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A.60813 ALJ/k: 

SUmmary of Dee1s1?p 
By this application Roseville Telephone Company (Roseville) 

originally requested a revenue increase of $6,693,000 or 30.5% ~ased 
on test year 1982. After hearing, Roseville reduced its request to 
$3.8 million. Both of these sums reflect Roseville's gross revenue 
requirement as well as that amount necessary to cover Roseville's 
settlements with The Pacific Telephone and Telegraph Company 
(Pacific). This deciSion adopts a g~oss revenue requirement for test 
year 1982 of $2,468,000 and authorizes an inerease in customer 
billing, after settlement, of $3,836,000. Roseville is authorized a 
13.28% return on rate base resulting in a 15.00% return on equity. 

The most significant rate changes to produce the adopted 
revenue requirement can be summarized as follows: 

1. Basie Aeeess 

R~ll~ MaiD 
Monthly Flat Rate (Rotary) 
Monthly Flat Rate (Touchtone) 
Trunk 

~trus Heights 
Monthly Flat Rate (Rotary) 
Monthly Flat Rate (Touchtone) 
Trunk 

R~~1dent1al Business 

$ 9.00 
$10.00 
$ 

$10.70 
$'1.70 

$18.30 
$19.80 
$27.15 

$21.55 
$23.05 
$31.85 

Monthly Stapdard IDs~tyment ReD~al Rates 
Rotary Dial $1.30 
Touchtone $2.10 

2. §ery1ce Coppeet1?ps 
Service connection charges for those eustomers 
requesting services not requiring a premise visit are 
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4. 
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increased ~y 50%. The percentage increase for 
services to a new customer which require a premise 
visit is approximately 18%. 
Foreign Exchang~ Serxic~ 
This service is presently being providea at flat 
rates for residential customers and measured rates 
for business customers. This decision, however, 
authorizes measured service for both residential ana 
business customers. The percentage of increase or 
decrease experienced by tnose customers will 
therefore be dependent on usage. 
Iprmina1 E~u1~ment 
The charges related to terminal equipment were 
increased or decreased depending on any changes in 
the actual cost of the equipment. The most 
signiricant increase relates to the unbundling of 
station equipment from exchange basic access 
service. In adaition to the applicable access 
charge, a customer who elects to rent a standard 
rotary telephone set from Roseville will be charged 
$1.30. 
The ~ollow1ng table compares present and adopted rates for e residential and business customers using a standard rotary telephone 

set or a touchtone telephone set. Touchtone service is currently 
available only for one-party customers. 
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4ItBasic Acgess (M9~thly)* 
Pr,sent Rates** Adooted Rat,s 

Residence Business Residence Busipess 
Ro~eville Mr'I~~ D~ ~t r .. 1..ct Al"Q::l. 

e 

One-Party 
T01.!chtone 

Two-Party 
Fouro-Paroty 

Rosev~11~ W~~t 1< F' Q]. ~ Qr.l 

One-Party 
TO\lchtonc 

!· .... o-Party 
Fouro-?arty 

Ci tr-u ~ H~t~ht~ D i~ t:.r.i ~~ 
One-Party 

Touchtone 
TWO-Party 
Four-Party 

$6.25 
$7.75 
$5.15 
$4.35 

r~;;1k~ 

$7.25 
$'8.75 
$5.25 

'$4.85 
A!"~~ 

, $7.40 
$8.90 
$6.00 
$5. '0 

$12.50 
$14.50 

$13.50 
$15.50 

$14.75 
$16.75 

$10.30 
$12.10 
$ 8.70 
$ 7.55 

$iO.30 
$12.10 
$ 8.70 
$ 7.55 

$12.00 
$13.80 
$ 9.95 
$ 8.65 

*Prcsent and adopted rates include a utility-provided 
standard rotary telephone set. For one-party service, 
where touchtone service is available, present and 
adoptee rates include a utility-provided touchtone 
set. The monthly increase for a one-party line 
customer may be reduced either by $1.30 pcr month 
(=tandard rotary set) or $2.10 per month (touchtone 
set) if the customer proovides his own equipment. 

**?rcsent rates were authorized 'by D.57S14 in 1959. 

'$19.60 
$21.90 

$19.60 
$21.90 

$22.85 
$25 .. 15 

In addition to these rate changes, the deCision also directs 
Roseville to implement the measured rate service plan proposed by the 
Commission staff (staff) beginning June 30, 1985, and the staff'z 
recommended program of serviccs for handicapped customers. 
Discussion'in the decision focuses on the principal areas of 

i 

disagreement bctwecn Ro~cvillc and the staff, including the 
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ttappropriate ratemaking treatment or the cumulative unamortize4 
investment tax credit (ItC) ror 1971 through 1981 and the p~priety 
or eertain starr audit adjustments. 
Proc~~ral Baekg~oupd 

On Oetober 29, 1981, a prehearing conference was held in 
this matter in San Francisco before Administrative Law Judge sara 
Steck Myers. the prehearing eonference was followed by rive days of 
publie hearing. Copies or Roseville's applieation were served and 
notiee of hearing was published in aeeordanee with this Commission's 
Rules of Praetiee and Procedure. 

The first day of hearing was held in the City of Roseville 
on November 9, 1981 for the speeifie purpose of reeeiving ~he 
statements and testimony of Roseville's eustomers. this hearing was 
seheduled for both the afternoon and evening in order to afford the 
maximum opportunity for public witness testimony. A total of 52 
eus~omers made statements during the hearing. 

!he remaining four days of hearing were held in San 
tt Franeiseo on February 16, 17, 18, and 19, 1982. During this time, 

seven witnesses testified on behalf or Roseville. these witnesses 
ineluded the president/ehair=an of the board, eontroller, and 
operations manager of Roseville, as well as four accounting and 
management consultants. the staff presentation was made by eight 
starr members, each with a baekground in either engineering, 
accounting, or economies, and each representing the staff of either 
the Communications or Revenue Requirements Division. A total of 33 
exhibits were received into evidenee. 
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~ On March 26, 1982, this matter was suomitted upon the 
filing of ,concurrent oriefs. 1 Roseville and the staff, however, 
suo$e~uently joined in filing a Petition to Set Aside Submission on 
April 16, 1982. The petition is based on an Internal Revenue Service 
(IRS) information release which had not come to Roseville's attention 
until after briefs had been filed and which Rosev1lle believes 
re~uires it to alter its position regarding the treatment of the 
investment tax credit allowable for 1981 property. Because the 
petition provides information pertinent to the resolution of this 
matter, we will set aside submission to consider the new facts which 
it contains. This application will therefore be submitted upon the 
effective date of this deciSion. 
BacKground or Rps~y111~ 

Roseville, a California corporation hea~quartered in the 
City of Roseville, provides public utility telephone service in a 
territory covering approximately 83 square miles in Placer and 
Sacramento Counties. Toll service to pOints outside this area is tt provided through a connection at Roseville with the facilities of 
Pacific. 

Currently, Roseville has mOre than 74,000 telephones in 
service and operating revenues in excess of $21,000,000. Rosev.illets 
total capitalization presently exceeds $60,000,000. Its 3,500,000 
shares of common stock are owne~ ~y a~prox1mately 7,000 shareholders, 
most of whom are individuals residing in the Sacramento area. At the 
time of hearing in this application, Roseville was in the p~ocess or 
selling $6,000,000 in common stock, or which more than $2,100,000 had 
already been sol~ to investors. 

1 Concurrent opening briefs were filed by both Roseville and the 
~ staff on March 23, 1982. The staff filed a reply brier on March 26, 
.. 1982. . 
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tt Roseville's last authorized general rate increase was 
oreere4 in 1959. 2 (Decision (D.) 57814 (1959) 56 CPUC 72:3.) At 
that time, Roseville had only 9,000 telephones in service and 
operating revenues of less than $1,000,000. 'Roseville ~elieves that 
its past and anticipated future growth requires consistent upgrading 
of its equipcent. Switching at Roseville is now 64% electronic and 
is intended to ~e fully electronic ~y 1985. Roseville plans to 
expend more than $10,000,000 in 1982 for capital additions, including 
the replacement o~ electro-mechanical equipment at its Citrus Heights 
Central Office with fully electronic devices. 

In his testimony, Ro~ert L. Doyle, Roseville'S preSident, 
enumerated several factors which led Roseville to refrain from 
seeking a general rate increase tQr more than 20 years. These 
~actors included (1) a satisfactory level of company financing 
achieved through stock sales and long-term and short-term ~orrow1ngs, 
(2) the receipt of toll revenues from Pacific,3 and (3) the 
maintenance of a rate of return consistent with those of comparable 

ttcompanies. Although Doyle and Mark B. Shull, Roseville's controller, 
verified that Roseville had filed for general rate relief in 197~, 
both indicated that this application was subsequently withdrawn by 
Roseville. Doyle explained that this action was taken once staff had 
determined that Roseville's earnings were sufficient and that a 
general rate increase was not required. 

2 Roseville was recently granted a rate increase, but only to cover 
the increased costs of accounting charges prescribed by the Federal 
Communications Commission (FCC). (D.9:3128 (1981).) 

