjustment of $203,921, to recover implementation costs for claim development pursuant to the 7/8/97 Workshop Report and the 4/28/98 ALJ Ruling, and recovery of implementation costs to satisfy Commission staff request for additional reporting details.

On October 18, 2000, AT&T filed a protest charging Roseville of inappropriately requesting recovery of costs associated with CHCF-B Implementation Costs.  D.97-01-020 states that Roseville shall establish a memorandum account to record the actual implementation costs incurred, but nowhere does the decision state that Roseville may recover cost as an exogenous item.  AT&T also feels that Roseville should not be reimbursed for this expense because the end-users have not received the catch up surcredit.  AT&T believes that these issues are interrelated and the catch up surcredit has been an open item since 1997.

On October 26, 2000, Roseville responded by stating that the catch up surcredit is irrelevant to this price cap filing, and that the reimbursement for CHCF-B implementation expenses does not depend on the timing of the catch-up surcredit.  Roseville also indicated that the determination of whether the CHCF-B implementation costs properly qualify as a Z-factor adjustment does not depend on whether such recovery is authorized in D.97-01-020, and that the determination depends on the Z-factor criteria identified in D.94-06-011.  Roseville believes that these costs meet the nine Z-factor criteria. 

We reject Roseville’s request.  D.97-01-020 was a modification to D.96-10-066.  Pursuant to this decision, the Commission established the California High Cost Fund-B to subsidize the high cost areas of the five largest local exchange carriers in California.  Although in D.96-10-066 (page 241 mimeo), the decision indicated that the Commission would consider whether recovery of the implementation cost in the memorandum account should be recovered or not, the Commission has not authorized recovery of these cost as of the date of this Resolution.  Moreover, D.96-10-066 stated that the recording of these costs is no assurance that the LECs will be permitted to recover these costs. Since the Commission has not yet authorized recovery of the implementation cost, we therefore find the Price Cap filing to be an inappropriate proceeding to entertain specific requests for recovery.  

Price Floor: 

Roseville’s proposed 2001 price floors were reviewed and Roseville uniformly applied the inflation factor of 2.04% to its price floor adjustments.  For the purpose of adjusting its price floor, Roseville proposes a GDP-PI factor of 2.04% based on the following approach:


1. GDP-PI 2nd Qtr, 1999                       104.65


2.  GDP-PI 2nd Qtr, 1999                      106.78


3.  “I” Factor (Ln2-Ln1/Ln1)                   2.04%

For future price cap filings, Roseville shall continue to utilize the GDP-PI Implicit Price Deflator.

Other Issues:

As Roseville’s revenues are scheduled to take effect on February 1, 2001, rather than the standard January 1st effective date, the billing base must be revised to reflect only eleven months of revenue.  Roseville filed supplemental work papers to reflect a total billing base of $67,174,254, eleventh twelfths of Roseville’s full year total billing base of $73,281,004.  We acknowledge the adjustment of the billing base to $67,174,254 to be appropriate.

311 MAILING OF DRAFT RESOLUTION

The draft resolution of the Telecommunications Division in this matter was mailed to the parties in accordance with PU Code Section 311(g).  Comments were filed on January 2, 2001 by AT&T.  On January 3, 2001, comments were also filed by Cooper, White & Cooper LLP, on behalf of Roseville Telephone Company.  

In its comments, AT&T fully supports the draft Resolution and urges the Commission to adopt the resolution without substantial change.  However, AT&T indicated that the grand total in Appendix A should be $405,707 instead of $407,222.  It appears that the interest of $1,515 on the one-time adjustment on Removal Flood Cost was inadvertently omitted.  The other issue is an apparent typographical and clerical error in Appendices A and B.

With regards to AT&T’s comments on correcting the grand total to $405,707, we find the request to be of merit.  We have also proceeded in correcting the typographical error in Appendices A and B.

