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OPINION

A.  Summary

This decision extends the waterfall provision of the California High Cost Fund “A” (CHCF-A) for one additional year, to 2002, for the following seven small Local Exchange Carriers (LECs): Calaveras Telephone Company (Calaveras), Cal-Ore Telephone Co. (Cal-Ore), Ducor Telephone Company (Ducor), Foresthill Telephone Co. (Foresthill), Hornitos Telephone Company (Hornitos), Kerman Telephone Company (Kerman), and Pinnacles Telephone Company (Pinnacles).  

The six other Small LECs that are parties to this proceeding will be subject to the waterfall provision in 2001.  We anticipate that most Small LECs will decide to file General Rate Cases (GRCs) rather than see a reduction in their draw from the CHCF-A as a result of the waterfall provision, which would mean that six Small LECs would file GRCs in 2001 and seven, in 2002.   This will enable the Commission to better manage its workload.  

B.  Background

In Decision (D.) 00-09-072, the Commission granted the motion filed by the 13 small telephone company applicants
 to this proceeding to reset the “waterfall” provision of the CHCF-A to permit those small telephone companies to receive full funding from that source in 2001, without filing a GRC in 2000.  

The Commission adopted a further comment cycle to determine whether to establish a two-year cycle for the filing of GRCs by those 13 companies.  Parties filed Opening Comments on October 23, 2000, and Reply Comments on November 6 and 7, 2000.  The comments addressed the following two questions:

a.  Should the General Rate Cases for the small telephone companies subject to this proceeding be scheduled over two years:  2001 and 2002?

b.  What is an equitable method for determining which small telephone companies should file for rate cases in 2001 versus 2002?

C.  Parties’ Positions

The Small LECs view Question “a” above as constituting a rate case plan.  The Small LECs remind the Commission that the waterfall applicable to CHCF-A draws amounts to a rate case plan and point out that no record has been developed in this proceeding to require the small LECs to file rate cases.  

According to the Small LECs, it is unlikely that the companies would file GRCs in the same year.  The current combination of the waterfall and means test on existing CHCF-A funding, when coupled with a large fixed permanent funding amount, will ensure that rate cases will be staggered without the necessity of a specific order to that effect by the Commission.  However, if the Commission orders a staggered rate case cycle, the order of filing should be negotiated by Telecommunications Division staff and the small companies.

In their Reply Comments, the Small LECs point out that the Commission has already definitively determined that if it orders a two-year filing schedule, it intends to extend the waterfall another year.  Decision 00-09-072 states as follows:

“If we do decide to stagger the filing, we will extend the waterfall for an additional year for the small LECs ordered to file their GRCs in 2002 instead of 2001.”  (D.00-09-072 at 9.)

According to the Small LECs, the Office of Ratepayer Advocates’ (ORA) position that the Commission should both maintain the waterfall schedule and prohibit companies from filing GRCs to preserve their current funding levels is contrary to the intent of the waterfall, which vests in companies the right to file for rate review in order to avoid a loss in CHCF-A funding.  ORA’s proposal also violates the provision of D.00-09-072, cited above.

ORA asserts that whatever schedule is adopted for GRCs, the waterfall should not be extended beyond 2001.  If the waterfall is to be extended, then ORA recommends that the Commission order all GRCs filed in 2001.  While ORA can sympathize with the burden that processing 13 GRCs will place on Commission staff, ORA cannot agree that California ratepayers should have to pay for the delay.  ORA suggests that if the Commission does divide the GRC filings over a two-year period, the Commission should order the small LECs earning the lower rates of return to file their GRCs first.  In that way, there is less risk that ratepayers will be made to finance a company’s over-earnings.

In its Reply Comments, ORA disputes the Small LECs’ assertion that there is no need to order the Small LECs to file GRCs.  ORA asserts there is a need to require the Small LECs to file GRCs because GRCs ensure that the small companies are not earning over their authorized rates of return at the expense of California consumers.

D.  Discussion

It is not our intention to adopt a rate case plan for Small LECs in this proceeding.  What we do intend is to set up a schedule which companies should follow, if they intend to file for GRCs.  In D.01-02-018 we determined that the replacement funding for the 13 small companies will be subject to the CHCF-A’s waterfall provision.  Since the Small LECs assert that the amounts they received from Pacific pursuant to the Settlement Transition Agreements (STAs) Pacific negotiated with each company represents from 30 to 80% of each company’s intrastate revenue requirement
, we anticipate that the small companies will choose to file for GRCs in a timely fashion so as not to be subject to the waterfall provision in 2002.  Given that fact, there is a strong likelihood that all 13 Small LECs would file GRCs by the end of 2001 in order to prevent their CHCF-A Fund draw from being reduced.  The near-simultaneous filing of 13 GRCs presents a significant burden on Commission resources as well as on the parties.