:3 These revenues, referred to as settlements, are received by 
Roseville from Pacific to cover Roseville's separated cost of 

.. providing to Pacific extended area service and intrastate service 

.. plus a return on Roseville's investment ~llocated to those services. 
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~PUbl,c Witntss I~stimony 
Prior to hearing in this matter the Commission received 

numerous letters from Roseville's cust.omers protest1ng the proposed 
rate increase. Several hundred customers attended the subsequent 
public witn~$$ hearing held on November 9, 1981, in Roseville. These 
customers provided both statements and petitions objecting to the 
level of rate increase sought by Roseville. 4 Many of the customers 
focused on the difficulty that ratepayers on fixed incomes would have 
meeting this increased obligation. The absence of any lifeline 
allowanc~ for telephone service as well as a customer's 1nability to 
make toll-free calls to Sacramento were found particularly 
burdensome. Complaints were also voiced relating to transmiSSion and 
customer service problems. Among those customers eritieal of only 
the amount of the rate inerease, however, a number praised 
Roseville's telephone operations and service. 

In r~$ponse to the customer statements made during hear1ng 
and 1~s own investigation, the staff of the Communications Division 

ttprepared a report identified as Exhibit 26. Staff states that all of 
the serviee complaints made during the hearings were investigated by 
Roseville. !f the problem was not already cured, Roseville undertook 
corrective action. A subsequent sta~f telephone survey 1n~icate~ 
tha~ these customers were satisfied with Roseville's efforts to 
p~ovide and maintain good service. Following its review or 
Roseville's system, planned se~v1ee improvements, and response to the 
publi.c witness testimony, the staff concluded: 

4 

"Roseville Telephone Company's overall 
service performance level is good. The new 

The petitions were signed by almost 1,000 customers, prinCipally 
Citrus Heights residents. !n RoseVille'S notiee of the filing of and 
hearings on its application, it had stated that approval of its 
~equest would result in a '18.2% increase in rates charged to Citrus 

.. Heights' residential customers for single-party basic access line 
,., service. 
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4t electronic equipment scheduled to ~e 
installed in 1982 through i985 will increase 
the capa~ilities of the company to provide a 
~etter quality service to its customers." 
(Exhibit 26 at p. 16.) 
In order to satisfy ratepayer desire for a lifeline rate, 

~easured residence service with rates less than one party flat rate 
residential service rates is required. As the Communications 
Division staff explains in Exhibit 21, however, Roseville is 
presently capa~le of offering only flat rate residential service and 
is therefore unable to proviae any lifeline allowance for its 
customers at this time. In keeping with Roseville's estimate of the 
date on which a conversion to measured service could take place, 
sta!f urges the Commission to order Roseville to implement local 
measured service in its Citrus Heights District Area (DA) on or 
before June 30, 1985, and in its Roseville Main DA on or before MarCh 
3i, , 986. 

Regarding customer requests for an expanded local calling 
4t area, particularly to include Sacramento, the statf also reported 

that such a circumstance would require the implementation of Zone 
Usage Measurement (ZUM) service in the Roseville exchange as well as 
the entire Sacramento Extended Area. According to the staff, 
however, this topic must be addressed in a major rate proceeding 
involving Pacific in which an entire area, such as the Sacramento 
Extended Area, can be considered for ZUM. The start therefore 
concludes that it is inappropriate to recommend any implementation of 
ZUM or expansion of local calling areas in this proceeding. 
Summary of IssW~s 

In its application Roseville proposed rates designed to 
increase annual customer billings based on test year 1982 by 
$6,693,000 or 30.5%. Following a review and investigation or 
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tlRoseville's application and supporting data, starr issued its report 
recommending an increase in customer billings of $2,557,000. Because 
of staff's use of more recent data, Roseville modified its position 
on certain issues to agree with the staff. Similarly, additional 
data provided by Roseville led staff to adjust some or its 
recommendations. The resulting stipulations were embodied in a 
jOintly sponsored exhibit (Exhibit 32) which reflects the- areas of 
agreement and disagreement. The principal contested issues relate to 
the following: 

1 • The appropriate ratemaking treatment of 
cumulative unamortized deferred ITC for 
1971 through 1981. 

2. The reasonableness of certain rate base 
adjustments (capitalized payroll taxes, 
capitalized relief and penSion, and 
capitalized accrued vacation). 

3. The appropriate rate of return within a 
stipulated rangew 

Based on the agreement reached between the two parties, 
tt Roseville lowered its requested additional annual revenues to 

$4,226,000, while the staff recommendation was increased to 
$2,694,000. Of this difference between Roseville and staff 
($1,532,000), the issue concerning rate treatment of I!C represented 
$1,226,000. Based on the Petition to Set Aside SubmiSSion, discussed 
infra, Roseville's requested relief, however, underwent a further 
reduction to $3,847,000. 

Roseville and staff also reached an agreement concerning 
the appropriate rate design. (Exhibit 33.) Like the staff, 
Roseville believes that the change to local measured service will 
ensure that telephone service remains affordable to persons on fixed 
incomes (e.g. optional lifeline service can be offered). 
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tt !nvest;~nx Tax C~~it (TIC) 
The most significant disputed issue in this matter concerns 

the appropriate ratemak1ng treatment of cumulative unamortized ITC 
for the years 1971 through 1981. The issue, fully briefed by both 
parties, involves complex and somewhat unique accounting, tax, and 
ratemaking problems. As will be explained in the subsequent 
discussion, the parties' jointly filed Petition to Set Aside 
Submission :odifies Roseville's position in keeping with the most 
recent IRS information release on this subject. 

The basic dispute centers on the staff's contention that 
while Roseville treated I!e on a "flow-through" basis between 1971 to 
1981, the I!C during this period should have been fully normalized. 
Adoption of the stafr's position would result in a $4,186,000 
reduction in Roseville's rate ~ase. Both parties bave agreed that 
lIe ariSing after January 1, '982, must be treated on a normalized 
basis under this Commission's D.93848 in Order Instituting 
Investigation (OIl) 24. 5 At one point, however, there was tt disagreement on whether an average or year-end figure was to be used 
to calculate the reserve for test year '982. 

1. Backg~Qun~ 

An examination of the legal and historical background of 
ITC is a necessary step toward resolving the issue of the appropriate 
ratemaking treatment of the I!e taken by Roseville during the period 

5 OIl 24 is this Commission's ongOing investigation into the 
appropriate ratemaking treatment of public utility income taxes. In 
D.93848 issued December 15, 1981, we concluded that conventional 

.. normalization methods should be used thereafter in order for a 

.. utility to maintain eligibility for ITC. 
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tt 197' ~hrough '981. Because there vas no provision in the lav tor ITC 
at the time of Roseville's last general rate increase in 1959, this 
Commission's D.57814 in that application does not address the 
subject. 

In 1962, Congress created the IIC for the purpose, 
according to Roseville's counsel, of complementing accelerated 
depreciation as an added stimulus to ~rivate investment. The IIC vas 
~ased on a percentage of the oost of qualifying plant and equipment. 

Initially, the allowable credit vas 3~ for public 
utilities. In 1964 the credit was increased to 4% for all public 
utility enterprises except interstate gas transmission pipelines 
which, like manufacturing companies, were allowed a 7% credit. In 
that same year, Congress gave directions to federal regulatory 
agencies on the appropriate ratemaking treatment of the credit. 
Believing that immediate flow-through was inconsistent vith the 
purpose of the credit, Congress provided that nO federal regulatory 
agency could flow through the ITC more rapidly than ratably over the tt useful life of the qualifying property. Useful life vas to be 
determined by the period of years over which depreCiation or the 
property was computed. With the consent of the utility, the 
applicable 4% or 7% could be flowed through to income in the year of 
realization. 

Ihe IIC enacted in 1962 was repealed in 1969. In 1971, 
again to stimUlate economic activity, Congress reenacted the credit. 
As part of this legislation, Congress added what is now § 46(r) to 
the Internal Revenue Code (I.R.C.). It vas Congress' intent in 
drafting this seotion that the benefits of IIC would be shared 
betveen ratepayers and shareholders. Unlike its predecessor, 
however, the provisions of § 46(f) were to be applied by state, as 
well as federal regulatory agencies. 
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Section 45(f) presents three accounting options for the 
ratemaking treatment of ITC. Basically, Option 1 refers to the 
normalization method (I.R.C. § 46(f)(1)), Option 2 refers to the 
ratable flow-through method (I.R.C. § 46(f)(2)), and Option 3 
(I.R.C. § 46(f)(3)) refers to the f.ull flow-through method. Wben 
enactee, § 46(f) made Options 1 and 2 available to any public 
utility, but limited the availability of Option 3, flow-through of 
the ITC to income in the year of realization, to those utilities who 
had elected to flow through accelerated depreciation prior to 1969-
Further, while all utilities were permitted to choose among any of 
the available options within 90 days of the enactment of the law, a 
failure to cake an election and so info~ the IRS by that time (March 
9, 1972) resulted in Option 1, normalized calculation of lTC, being 
deemed to have been elected. 