Roseville provided comments related to Reciprocal Compensation, CHCF-B Implementation Costs, and Rules to Deter Slamming, Cramming and Sliding.  Regarding the reciprocal Compensation issue, Roseville states that the Commission improperly refuses Roseville to recover reciprocal compensation payments to competitive local carriers which were ordered by the Commission.  Roseville argues that the reciprocal compensation payments satisfy the nine factors for Z-factor treatment.  The payment is also a new cost the Commission affirmatively imposed on Roseville, therefore, Roseville believes that the compensation is appropriate for Z-factor treatment.  Roseville noted that the Commission should take action now to defray the amount that will grow as Roseville pays reciprocal compensation and reduce the likelihood of a rate shock.  At this time, Roseville is also preparing to file an application to recover reciprocal compensation charges in a more targeted manner in contrast to a Z factor surcharge.  And accordingly, Roseville feels that the Commission should permit Roseville to recover reciprocal compensation costs through the Z factor until another method of recovery is determined.

Certain comments made by Roseville were simply a restatement of their previous arguments.  Furthermore, Roseville did not provide substantial arguments that would change our decision on the recovery of reciprocal compensation.  Roseville mischaracterized in its comments the Commission’s position on reciprocal compensation recovery.  Contrary to its comments on the Draft Resolution, the Commission has not refused to allow Roseville recovery of reciprocal compensation payments to CLECs.  This Resolution defers the recovery issue to the R.00-02-005 proceeding, which is the appropriate venue to decide this matter.  Roseville has been authorized to establish a memorandum account to track reciprocal compensation payments for disposition in R.00-02-005.  Therefore, we will again reject Roseville’s request based on the initial reasons mentioned in our discussion.

The second issue discussed in Roseville’s comments was the recovery of CHCF-B Implementation Costs.  Roseville reiterated that the implementation costs satisfies the nine factors for Z-factor treatment.  Roseville also indicated that four years have passed since the Commission adopted D.96-10-066, and there is yet to be any guidance from the Commission on how these costs are to be recovered.  Furthermore, CHCF-B implementation was complicated and required Roseville to incur significant costs.  Roseville believes that recovery of these costs is consistent with Commission precedent which allowed recovery of reasonable costs to implement local competition. 

Again, part of Roseville’s arguments reiterates its previous arguments and do not focus on factual, legal or technical errors.  As Roseville indicated, four years have passed since the Commission adopted D.96-10-066, and there is still no guidance on how these costs are to be recovered.  Since the Commission has not yet authorized recovery of the implementation cost, we do not find the Price Cap filing to be an inappropriate proceeding to entertain specific requests for recovery.  

The final issue in Roseville’s comments was the recovery of the cost associated with implementing rules to deter slamming, cramming and sliding.  For reasons set forth in Roseville’s responses to protest of Advice Letter No.520, Roseville contends that it is properly entitled to recover the cost.  

Roseville’s comments regarding the Rules to Deter Cramming, Slamming and Sliding were simply a restatement of their arguments.  We find Roseville’s argument to be without merit.

FINDINGS
1. On October 2, 2000, Roseville filed its price cap filing A.L. No. 520, and requests the following adjustments in its revenues:

Universal Service Fund Recovery Adjustment
    $1,404,097

Rate Case Rehearing Adjustment
 


   ($1,040,361)

Removal Flood Costs






 ($96,514)
Reciprocal Compensation Net Expense



 $881,317

Overland Consulting Fees 





 $140,000
Rules to deter slamming, cramming, and sliding

  $44,576

CHCF-B Implementation Costs




 $203,921
Total Revenue Adjustment




    $1,537,036

2. Roseville requests to recover the $1,537,036 increase in revenue requirements by applying:  

a) 6.5165% surcharge to local exchange services with the exceptions of Category III services, access charges listed in Schedule No. 1, and surcharges currently listed in Roseville’s tariffs.


b) -1.4211% surcharge to intraLATA toll (Schedule A-34)


c) 0.4281% surcharge to access services (Schedule No.1)

3. Roseville used an inflation factor of 2.04% based on the Bureau of Labor Statistic’s GDP-PI Implicit Price Deflator to adjust its price floors. 