ORA disputes our prior decision to extend the waterfall as a predicate for setting a two-year schedule for filing rate cases.  We remind ORA that that issue was decided in D.00-09-072 and will not be addressed further here.  We must balance the potential workload considerations of Commission staff and the parties against the cost to ratepayers of allowing some of the Small LECs to extend the waterfall for an additional year.  We find that scheduling the GRCs over two years would best balance the Commission’s workload.  

ORA suggests that, if GRCs are scheduled over two years, the companies with the lowest rate of return should be required to file their GRCs first.  However, the rate-of-return data which ORA presented in this proceeding was hotly contested by the Small LECs, and we did not have an opportunity to resolve those differences in the proceeding so we would prefer not to rely on that untested rate-of-return data to make our determination.   Instead, we will use the dollar amounts of the STA payments from Pacific.  In order to minimize the amount of draw from the CHCF-A, we have selected the six companies receiving the highest STA payments from Pacific to be considered first for GRCs so we will make those six Small LECs subject to the waterfall provision in 2002.  The Small LECs each received a minimum of $2 million under the terms of the STAs they negotiated with Pacific.  The six Small LECs include the following companies:  Evans Telephone Company (Evans), Happy Valley Telephone Company (Happy Valley), The Ponderosa Telephone Co. (Ponderosa), Sierra Telephone Company, Inc. (Sierra), The Siskiyou Telephone Company (Siskiyou) and The Volcano Telephone Company (Volcano).  We reiterate that we are not requiring these six Small LECs to file GRCs in 2001.  Rather, we are setting the waterfall in motion which means that if the companies decide not to file for rate cases in 2001, their 2002 draw from the CHCF-A will be reduced by 20%, as a result of the operation of the waterfall provision.  Each company will evaluate the operation of the waterfall and its financial situation in determining when it will file a GRC. 

We will extend the 100% waterfall provision for one additional year, through 2002, for the following Small LECs:  Calaveras, Cal-Ore, Ducor, Foresthill, Hornitos, Kerman, and Pinnacles.  Again, these remaining seven Small LECs will not be required to file GRCs in 2002, but if the companies decide not to file rate cases in 2002, their 2003 draw from the CHCF-A will be reduced by 20% as a result of the CHCF-A waterfall provision.   By sequencing the GRCs over a two-year period, we have balanced the Commission’s workload.  Also, it is most equitable to California’s ratepayers to encourage those Small LECs with the highest STA payments from Pacific (and presumably the highest CHCF-A draws) to file for GRCs in 2001.

E.  Comments on Draft Decision

The draft decision of the ALJ in this matter was mailed to the parties in accordance with Pub. Util. Code § 311(g)(1) and Rule 77.7 of the Rules of Practice and Procedure.  Comments were filed on _________ and reply comments on _________.  We have taken the comments into account, as appropriate in finalizing this order.

Findings of Fact

1. Pursuant to D.00-09-072, the 13 small telephone companies that are parties to this proceeding must file GRCs by the end of 2001 in order to retain their year 2002 CHCF-A funding at the 100% level.

2. Pursuant to D. 01-02-018, the replacement revenue for the 13 Small LECs is subject to the CHCF-A’s waterfall provision.

3. The replacement revenue represents from 30 to 80% of each company’s intrastate revenue requirement.  

4. It would place a significant strain on Commission resources to process GRCs for the 13 small LECs in the same year.

Conclusions of Law

1. The six small companies receiving the highest STA payments from Pacific--  Evans, Happy Valley, Ponderosa, Sierra, Siskiyou and Volcano--should be subject to the CHCF-A waterfall provision in 2002 if they do not file GRCs by the end of 2001.

2. The waterfall provision established in D.88-07-022 should be modified on a one-time basis to extend the 100% funding for an additional year, to 2002 for the following seven Small LECs:  Calaveras, Cal-Ore, Ducor, Foresthill, Hornitos, Kerman and Pinnacles.

ORDER

IT IS ORDERED that:

1. The waterfall provision governing draws from the California High Cost Fund “A” shall be extended for one year to 2002 for the following small telecommunications carriers which are parties to this proceeding:  Calaveras Telephone Company, Cal-Ore Telephone Co., Ducor Telephone Company, Foresthill Telephone Co., Hornitos Telephone Company, Kerman Telephone Company, and Pinnacles Telephone Company.

2. This proceeding is closed.

This order is effective today.

Dated ______________________, at San Francisco, California.

�  The small local exchange companies include:  Calaveras Telephone Company, Cal-Ore Telephone Co., Ducor Telephone Company, Evans Telephone Company, Foresthill Telephone Co., Happy Valley Telephone Company, Hornitos Telephone Company, Kerman Telephone Company, Pinnacles Telephone Co., The Ponderosa Telephone Co., Sierra Telephone Company, Inc., The Siskiyou Telephone Company, and The Volcano Telephone Company.


�  D.01-02-018 at 13 (citing Exh. 1, p. 6).
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