For both Options 1 and 2, the utility is required to 
establish a reserve for deferred ITC. Option 1 normalization allows 
the regulatory commission to deduct the deferral reserve from the 

tt test year rate base, but the deduction must be added back to rate 
base ratably over the useful life of the qualifying property. 
Option 2, ratable flow-through of each year's ITC to income over the 
useful life of the qualifying property, allows the utility to earn a 
return on the deferral while it is being amortized. The code 
specifically forbids deducting the IIC deferral from rate base in 
test years if Option 2, ratable flow-through, is used. (I.R.C. 
§ 46(f)(2)(B).) It also prohibits reduction in cost of service if 
Option 1 is used. (I.R.C. § 46(f)(1)(A).) By operation of these 
requirements, a combination of these two methods is precluded. 
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The only IRS sanction provided for failure to comply with 
§ 46(r) is disallowance of the ITC. This statutory sanction, 
however, only applies to noncompliance with § 46{f) subsections (1) 
(Optio~ 1 nor~alization), (2) (Option 2 ratable flow-through), and 
(9) (additional credits), but not to § 46(f)(3) (Option 3 f1ow-
through). CI.R.C. § 46(f)(4).) Additionally, this penalty is 
triggered only by the "first final" ratemaking determination which 
is inconsistent with § 46(f)(1), (2), or (9). In this regard 
§ 46(f)(4)(A) provides: 

"The requirements of paragraphs (1) (2) 
(Options 1 and 2J, or (9) regarding eost 
of serviee and rate base adjustments 
shall not be ~pplied to public utility 
property of the taxpayer to disallow the 
credit with respect to such property 
before the first final determination 
whieh is inconsistent with paragraph 
(1), (2), or (9) ••• is put into effect 
with respect to public utility 
property ••• of the taxpayer." 

tt A "determination" is defined as one made with respect to public 
utility property by a regulatory agency whicb determines the effect 
of the allowable lIe on the taxpayer's eost of service or rate base 
for ratemaking purposes. (I.R.C. § 46(r)(4)CB).) 

Against this legal background, Roseville's witnesses 
explained the actions taken by Roseville relative to Ire since the 
utility'S last rate case in 1959. According to Mark Sbull, 
Roseville'S controller, when ITC was first available, Roseville 
treated it on a flow-through basis. Simultaneously, prior to 1969, 
Roseville took depreciation on a straight-line baSis for both tax and 
book purposes. Roseville did not commence accelerated depreciation 
until 1970. 
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~ Wben the I!C was reenacted in 1971, Roseville commenced 
full flow-through. of those credits from that time to the present. 
Shull advised this Commission in a letter dated February 9, '972, 
that Roseville had elected Option 3 as its method of treating ITC. 
The IRS, however, was not similarly informed of this deciSion. 

On March 23, 1972, Roseville received correspondence from 
its accountant$ (Arthur Young & Company) advising that Roseville was 
ineligible for Option 3 treatment because it had not elected to flow 
through accelerated depreCiation prior to 1969. Roseville's 
presi4ent subsequently wrote the Commission on March 28, '972, 
stating that Roseville's Option 3 election had not been errectiv~ and 
that its failure to make an election required it to use Option , for 
ratemaking purposes. (I.R.C. § 46(e).) 

Despite this Circumstance, Roseville continued to use full 
flow-through of ITC on its financial statements and its reports to 
this Commission. Roseville believed that eligibility to· take lTC, 
the loss of which was the only sanction provided for failure to 

4t comply with § 46(f), would not be an issue until this CommiSSion made 
a final determination concerning how it would treat ITC for 
ratemaking purposes. 

Roseville sought to confirm this view with its accountants 
when facing an IRS audit in 1977. The accountants responded on 
June 28, 1977, that Rosev11le had not lost e11gibility due to 
coot1oued use of full flow-through or IIC and that it was permissi~le 
for Roseville to continue to use flow-through until sueh time as this 
CommiSSion made a "first final" inconsistent determination. The 
accountants reasoned that because Roseville'S last general rate ease 
was in 1959 "the PUC has not made a 4etermination which determines 
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ttthe effect of the c~edit on Roseville's cost of service or rate ~ase 
for ~atemaki~g ~ur?ose$ in a manner inconsistent with (I.R.C. See. 
46(r)(1)J." (Letter of June 28, 1977, attached to Exhibit 7.) 
Although Roseville has never sought IRS advice on the ITC issue, the 
IRS audits of Roseville for 1977 and 1978 have not challenged 
Roseville's eligi~ility to flow through ITC ror those years. 

Following the filing date ror briefs in this case, 
Roseville became aware of a recent IRS information release concerning 
the application of its tranSitional rules governing compliance ~y 
utilities with the Economic Recovery '1'ax Act or 1981 (ER!A). The 
release, attached to the jOintly filed Petition to Set Aside 
SubmiSSion, states ,in part: 

"Because [ERTA) has eliminated flow-
through treatment of the investment tax 
credit for all public utility property 
placec1 in service after 1980, the entire 
investment tax crec11t allowable for such 
property shall be subject to the 
limitation of either Code Section 
46(f)(1) [Option 1J or (f)(2) (Option 
2)." (Internal Revenue News Release 
IR-82-25. ?ebruary 12, 1982.) 

Basee on this determination, Roseville has concluded that in order to 
retain eligibility for 1981 IIC, it is re~uired to normalize lIe for 
regulatory anc1 financial reporting purposes for 1981. The petition 
represents the parties' agreement on this analysiS of the IRS 
release. As a result, Roseville has redueec1 its request for an 
annual inCrease in customer billings from $~,226,OOO to $3,8~7,OOO. 

In the petition, staff conditions its agreement with 
Roseville on the news release being considered relevant only ~eeause 
Roseville has not had a general rate iocrease since 1959 and on any 
CommiSSion deciSion adopting the stipulated position being so 
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4t limitea. Staff further aavises that its acceptance of IIC 
normalization for Roseville in 1981 shoula not be construea as 
representing staff's position with regara to any other utility 
regulatea by the Commission. 

2. B.9sexill~' ... s PosUion 
Roseville contenas that because it actually flowed through 

lTC, a rate base reauction, as recommendea by the staff, is 
inappropriate. In support of this position Roseville argues: 

1. It acted reasonably under the 
circumstances in flowing through 
ITC. 

2. It would be unfair to Roseville to 
require a retroactive rate base 
reduction. 

3. The proposed rate base reduction 
would cripple Roseville's efforts 
to raise capital necessary to 
finance future growth. 

4. No rate base reauction is requirea 
by the I.R.C. and, in fact, such a 
reduction could provoke an IRS 
Challenge to Roseville's 
eligibility for IrC during the 
years open to IRS audit. 

Although one of Roseville's witnesses advanced the theory of a 
potential "constructive election" of Option 3 by Roseville, this 
argu~ent was not pursued by Roseville in its brief. 

a. B~as9nableness 

!he circumstances leading to Roseville's decision to 
flow through Ire are outlined in Roseville's brief. First, supported 
by their accountant's analysiS describea above, Roseville believea 
that lIe eligibility would not become an issue until a final 
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41 Commission determination on Roseville's treatment of lIC. Second, 
Roseville was of the opinion that the Commission's treatment of the 
I~C and accelerated depreciation of Pacific and General Telephone 
Company of California (General) reflected Commission policy that full 
normalization was neither appropriate nor mandated ~y the I.R.e. 

On this latter point, Roseville's counsel cites this 
Commission's D.87838 (82 CPUC 5~9 (i977». Roseville argues that in 
that case the Commission adopted a variant of full normalization for 
treating the accelerated depreciation (Average Annual Adjustment 
("AAA") method) and IIC (Annual Adjustment ("AA") method) of Pacific 
and General. 6 Because of questions regarding the lawfulness of the 
"AA" methOd and its potential as an obstacle to eligibility for lTC, 
Roseville believed that adoption of that methoe would also be 
unwise. This position found support in starr comments to Roseville 
during this period that it would ~e more beneficial for Roseville to 
file for rate relief after the Pacific controversy was resolved. 

Given the cloud cast on both normalization and the "AA" 
method, coupled with the advice of accountants and the starr, 
Roseville contends that continuing to flow through lIe until a rate 
proceeding was the only reasona~le alternative. According to 
Roseville, this conclusion was further enhanced by the "very real" 
benefit received by ratepayers during this period due to Roseville'S 
maintaining this position. The suostance of this argument is 
discussed in the next subsection. 

6 On Decem~er 15, 1981, however, the Commission abandoned these 
methods in favor of conventional normalization for all public 
utilities. We observed in D.938~8 that the "AA" and "AAA" methOdS 
were designed to respond to ~articular circumstances which no longer 
,reva11ed since present ratemaking procedures allowed for adequate 
recognition of the nuances of normalization. 
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b. rsi~n~ss 

In Roseville's o~inion both Congress in, enacting 
§ 46(f) and the California Su~reme Court in reviewing this 
Commission's treatment of ITC (City and Co~ty or San Fra~issp y 
~ (197') 6 Cal 3d "9, '30) have intended to ensure a balanced 
t~eatment of lTC, with neither the shareholder nor rate~ayer 
receiving all of the tax benefit. Roseville contends that the 
staff's recommendation requiring a rate base reduction ~rovides 
benefits beyond those resulting from either normalization or flow-
through. Roseville's counsel summarizes its argument as follows: 

"The reasoning behind full 
normalization treatment of ITC is 
that although :ederal income tax 
ex~ense is not reduced for 
ratemaking purposes, the ratepayer 
benefits from the credit by a rate 
base reduction. This reduction is 
made in recognition of the fact 
that the credit is, in effect, eost-
free eapital for the utility, and 
that it would, in theory, be unfair 
to permit the utility to earn its 
authorized rate of return on it. 
This rationale is consistent with 
Congressional intent beeause it 
effects a sharing of the benefits 
between the ratepayer and the 
utility. This Commission and the 
California Supreme Court have 
eriticized normalization as being 
overly generous to the utility at 
the ex,ense of the ratepayer, but 
have acknowledged that it is this 
rationale that lies behind it. 
'Rate Fixing Treatment of 
Accelerated Amortization,' Decision 
59926, 57 P.U.C. 598 (1960); ~ 
or Los An~~l~s v.~blie Utiliti~s 
~mmissipn, '5 C.3d 680, 687 
(1975). 
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4It "the rationale behind normalization 
treatment of ITC 40es not ?e~m1t a 
rate base reduction where ITC has 
already been flowed through, as 
Roseville has done. the utility 
has not benefited from use of any 
cost free capital, beeause the I!C 
immediately has been passed on to 
ratepayers. Indeed, the Statt 
witness who testified on the 
subject offered no justification 
for the Staff's proposal other 
than, to paraphrase, 'that is how a 
no~alization company is treated.' 
Trans. 350, 11. 13-21. This 
response overlooks the tact that 
Roseville actually flowed through 
ITC from 1971-1981, and it 
mechanistieally ignores the 
rationale underlying the rate base 
reduction that normalization 
customarily entails. What the 
Staft is really proposing is that 
the ratepaye~ receive 100% of the 
benefit of the credit when it was 
flowed th~ough earlier, and another 
portion now by way of a rate base 
reduction. That is not fair, and 
cannot be supported by reference to 
any recognized rate making 
principle." (Roseville'S 
concurrent opening brief at pp. 14-
i5.) 