4. AT&T filed a protest on October 18, 2000, addressing Roseville’s failure to include interest on the Flood Cost recovery, and Roseville’s request to recover Reciprocal Compensation Payments, Cost Associated with the Implementation of Rules to Deter Slamming, and the Implementation cost for CHCF-B. 

5. Roseville responded to AT&T’s protest on October 26, 2000.  Roseville agreed to include interest on the recovery of the Flood Cost.  However, Roseville disagreed upon the remaining protest issues filed by AT&T.

6. On November 2, 2000, Roseville filed A.L. No.520-A to supplement its advice letter filing.  The supplemental filing results in the following adjustment to Roseville’s revenues:

Universal Service Fund Recovery Adjustment
    $1,404,097

Rate Case Rehearing Adjustment
 


   ($1,040,361)

Removal Flood Costs






 ($98,029)

Reciprocal Compensation Net Expense



 $881,317
Overland Consulting Fees 





 $140,000

Rules to deter slamming, cramming, and sliding

  $44,576

CHCF-B Implementation Costs




 $203,921
   Total Revenue Adjustment




    $1,535,521  

7. Roseville requests to recover the $1,535,521 increase in revenue requirements by applying:  

a) 6.5144% surcharge to local exchange services with the exceptions of Category III services, access charges listed in Schedule No. 1, and surcharges currently listed in Roseville’s tariffs.

b) -1.4232% surcharge to intraLATA toll (Schedule A-34)

c) 0.4260% surcharge to access services (Schedule No.1) 
8. On November 20, 2000, ORA filed a protest concerning the allocation of audit expense of the Overland Consulting fees, the recovery of Reciprocal Compensation and Rules to Deter Slamming.

9. Roseville responded to the protest on November 29, 2000 indicating that ORA’s protest is untimely.  Roseville also claims that the 3 objections raised by ORA were spurious. 

10. As Roseville’s revenues are scheduled to take effect on February 1, 2001, rather than the standard January 1st effective date, the billing base must be revised to reflect only eleven months of revenue.  Roseville filed supplemental work papers to reflect a total billing base of $67,174,254, eleventh twelfths of Roseville’s full year total billing base of $73,281,004.  We acknowledge the adjustment of the billing base to $67,174,254 to be appropriate.
11. Roseville requests to recover its revenue requirements with billing base adjustments by applying:
a) 6.7948% surcharge to local exchange services with the exceptions of Category III services, access charges listed in Schedule No. 1, and surcharges currently listed in Roseville’s tariffs.

b) -1.6904% surcharge to intraLATA toll (Schedule A-34)


c) 0.3307% surcharge to access services (Schedule No.1)  

12. After reviewing all the protest items and responses, we concluded with the following.  We find ORA’s protest to be timely.  Furthermore, we agreed with Roseville’s request to recover the Overland Consulting expense using a 50% allocation.  However, we will reject Roseville’s request to recover Reciprocal Compensation, and implementation cost on both Rules to Deter Slamming and CHCF-B.

13. Roseville’s revenue adjustment request of $76,504 on a one-  time basis, the removal of a one time adjustment (change in 2000 estimate to 2000 latest view) of ($198,586), and the   

Ongoing adjustment (annual change) of $1,526,179 associated with reduced Interstate Universal Service Fund recovery payment be granted. 

14. Roseville’s request to remove a one-time revenue adjustment of ($1,035,348) associated with the Rate Case Rehearing, and the removal of additional historical period interest of ($5,013) should be granted.
15. Roseville’s revenue adjustment request to remove ($46,159) on a one time basis, the interest on a one time adjustment of ($1,515), and the removal of ($50,355) on an ongoing basis associated with the Removal Flood Cost should be granted.