Roseville's counsel also cites a decision of the New Mexico Public 
Service Commission in which that agency concluded that a retroactive 
adjust~ent to rate base would be unfair. In that case, however, the 
public utility had mishandled ITC as a direct result of a previous 
erroneous determination by the agency. (New Mexico Pu~lic Service 
CommiSSion, Case 1499, CCH Utilities Law Reports 23,028.01 "980).) 
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4t Roseville also believes that its use of tbe flow-
through treatment of IIC has benefited its customers. During tbe 
~arly years of availability of lTC, tbe impact on income tax expense 
and rate of return on total capitalization was not great because tbe 
amounts of IIC taken oy Roseville were relatively small. Beginning 
in 1911, however, when Roseville took nearly $800,000 in lTC, its 
rate of return on total capitalization was increased approximately 
1-1/2% per year by use of flow-through. Tbis same pattern was seen 
in succeeding years. Although acknowledging the impossibility of 
determining the precise benefit to its ratepayers 1 Roseville 
concludes its cost of service for financial reporting and for 
reporting to this Commission was substantially reduced in the latter 
years of this period. Further, Roseville asserts that its calculated 
rate of return on total capitalization and on equity was 
substantially increased to the pOint where it elected not to seek 
rate relief. 

c.. Eligibility 
Relying on the testimony of William T. Diss, a senior 

tax partner with Arthur Young and Company, Roseville makes the 
following argument: 

"Although'§46(f)(3) (Option 3J of 
the Internal Revenue Code does not 
specifically provide for loss of 
eligibility under any 
circumstances, the idea of making a 
rate base reduction for a flow 
through utility is so repugnant to 
the purpose of the credit as 
revealed in its legislative 
history, and as reflected in the 
protections pr'ovided to utilities 
in §§46(r)(1' and (2) from 
regulatory bodies forcing them to 
pass on even 100% of the benefit to 
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tt ratepayers, that the IRS could 
logically take the ~o$ition that 
Roseville was not eligi~le for ITe 
during open years (1977-81) under 
toe Staff's proposal. Stated 
simply, the argument open to the 
IRS would be that if forcing a 
utility to pass on even 100% of the 
benefit of the credit to the 
ratepayer causes the loss of 
eligibility (absent an effective 
option 3 election), then forCing 
the utility to pass on more than 
100% of the credit must cause the 
same result." (Roseville's 
concurrent opening brief at pp. 
16-17.) 

d. Impairment of Roseville's 
Abil1tv to Raise Capital 
This criticism of the starf's proposed rate base 

reduction centers on the manner in which Roseville has previously 
financed its operations. The factual and opinion baSis for this 

4t argument was provided in testimony by Roseville's officers as well as 
outside consultants. According to these witnesses, RoseVille holds a 
uni~ue pOSition among California utilities in its a~ility to 
consistently place additional e~uity in terms favora~le to the 
utility. These highly favorable terms have resulted in part from 
management's deciSion and ability to pay stock dividends out of 
retained earnings prior to all 10 stock offerings which have been 
made since 1953. this practice has attracted local investors and the 
declaring of regular, although modest, cash dividends has maintained 
investor expectations. Additionally, Roseville's ability to acquire 
e~uity capital has enhanced its position with and the confidence of 
lenders. 
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tt According to Roseville, this rosy picture will ~e 
shatte~ed by adoption of the staft's $4 million rate ~ase reduction. 
!he deduction of this sum from 1981 'year-end ~etained earnings of 
$2,700,000 would result in a negative or deficit retained earnings 
for the year the adjustment was made. The resulting reserve would 
then be amortized over the life of the related property. Roseville 
argues this circumstance would place it in a weakened financial 
position and impair its ability to declare its usual stock and cash 
eividends. Investor interest and expeetations would be greatly 
diminishee by this cireumstanee especially when coupled with the 
disclosure or explanation of this adjustment in Roseville's financial 
statements, wh~ther provided in the income statement and balance 
sheet or accompanying footnotes. 

Roseville'S counsel summarizes its view of the ultimate 
impact of adopting staff's recommendation as follows: 

"[T)he rate base reduction ~eing 
proposed by the Staff would likely 
cripple Roseville's ability to 
raise capital over the next several 
years. It could prevent payment of 
cash and stock dividends over the 
near term, which would damage 
Roseville'S ability to sell 
equity. It might permanently 
damage Roseville's ability to sell 
equity on favorable terms. In 
addition, Roseville'S lenders would 
be expected to become much more 
cautious. The end result of the 
adjustment could be expected to be 
much higher financing costs for 
debt and equity and even the 
possibility that Roseville would be 
unable to obtain the money it needs 
to finance the growth taking place 
in its service area and meet its 
commitments to acquire the 
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~ equipment necessary ~o institute 
local measured service by 1985. 
This risk alone should deter this 
Commission from adopting the' highly 
questionable rate making proposal 
that the Staff has advanced." 
(Roseville's concurrent opening 
brief at p. 28.) 

3. Sta(f's E9sit1~ 
During hearing, statr counsel Lynn Carew explained the 

starf's view that the appropriate ratemaking treatment of Roseville's 
ITC during the period 1971 through 1981 presented such unique 
questions that a stipulation on that issue would have oeen 
inappropriate. Statf witness Brian Chang, the senior utilities 
engineer making the staff's recommendation for a rate base reduction, 
zade it clear that he was neither a tax nor financial expert. 
Nevertheless, taking the I.R.C. provisions at "face value", he was 
confronted with a situation which he felt it was his reponsibility to' 
oring to the Commission's attention: the existence of an 

4It acknowledged, ~or ratemaking purposes, Option , (normalization) 
utility having flowed through ITC from 1911 through 1981. Chang's 
response to this circumstance was to recommend the calculation or 
Roseville's rate base as if Roseville had normalized IIC during this 
period rather than flowing it through as the utility actually did. 

Staff's brief demonstrates its complete awareness and 
understanding of Roseville's position. The starf's response to these 
points raised by Roseville can be summarized in the following manner: 

a. ~eDeri~s to ratt~aY~r$ ~~sti9peg. During hearing 
starr counsel acknowledged that the benefits realized by either 
ratepayers or shareholders as a result of Roseville's deCision to 
flow through ITC would oe difficult to quantify. Nevertheless, staft 
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tt po1~ts out that while increased ear~ings resulting from Roseville's 
flow-through of ITC ~ have eontri~uted to Roseville's restraint in 
filing for rate relief, in fact ratepayers never had the benefit of 
rates established on a flow-through basis. Further, much of the 
restraint in seeking rate relief was unquestiona~ly due to generous 
toll settlements from Pacific, rather than to the increase in 
earnings resulting from ITC flow-through. 

b. Staff r~c2imep~ati2n consistent with lIC. Starf 
fra~es Roseville's argument relative to § 46(f) as follows: 
nClearly, the thrust of Roseville's argument is that the IRS was 
powerless to disallow I!C under § 46(f) until Roseville had requested 
rate relief and the Commission had issued a tinal order inconsistent 
with § 46(f).n Statf does not believe that this CommiSSion, like the 
IRS, is powerless to review Roseville's free choice of Option 3. 
Staff does not agree with Roseville's wit'ness Diss that such action 
would violate congressional intent. According to the staff, it is 
not altogether clear that the rate~ayers would receive a benefit from 

4t a comoination of recognizing ~rior flow-through and ordering a rate 
base reduction since Roseville's cost of service was never determined 
on a ~low-through ~as1s. At most, all that could be said was that 
Roseville bad exercised extraore1nary restraint in refraining from 
seeking general rate relief for 22 years. 

Staff also points out that review or Roseville's 
initial application indicates that RoseVille, while ~resenting 
alternate =ethods of calculating the 1982 test year estimated rate of 
return, had adopted the Option 1 showing. Su~sequently, only after 
Roseville apparently appreciatea the impact of Option 1 in terms of 
the recommendea rate base reduction did it decide to litigate the 
issue. 
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~ Staff asserts that the I.R.C. permits the Commission to 
deem Roseville an Option 1 company and ~ake the recommended rate base 
reduction. (§ 46(t)(')(B).) Further, even if the Commission decides 
to treat Roseville's actions as an effective Option 3 election, staff 
believes the Commission has the latitude to order the recommended 
rate base reduction, without triggering IRS disallowance, under 
Regulation ,.46-6(a)(3). That regulation provides, in relevant part: 

"The provisions of section 46(r)(1) and 
(2) are lim1tatio~s on the treat~ent of 
the credit for ratemaking purposes and 
for purposes of the taxpayer's regulated 
books of account only. ..* It an 
election is made under section 46(f)(3), 
none of the limitations of section 
46(f)(1) or (2) apply to certain section 
46(f) property ot the taxpayer. Thus, 
under the provisions of section 
46(f)(3), ~ ck~dit 1A disallowed it ~ 
cr~dit ~ treat~~ in ~ mann~r ~ 
:at~makipt ~urQ9~eS, incl~ding ~ 
mannt: ~ treatment permitt~ ~ndet 
~ limitatiops ~ se~1pn ~(~)(~) ~ 
(Z)." (EmphaSiS added by staff.) 

c. Re;roaetize ta~emaking opt inyoly~d. Stafr does 
not regard its recommendation as retroactive ratemaking principally 
because Roseville's rates were last set in 1959 and the ratemaking 
imputation of an account for deferred ITC recommended by stafr in 
this case spans the 1971-1981 period. As explained by starf witness 
Chang, the instant situtation is clearly distinguishable from the 
hypothetical circumstance which assumes that Roseville had not 
withdrawn its 1974 application for rate relief. Had Roseville 
prosecuted that case to completion, its rates would have been set in 
1974 and imputation of an account tor deferred ITC in the instant 
proceeding which inclUdes pre-'974 deferred credits would have been 
tlawed for retroactivity. 
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tt ct. AdoptioQ or staff's reeQmmen~atiQn not a factor in 
Roseville's ability t2 rais~~w ~ap1tal. Stafr also respon~s to 
Roseville's asse~tion that an adverse Commission determination on tbe 
ITC issue will create aifficulties in Roseville's placement of debt 
and equity in the future. In particular, staff highlights the 
testimony of Roseville's own witness on this issue. That witness 
acknowledged that Roseville's policy of soliCiting a narrowly 4efine4 
group of potential shareholders already involves a certain risk that 
Roseville might outstrip its equity base (R.T. 218:3-21). This risk 
exists despite Roseville's ability to sustain very rapid growth in 
the 1910s. 

Staff's cost of capital w1tness Christopher Blunt 
testifiea that, in determining Roseville's capital structure to be 
40S debt/60S equity, he considered the ITC rate base reauction in 
terms of its effect in reducing retained earnings. It was Blunt's 
position that Roseville's management controls Roseville'S 
capitalization ~atio to a much greater degree than does the tt Commission and that Roseville'S shareholders are somewhat atypical in 
terms of their deCisions to invest. In this latter regard, Blunt 
testified: 

"Roseville is a unique company, and we 
both know that they sell stock above 
book value. It appears to me that 
Roseville stockholders might not care 
about the book value or their shares, 
but are more concerned about the market 
value or their sbares. As long as the 
market value stays up, they will be 
satisfied, because the 4iv1dends are 
based on market value, not book value." 
(Transcript at 383-384.' 
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~ 4. Discussion 
At the outset, we commen~ the staff for its decision to 

fully litigate t.his issue before the Commission. Our struggle with 
the ~uestion of the appropriate rat.emaking treatment for ITC and 
accelerated depreciation is reflected in decisions spanning the last 
ten years. 

The reasons for the staff's concerns are clear: Roseville, 
havi·ng never met the condition precedent to flowing through I'l'C (the 
use of accelerat.ed depreciation prior to '969) and failing to make an 
effect.ive election with the IRS, has been an Option , (normalization) 
utility since the reinstatement of this tax benefit in '97'. 
Nevertheless, from 197' to 1981, Roseville has flowed through ITC in 
direct contravention of the I.R.C. 

Although Roseville claims that its actions were permissible 
unt.il it was in a ratemaking procee~ing, we disagree with the 
relevance of t.hat portion of § 46(f) on which this assertion is 

.. based. As noted earlier, § 46(f)(4)(A) provides for the disallowance 

., of lTC, the only sanction provided under the I.R.C., only after a 
first final "inconsistent" determination by a regulatory agency. 'l'he 
ratemaking determination required in that case, however, is not a 
finding by t.he regulatory agency tbat the utility has used an option 
for which it. was ineligible. Rather, it. requires directions ~y the 
agency to the utility which are inconsistent with the terms of 
Options , and 2. This provision would therefore never have been 
triggered by a CommiSSion decision which would likely have only 
ordered Roseville to abandon Option 3, an option not even addressed 
by this code proviSion, and employ Option ,. 
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~ In the event of sueh a deeision, eoupled with the apparent 
a~sence of any sanction for the improper use of Option 3, a situation 
could have developed in whieh no IRS penalty in the form of a 
disallowanee of the credit would have been i~posed. However, it is 
not the presenee or absence of sanctions provided by the l.R.C. or a 
determination by this Commission which should have governed 
Roseville's decisions. It was elear to both Roseville and its 
accountants that the company was an Option , public utility with no 
opportunity, having never satisfied the prere~uisites, of making an 
effective Option 3 election. Yet, Roseville chose to ignore this 
fact and continue to flow through lTC. 

Examining some of Roseville's other arguments in support of 
its actions, we also find its reliance on our handling of Pacific's 
and General's lIC prior to 1981 partially misplaced. In that case 
(D.87838), we found, and clearly did not ignore, circumstances 
similar to Roseville'S: ineligibility for Option 3 flow-through due 
to the ra11ur~ to commence accelerated depreciation in a timely 

tt fashion. D.87838 reflects our displeasure at being unable to direct 
Paeifie and General to flow through IIC. Nevertheless, we adopted 
methodologi~s for treating IIC and aeeelerated depreeiation ("AA/AAA" 
method) whieh bore a direct relation to the option effectively 
eleeted by both of these utilities. That option was Option 2, 
ratable flow-through, not Option'. With resp~ct to Roseville's 
remaining arguments, we rind some of them tainted by the questionable 
perception that apparent violations or the law should not result in 
adverse consequences. 

Despite these shortcomings in Roseville's position, we 
ultimately reaeh the question of whether the proper response is a 
reduetion in rate ~ase like that proposed by the stafr. Any 
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all pe~tinent ci~eumstances, but also the legislative intent that ITe 
benefit both rate,aye~s ana sharebolaers. 

Altbough D.87838 applied only to Pac1fic and General, the 
deCision fully recounts a history of varying approaches to the 
proolem of the appropriate ~atemak1ng treatment or ITe depending on 
the legislation and its judicial interpretation in effect at the 
time. In ultimately deciding on the "AA/AAA" method, we were guided 
by two important goals: to ensure that both ratepaye~ and ut1lity 
were treated ~airly and to ensure that the tax benefits were 
maintained. To the first end, we concluded: "Flow-though of the tax 
benefits accruing under accelerated depreciation and Ire is the best 
metbod of bandling these benefits for the purpose of balanc1ng the 
interest of the ratepayers and the compan1es for ratemaking 
purposes." (82 CPUC at 576.) Because of our conee~n with 
maintaining eligibility, however, we were unable to adopt this method 

~ for eitber Pacific or General. Again, in the interest of avoiding 
"harsh treatment to either ratepayer or utility, we chose not the 

other extreme (normalization), but rather the specialized ftAA/AAA" 
method as a means or properly balancing these competing interests. 

It was not until Dece:ber 1981 that we finally resolved 
this issue i~ ravor of ~he use of conventional normalization by all 
puclic utilities subject to our jurisdiction. Our decision (D.938~8) 
was prompted by the adoption or ER!A, which required that the 
normalization of I!C be applied to property placed in service after 
Decemoer 31, 1980. Although we adopted conventional normalization 
for all utilities, our decision st1ll includes discussion and 
consideration of the "AA/AAA" methods. That diSCUSSion reflects our 
continued oelie! in the validity of those methOdologies, but 
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~ recognizes tnat they were ~eontroversial~ and that the circumstances 
tnat first required their adoption no longer prevailed. As we stated 
at p. 13 of that decision: 

"We agree that existing ratemaking procedures 
allow for adequate recognition or the 
nuances of normalization so that these more 
s?ecialized methods are not presently 
required." 
The opportunity to determine the ap?ropriate lIe accounting 

methodology for Roseville never arose prior to 1981, the year in 
vhich D.93848 was signee. Roseville's attempt to rile for general 
rate relief in 1974 never received review beyond the staff. 
Testimony received during hearing Gemonstrates that the starr had 
informed Roseville that their financial picture was so sound that no 
rate increase was necessary_ The stafr apparently also suggested to 
Roseville that ~y avoiding a rate case until resolution of the 
Paeific tax controversy, Roseville could maintain its envia~le 
pOSition of flowing through IIC. 

4It Uncertainty aoout the treatment of ITe by ooth parties 
appears to have existed as late as the filing of this application in 
August 1981. Starr counsel states: 

~Due to uncertainty about the treatment of 
investment tax credit, Roseville's A.60813 
was prepared and submitted showing three 
alternate methods for calculating i982 test 
year estimated ~ate or return. _ ." 
(Starr's opening concurrent brief at p_ 13.) 