16. Roseville’s request to recover a one-time revenue adjustment of $193,013 and the ongoing adjustment of $688,304 associated with Reciprocal Compensation should be denied.  Reciprocal compensation is a controversial issue and the Price Cap filing advice letter process is not the appropriate venue to address this issue. 

17. Roseville’s request to recover a one-time adjustment of $140,000 associated with Overland Consulting Fees should be granted.  D.00-09-032 allows for 50% allocation split on cost in the absence of a reasonable statement of its costs separating the verification and non-regulated operations portions of the audit.

18. Roseville’s request to recover a one-time revenue adjustment of $44,576 associated with Rules to deter Slamming, Cramming and Sliding should be denied based on D.00-03-020.

19. Roseville’s request to recover a one-time adjustment of $203,921 associated with CHCF-B Implementation Cost should be denied.

20. The revenue adjustments associated with Interstate Universal Service Fund Reduction, Rate Case Rehearing Adjustment, Removal of Flood Costs and Overland Consulting Fees result in a net revenue adjustment increase of $405,707 to be applied to local, toll and access services) are summarized in Appendix A to this Resolution.
 THEREFORE IT IS ORDERED THAT:
1. Roseville Telephone Company shall increase its annual revenue by $405,707 effective February 1, 2001, as a result of its 2000 annual price cap filing in Advice Letter (A.L.) Nos. 520, 520-A.

2. The revisions to Roseville’s price floors filed in AL 520 are adopted and shall be effective February 1, 2000

3. Roseville shall supplement its AL No.520 on or before January 31, 2001, to implement billing surcharges/surcredits reflecting the revenue requirement increase in Ordering Paragraph 1, applied to a total billing base of $67,174,254 for intraLATA exchange and private line services, intraLATA toll services, and intraLATA access service, to become effective on February 1, 2001, subject to review and approval by the Commission’s Telecommunications Division.

This Resolution is effective today.

I hereby certify that this Resolution was adopted by the Public Utilities Commission at its regular meeting on January 18, 2001.  The following Commissioners approved it:

                                 _____________________________

                                       WESLEY M. FRANKLIN

                                       Executive Director

Appendix A

Resolution T-16482

Roseville Telephone Company

2001 Price Cap Filing


Roseville 

Proposed

Revenue Impacts 
AT&T Proposed

Revenue Impacts 
ORA Proposed

Revenue Impacts
Adopted Impacts

On-going Adjustments









Universal Service Fund

$1,526,179
  
N/A

N/A

$1,526,179

Removal Flood Cost

($50,355)

N/A

N/A
 
($50,355)

Reciprocal Compensation

$688,304

$0 

$0 
 
$0

One-Time Adjustments









Universal Service Fund

$76,504 

N/A

N/A

$76,504

Rate Case Rehearing

($1,035,348)

N/A

N/A

($1,035,348) 

Removal Flood Cost

($46,159)

($49,851)

N/A

($47,674)

Reciprocal Compensation

$193,013

$0 

$0

$0

Overland Consulting

$140,000

N /A

$119,830

$140,000

Rules to deter slamming

$44,576

$0

$0

$0

CHCF-B Implementation

$203,921 

$0 

N/A

$0

Other  









Adjustments









Universal Service Fund

($198,586)

N/A

N/A

($198,586)

Rate Case Rehearing

($5,013)

N/A

N/A

($5,013)

 

 

 

 

 











GRAND TOTAL

$1,537,036

$403,530

$590,973

$405,707











Appendix B

Resolution T-16482

Roseville Telephone Company

2001 Price Cap Filing

Surcredit/Surcharge Adjustment By %


    Roseville
 AT&T
ORA
Adopted

Effective 2/1/2000











Local Exchange
 6.5165%
4.6008%
 
 

 





Access 
0.4281%
0.1527%
 
 

 





Toll
-1.4211%
-1.6965%
 
 






















DRAFT NOTE: Per precedent set in Resolution T-15160, final numbers will be calculated by Roseville. The numbers in the "adopted" column are therefore approximate, and are included for evaluative purposes.
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