These methods 1nclu4ed the "Present Method~ (flow-through), the 
~AA/AAA Metho~", an~ the "Normalized Method". According to 
Roseville's witness, this a?proach was taken at staff's request 
during pre-filing meetings. 
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Given this background, Roseville's potential confusion 
about the appropriate method of treating IIC appears understan4a~le. 
Roseville believed that a disallowance for a cre4it would not occur 
until a rate determinat10n and, based on our review of the statute, 
was face4 with the potential of this sanction never be1ng imposed. 
Roseville, familiar with our decisions involving Pacific and Gene~al, 
may therefore have correctly concluded that flow-through would best 
serve tbe interests of both ratepayer and shareholder in addition to 
being in keeping with Comm1ssion policy. The stafr complains that 
the only tangible benefit to ratepayers is Roseville's decision to 
forestall a rate 1ne~ease which may not itself even be a direct 
result of flowing through ITC. The staff, bowever, has not been able 
to specify any detriment caused to the ratepayer by Roseville flowing 
through IrC. 

We note at this pOint staff counsel's apt observation at 
the outset of hearing that the benefits realized by either ratepayer 
or shareholder as a result of Roseville's deciSion to flow through 

4It ITC are difficult to ~uant1fy. A rate base reduction could, however, 
have seriOUS conse~uences for both ratepayers and shareholders. 
Certainly, such a reduction eould lead the IRS to question the 
propriety of Roseville using flow-through fo~ the open years. While 
there may be argument what if anything the IRS could or would 40 upon 
such a reView, such an examination would nevertheless place Roseville 
in a vulnerable position. 

Additionally, we are concerned like Roseville of the impact 
or the proposed rate ~ase reduetion, even if slight, on the financial 
management and eondition of Roseville. Roseville should in faet oe 
applauded for its approaeh to finaneing which bas no ~oubt 
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4t contributed to reducing the need for rate relief. However, even with 
~unique" investors, the absence of the type of rewards previously 
off~red by Roseville for invest~ent in the company could foreseeably 
have a demonstrable ill-effect on Roseville's ability to raise 
capital, especially in a weakened economy_ 

For these reasons, we conclude that a rate base reduction 
as proposed by the staff should not be adopted. The propriety of 
this conclusion is further enhanced by Roseville's decision to 
normalize ITC for 1981. AS will be seen, this position will in fact 
result in a substant1al reduction in rate base over that originally 
proposed by Roseville fOr normalization of IIC for 1982 only. 

To determine the amount of the rate base reduction, we must 
first address a related issue. In originally calculating the lIe 
reserve for test year 1982, both staff and Roseville had used the 
full year end total of the unamortized portion. During hearings 
Roseville altered its pOSition and advocated using an average 
figure. Roseville contends in its brief that the average is most 

4t reasonable because all rate base items are average figures and the 
deduction for unamortized ITC should be no different. 

In its reply brief, stafr altered its pOSition on this 
issue to agree with Roseville. This change was based on this 
Commission's recent decisions with ~espect to the 1982 test years of 
?acific and General. In those cases, we determ1ned that the average 
rate case of tbese two uti11ties be reducee by an average rigure 
representing test year deferred ITC. (D.93367 and D.S2-o6-054.) By 
using an average figure for 1982 deferred lTC, the rate base 
reductions proposed by staff and Roseville were changed to $4,859,000 
and $531,000, respectively, thereby increasing the difference between 
the parties from an original $4.2 million to $4.3 million. 
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We will a40pt, as ant1c1pate4 by the staff, an average 
figure for 4eferred lIe for test year '982. Ihe use of an average 
figure is consistent with current tax law and, as noted by Roseville, 
the theory of normalization. By a40pting this approach, Roseville's 
rate base will be reduce4 $',568,000, $',037,000 more than first 
proposed by Roseville. We believe that this rate base reduction is a 
sufficient response to Roseville's decision to flow through I!C from 
197' to '98, with no further rate base reduction being reQuired. 
Except to this extent, we otherwise reject staff's recommendation. 
The figure of $',568,000 will therefore be adopted for Roseville's 
average deferred IIC reserve. 

Finally, we note that there was also a dispute concerning 
how, if staff's proposed rate base reduction were adopted, I!C on pre-
'978 property would be amortized. Because we have not adopted the 
staff's position in this regard, the issue of the appro~riate method 
of calculating the I!C reserve on pre-'978 property is now moot. 
Ra~e Base Aajust~pn~s tt After the filing of A.608'3, the Revenue Requirements 
Division staff conducted its audit of Roseville'S financial and 
accounting records. Staff's goal in making this audit was to correct 
past bookkeeping errors for purposes of determining test year results 
and to ensure that the utility had conducted its financial activities 
in a canner appropriate to and consistent with accepted accounting 
and ratemaking principles. In undertaking its audit, the staff 
placed primary emphasiS on recorded '979, 1980, and the first six 
months of 198" while giving general conSideration to the total time 
since Roseville's last rate case ('959). Stafr's recommended 
adjustoents resulting from the audit were summarized by staff counsel 
as follows: 

",. Adoption of an IDC (Interest During 
Construction) fixed for=ula; 
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"2. Adjustment of Roseville's recorded IDC 
from an unauthorized 10% rate to the 
prevailing Commission rate ot 8%, 
thereby disallowing $274,496 ot excess 
IDC between 1974 and June 1981 less 
$43,435 of depreciation; 

"3. Credit tor 1980, of $182,000 of direct 
G&A [General and Administrative] 
expenses, and charging this amount to 
construction; 

"4. Disallowance of $6,000 of ocsolete 
equipment (Materials and Supplies); 

"5. Transfer of $42,000 salvage from 
retained earnings to the Depreciation 
Reserve; 

"c. Reclassification of certain phone store 
expenses ($33,500) below the line, an4 
disallowance in rate base of certain 
Phone Store inventory ($23,000); 

"7. Disallowance ot $118,215, representing 
construction related payroll taxes 
overcleared tor 1978, 1979, and 1980. 
Depreciation on the overcharge is 
$15,258; 

"8. Disallowance of ($60,906), representing 
construction relatea 'relief, pension, 
and workers' compensation' overcharged 
for 1978, 1979, and 1980. DepreCiation 
on the overcharge is $7,352; 

"9. Disallowance of $910,700, representing 
construction related vacation, sick 
leave, and holidays overcleared for 
1918, 1979, and 1980. Depreciation on 
the overcharge is $83,048." (Staff's 
opening brief at pp. 4-5.) 

Upon reviewing staff's audit, Roseville accepted many of 
the staff's adjustments. In aad1tion, after receiving corrected data 
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4t~rom Roseville, the stafr Mod1f1e4 its $910,100 4isallowance 
reflected in Item 9 above, to $202,000, a figure to whieh Roseville 
su'r>sequently agreed. (See, Exhibit 32.' 

During hearing, however, Roseville presented testimony 
d.isputing staff's disallowances in two categories: $1,8,215 for 
capitalized payroll taxes and $60,906 for capitalized relief and 
pension expense, less de~reciat1on of $15,258 and $1,352, 
respectively. Roseville also sought a $110,000 addition to rate base 
~or accrued vacation capitalizable. 

1. Capitalized. Payroll Taxes an4 
Capitalized Relief ~ P~nsiQn 
These t~o issues lend themselves to a joint discussion 

since the staff's adjustments and Roseville's response in both cases 
are Similar. We will follow a review of the parties' positions with 
our disposition of both issues. 

a. PQs1~i~DS ~f t~ Partie, 
The oases for starr's adjustments were explained in 

ttstafr's testimony during hearing and. reiterated. in staff's concurrent 
opening brief. In conducting its audit statf ascertained that 
Roseville reflected its payroll taxes (state unemployment, federal 
unemployment, and FICA) in three subaccounts of FCC Account 307 
(Other Operating !axes). Further, Roseville developed a rate (based 
upon prior years' taxes and total payroll) which it then applied to 
construction payroll for current years. USing this method, Roseville 
charged $77,918 of $480,264 (16.22~) to construction accounts for 
1980; however, Roseville's actual 1980 construction payroll was 
'3.8~%, rather than '6.22~ of total payroll. 

It is staff's pOSition that a "normal" accounting 
procedure would. be to set a rate, as Roseville did, and then adjust 
the final clearing of payroll taxes to construction for any error 
between the accrual rate and. actual experience. !his latter 
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4t a~justment was not ma~e by Roseville with the result that Roseville 
overcharged its construction accounts 2.38% or $11,430 in 1980, as 
well as $10,081 in 1979, ana $96,704 in 1978, for a total of 
$118,215. Staff recommends that for accounting purposes payroll 
taxes be charge~ to construction in the proportion of construction 
payroll to total payroll and that Roseville's rate base be reaueed by 
the total $'18,215 less $15,258 of aepreciation. 

A similar situation led stafr to recommena a 
disallowance for Roseville's overcapitalization of certain relief and 
pension expenses. According to the staff, Roseville records all 
relief, pension, and workers' compensation in FCC Account 672, Relief 
and Pension. These expenses are then partially charged to the 
construction accounts through the clearing process for capitalization 
in plant in the same manner as payroll taxes. 

Staff, using construction payroll as a baSiS, 
determined that, as in the ease of payroll taxes, Roseville had 

.. failed to reconcile discrepancies between the accrual rate and actual 

.. experience in the relief ana pensions category and overcharged a 
total of $60,906. Staff again recommends that relief ~nd penSions be 
charged to construction accounts in proportion to construction 
account payroll to total payroll and that Roseville's rate base be 
reduced by $60,906 less $7,352 of depreciation. 

grounds: 
Roseville disputes the staff's adjustments on two baSic 

(1) Staff's ratio for calculating 
the annual percentages usee to 
clear payroll taxes and relief 
ana ~ension to construction 
for the years 1978 to 1980 is 
erroneous. 

(2) In both eases, stafr's 
adjustments are based on 
figures for 1978 which ~ere 
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not recorded data for that 
year but rather adjustments of 
1977 transactions. By dOing 
so, staff has overstated the 
charges for payroll taxes and 
relief and pension made to 
construction for 1978. 

With respect to Roseville's first contention, we note 
that the star!" in calculating its annual percentages used the ratio 
of construction payroll ex~lud1n~ vacation and sick pay to total 
payroll in~ludi~g vacation and sick pay. Roseville, on the other 
hand, used the ratio of construction payroll ~X~ly;iDg vacation and 
Sick pay to the total payroll ex:lud1n~ vacation and sick pay_ 
Roseville argues that logic dictates that the construction payroll 
and total payroll used to calculate the clearing percentage should 
either both exclude or both include vacation and sick pay. Staff, 
however, argues that to USe a ratio based on total payroll excluding 
vacation and sick pay would fail to give proper recognition to the 

.. fact that payroll taxes apply to the employee's base salary, rather 
"than to a salary figure exclUding vacation and sick pay_ As starr 

witness Douglas Long testified: 
"The payroll taxes are charged on a 

person's salary remuneration, 
wages, and I felt that the taxes 
were applicable to their wages, 
irrespective of whether they were 
working on a capitalized item or on 
an expensed item, or even if they 
were on vacation or a holiday, in 
that if they got paid a base 
salary, it was that base salary 
that had the taxes applied to it; 
••• " (Transcript at p. 395.) 

- 38 -



tt Roseville also claims that staff in calculating the 
ov~rcharges for capitalized payroll taxes and capitalized relief an4 
pensiocs erroneously included figures ~hich were not recor4ed 1978· 
transactions, but adjustments to 1977 figures. Regarding capitalized 
relief and pensions, Roseville explains that the adjustments for 1977 
were the result of a Pacific separations au4it. In accordance with 
that audit, Roseville reversed previous capitalization of relief and 
pension expense in the amount of $123,238 and made a second entry to 
reflect the settlement effect of the increase in expense. The net 
result of these entries was to reduce rate base for year end 1977 by 
$123,238. In the payroll tax category, Roseville contends that 
several adjustments were ~ade in 1978 in its accounts reflecting 
pay~oll tax expense including two journal entries representing 1977 
figures. 

Roseville maintains that in both cases it ha4 already 
either reduced rate base or eli~inated the figures in question from 
rate base when staff either made the reduction or elimination again 

4t for 1978 purposes. According to RoseVille, staff's failure to 
conSider the effects of these entries prior to calculating the amount 
of payroll tax and relief and pension capitalized for 1978 had the 
effect of reductin'g' rate base a second time for the same entry. 
OSing its ratio and calculation of 1978 figures, Roseville argues 
that for the three years in question there was a net 
undercapitalization of relief and pension of $27,153 and a net 
overcapitalization of payroll taxes of $8,121. These figures compare 
to staff's assertion of an overcapitalization for 1978 to 1980 of 
$118,215 and $60,906, less depreciation, for payroll taxes and 
penSion and relief, respectively. 
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During the hearing, stafr maintained its position 
despite Roseville's testimony regarding the 1977 adjustments. Starr 
~itness Long claimed that to verify Roseville's figures, offered as 
rebuttal to staff's audit, an audit of 1977 and possibly prior years 
would have been required. With a period or more than 20 years since 
the last rate increase, however, the staff was faced with a situation 
of deterMining a reasonable time upon which to base its audit. Staff 
chose a period of three recent years recorded data coupled with 
overall consideration of the period since 1959. Staff witness Long 
explained that professional examination would have required a 
thorough analysis of the underlying rationale for the '977 
adjustments and a review of its effects on plant in service for a 
sufficient period forward and backward, rather than a mere 
elimination of the '977 dollars reflected in tbe journal entries in 
question. Given tbe constraints of staff's audit (the 1978-1980 time 
frame), such an examination was not possible witbin the context of 

.. this rate procee~ing. In addition to staff's inability to address 

.. the cause and effect or the dollars in question, adoption of 
Roseville's position on the pension and relief expense figures wo~ld 
have required blanket acceptance of Pacific's separations audit, a 
step staff was apparently unwilling to take. 

b. .~scussion 

From our review of the testimony on these issues, we 
have concluded that the stafr's pOSition is reasonable. Pivotal to 
this conclusion is our agreement with the staff that Roseville erred 
in failing to a4just the final clea~ing of its payroll tax and relief 
and pension expe~ses to construction for any discrepancies between 
the accrual rate and actual experience during 1978 t~ '980. Faced 
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ttWith more than 20 years since Roseville's last rate case, the starr 
was unavoida~ly confronted with the necessity of choosing a 
=anageable time period which would ~e subject to its audit. We find 
the time chosen and approach taken ~y the staff in each instance to 
~e reasona~le. 

While Roseville may claim that certain f1gures were not 
properly addressed by the staff in conducting its audit relative to 
capitalized payroll taxes and capitalized relief an4 penSion, the 
starf's test1mony conclusively demonstrates that Roseville committed 
the same error in calculating those charges in each of the three 
years covered by the audit. Because Roseville presented its 1977 
adjustments as rebuttal to the staff's testimony, however, stafr was 
not given an opportunity to verify the impact of those adjustments 
si~ce such an analysis would have required an examination of years 
prior to 1978, the pOint at which staff's audit commenced. There is 
definitely a strong inference that such a review might have provided 

.. not only a different view or the adjustments than proposed by 

.. Roseville, but also may have revealed another periOd in which 
Roseville had repeated its error and overcharged these expenses to 
construction. ~nder such circumstances, a further reduction to rate 
base could have been required. As staff counsel pOints out, because 
of the limits which staff set on its audit, it was also una~le to 
examine the Pacific sepa~ations agreement which resulte~ in some of 
the 1977 adjustments to relief and penSion expenses which we~e made 
in 1978. 

We are additionally persuaded of the soundness or 
staff's recommendation that payroll taxes and relief and pension be 
charged to construction in the proportion of construetion payroll 
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ttexcluding vacation and sick pay to total payroll including vacation 
and sick pay. The sole argument offered ~y Roseville for this rat10 
being based on total payroll excluding vacation and sick pay is that 
both sides of the ratio should ~ither include or exclude this item. 
In fact, the staff and Roseville are in agreement that the numerator 
of th~ ratio (construction payroll) should exclude vacation and sick 
pay. Further, the starf's basis for including vacation and sick pay 
in the denominator is consistent with what it represents: total 
payroll. 

We therefore adopt the staff's recommendations to 
reduce rate base tor both capitalized payroll taxes and capitalized 
pension and relief. We will disallow $118,215 less $15,258 of 
depreciation for capitalized payroll taxes and $60,906 less $7,352 of 
depreciation for capitalized pension and relief. 

2. accoupting for C~~~n$at~~ A~$~nce$ 
On December 3', '98', six months after the close of the 

.. staft audit, Financial Accounting Standards Board Statement No. 43 

.. ("Accounting for Compensated Absences") (F.A.S.B. 43) became 
effective. I~ accordance with F.A.S.B. 43, Roseville established a 
liability account for vacations earned, but not taken, as of 
December 31, 1981. This liability account includes approximately 
$425,000 in accrued vacation for plant personnel, general accounting 
personnel, and executive personnel. Telephone plant is increased to 
the extent that portions of the charges for the above departments are 
capitalized. 

During hearing, Roseville presented testimony on the impact 
of the establishment of this account on rate base. According to its 
witness, Roseville calculated the total liability accrued for each of 
the subject departments. This liability was then multiplied by a 
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histo~ical pereentage or payroll capitalized to det~rm1ne the portion 
related to telephone plant. Based on this calculation, Roseville has 
~ro?Osed an addition of $'10,000 to 1982 ~eginning-of-year telephone 
plant and the addition of $25,000 accumulated depreciation to th<e end-
of-year depreciation reserve. 

It is Roseville's position that its proposed addition to 
telephone plant should be adopted on the grounds that it explained 
its ealeulation a~d staff "introduced no evidence to challenge these 
caleulations or question them in any way." (Roseville's opening 
brief at pp. 39-40.) In fact, however, stafr witness Long had 
responded that F.A.S.B. 43 had not become effective until 
December 31, 1981, six months following the close of his audit. 
Although believing that Roseville has attempted to comply with 
F.A.S.B. 43, staff had not examined any of the calculations 
underlying Roseville's propose~ a~~ition to telephone plant nor had 
staff reviewed the reasonableness of the specific dollar amounts. 

While we have no evidence to dispute that Roseville has 
attempted to comply with F.A.S.B. 43, the timing of its adoption has 
left us with a record void of any independent review of Roseville's 
calculations. Under these circumstances, we are reluctant to make 
the addition to telephone plant proposed by Roseville at this time. 
Our adopted figure for rate base will therefore not include the 
addition or $110,000 for tele~aone plant. 
Bate of Return 

In its application RoseVille requested a '3.8% rate of 
return based on a '0.2% embedded cost of debt and a 17.0% return on 
equity for test year '982. In response starr estimated a 10.69% 
average cost o.f debt. and recommended a rate of return of '3.13% to 
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4It13.43% equating to a ~eturn on equity of 14.75% to 15.25%. As ~art 
of its su~sequen~ stipulation with the staff, Roseville aecepte4 this 
rate of return range as reasona~le. 

The parties aisagreea, however, on which ena of the rate of 
return range would ~e most a~propriate aepending on our resolution of 
the issue relatea to Roseville's flow-through of I!C. Roseville 
asserted that the higher ena of the range '15.25%) was more 
reasonable if the starf's proposea rate base reauction was aaoptea. 
Specifically, Roseville arguea that the negative impaet on retained 
earnings of a rate base reauction as proposea by the staff would in 
turn reduce th~ percentage of equity in Roseville's capital 
structure. As a result, Roseville's counsel states: 

"[S]tockholaers are further back in behina a 
greater proportion of aebt with respect to 
their share of company earnings ••• are 
exposea to a higher risk. Therefore, they 
are entitled to a higher return, all other 
things being equal." (Roseville's opening 
brief at p. 31.) 
During hearing the staff concedea that the higher ena of 

its range might be applica~le assuming the staff prevailed on the I!C 
issue. The staff witness, however, dia not iaentify the exact 
percentage figure which shoula ~e adopted ana fUrther urged the 
Commission to aaopt the lower end' of its recommended rate of return 
range should the staff's rate base reduction not ~e adopted. 

Our resolution of the ITC issue, which we have previously 
aiscussed, results in a rate base reduction which, although not as 
extensive as recommended by the staff, is greater than that 
originally estimated by Roseville. We have reviewed the staff's 
testimony and concluded that the impact of our deeision need not be 
compensated through any adjustment of rate of return. We fin4 the 
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tt mi~point of both ranges propose~ by the staff to be reasonable and 
will therefore adopt a 13.28S rate of return on total rate base, 
which results in a 15.00% return on e~uity. Roseville is a growing 
utility which traditionally has sold its common stock direetly, 
p~imarily ~o persons living in its serviee territory. It has been 
able to sell its stock at above book value. There was no indication 
in the record that this situation would change • 
. ~~atY ~t. Ea:r:pings 

The rollowing table reflects the summary of earnings for 
Roseville at present rates based on the pOSitions of staff and 
Roseville as well as our adopted figures in each category listed. 
Our decision in this case will result in a gross revenue requirement 
for test year 1982 of $2,468,000. Because of the additional revenues 
needed for Roseville to meet its settlement obligation to Pacific, 
Roseville will be allowed to increase customer billings by $3,836,000. 
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TABLE 1 

THE ROSEVILLE TELEPHONE COMPANY 
ESTIMATED AND ADOPTED SUMMARY OF EARNINGS 

TEST YEAR 1982 - PRESENT RATES 

Total 
Staff .Utility C9m~ny Intras~akt 

(Dollars in Thousands) 

Operating Revenues 
Local Service 
Extenaea Area Service 
Message 1'011 
Miscellaneous 

l'otal Revenues 
Uncollectibles 

l'otal Operating Revenues 
Operating Ex~enses 

Maintenance 
Traffic 
Commercial 
General Office Expense 
Other Operating Expense 

Subtotal 
Depreciation Expense 
Amortization 
Prop. & Other Taxes 
Payroll Taxes 
State Income Tax 
Feaeral Income Tax 

Net Operating Expenses 
Net Operating Revenues 
Rate Base 

Plant in Service 
Materials & Sup~lies 
Working Cash 
Less: Depr. Resrv. 

Def. Tax Resrv. 
Avg. De!. ITC Res. 

Total Rate Base e Rate o! Retur:'l 

$ 7,968 
5,669 

14,147 
1,605. 

29,389 
265 

29,124 

5,046 
1,578 
1,960 
2,644 
'~610 

12,898 
4,388 

346 
720 
542 
728 

3,13' 
22,753 
6,371 

81,141 
349 

1,561 
18,041 
5,990 
4.850 

$54,161 
11.76% 

$ 7,968 
5,683 

14,164 
1,605 

29,420 
265 

29,155 

5,046 
1,578 
1,960 
2,644 
1.61Q 

12,898 
4,396 

3.1+6 
720 
542 
712 

3,Q62 
22,676 

6,479 

81,449 
349 

1,561 
18,091 
5,990 

531 
$58,741 

11 .03% 

$ 7,968· 
5,669 

14,147 
1,6QC; 

29,389 
265 

29,124 

5,046 
1,578· 
1,960 
2,644 
1,610 

12,898 
4,388 

346 
720 
542 
713 

3·067 
22,674 
6,450 

81,141 
349 

1,561 
18,041 
5,990 
1.568 

$57,452 
1'.23S 

• Before Petition to Set Aside Submission. 
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$ 7,968 
5,669 
9,843 
1.605 

25,085 
212 

24,873 

4,297 
1,345 
',792 
2,341 
1,434 

11,209 
3,808· 

300 
622 
468 
581 

2,498 
19,486 
5,387 

69,976 
301 

1,346 
15,559 
5,166 
',35~ 

$49,5.46 
10.87% 
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e Ratp' pp'sign 
Among tbe stipulated issues, Roseville and the staff also 

reached an agreement on rate design. That agreement is emb04ied in 
Exhibit 33 which sets forth three alternatives entitle4 as follows: 
(1) Initial Rate Design, based on a revenue requirement of $1,641,000 
($2,557,000 customer billings); (2) Alternative Rate Design I, based 
on a revenue requirement of $2,580,800 ($4,000,000 customer 
billings); and (3) Alternative Rate Design II, based on a revenue 
requirement greater than $2,580,800. 

~e have reviewed Exhibit 33 and concluded that Alternative 
Rate Design I is the most reasonable means of yielding our adopted 
revenue requirement of $2,468,000 and $3,836,000 in customer 
billings. Because our adopted ~igures are below those contemplated 
by Alternative Rate Design I, we will be able to employ this rate 
deSign while also eliminating the necessity or the staff-proposed 
surcharge of $120,000 and making only slight adjustments to the basic 
exchange rates originally proposed in Alternative Rate DeSign I. !be 

~ following table reflects the rate deSigns first proposed by 
Roseville, those included in Exhibit 33, and that adopted by this 
decision. 
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e TABLE 2 

~xb1~1t 33 ProQQ~al= 
Alt. Rate Alt. Rate 

Ut111~ ID1~1al ~=1grJ I ~~1grJ II A~~~t~~ 
(000) Omitted 

Unbundling (164.1) 
Terminal Equipment 

Supplemental Equipment 37.2 25.5 25.5 25.5 31.5 Telephone Sets 187.8 1,502.6 1,502.6 1,502.6 1,471 .. 3 
Key telephone Systems (24.2) (18.1) (18.1) (18.1) (23 .. 9) PBX & Answe~ing Services 77.6 83.8 83.8 83 .. 8 83.8 
I..oudspeake~ Paging Systems .5 1.8 1.8 1.8 1 .. 8 
Dataphone Service 1.0 .9 
Protective Connection 

.9 .9 .9 
Arrangements 2.2 1 .. 2 1.2 1 .. 2 1.2 

Touch Calling Service -* 
Wide Area telephone Service 1' .. 2 11.2 11.2 11.2 
D1recto~ Listing/Joint Use~/ 

Interexchange Receiving Se~. 54.0 47 .. 2 47.2 47 .. 2 47.2 Custom Calling Service 20 .. 3 20. , 20.1 20.1 20.1 
Multi-Element Service 

Connection Charge 227.1 167.1 167.1 167 .. , 167.1 Mileage Rates 98.7 33 .. 9 98.1 98.1 98.1 

e Foreign Exchange Service 
Residence Access 479.0 2 .. 9 102.2 336.3 102 .. 2 
Business Access 456 .. 3** (22.7) 141.8 429.4 141.8 
Mileage 322. , 161. , 322.1 322.1 322 .. 1 
Rotary Number (4.0) (4.0) (4.0) (4 .. 0) (4.0) 

Message Units 
Residence 116.1 116., 116.1 116.1 116.1 
Business 

Fo~eign Exchange 
15.9 J J5.5 j l5.: ll5.5 l:l5.5 

Service Total 1,446.4 368.9 793.7 1,315 .. 4 793.7 
Toll Terminal Sernce .. 9 1.2 1.6 1 .. 2 
Basic Exchange Service 

Residence Access 3,750.2 628.4 1,269.9 2,010 .. 5 1,248.9 
Business Access 993.4 118.3 373.0 580.6 381 .. 0 
Coin Semipublic Access 42.4 16.8 24.1 32.2 24.4 
Extension Station _. 

~5J3152 ~5J3.52 ~5J3.52 ~5J3.52 Basic Exchange 
Service Total 4,786.0 320.0 1,153.5 2,109.8 1,140.8 

Service for- the Handicapped (10.0) ( 10 .. 0) (10.0) (10.0) 
Billing Charge J20.Z 4:1.8 

Total 6,750.5 2,557.0 4,000.0 5,400.0 3,836.0 
(Red Figur-e) 

• Revenue effect is incorporated in unbundling exhibit. 
** Correction - Business Trunks we~e not included. 
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tt AS noted previously in Exhibit 27 the staff recommends that 
the Commission order Roseville :0 implement the measured service rate 
,lan attached to that exhibit on or before June 30, 1985, for the 
Citrus Heights DA and on or before March 31, 1986, for the Roseville 
Main DA. Stafr proposes that the plan should be filed by advice 
lette~ and become effective upon resolution approval by the 
Commission. Staff further recommends that all affected customers be 
provided written notice of the implementation of the plan 60 days 
prior to that implementation. 

The benefits which will be realized by Roseville's 
customers as a result of local measured service have been reviewed 
earlier in this deciSion. Among other things, the measured serviee 
plan proposed by the staff will permit the institution of a residual 
measured rate serviee at a rate less than flat rate service, as well 
as the ultimate expansion of the local calling area, issues which 
we~e the focus of much of the public witness testimony. We believe 
that the staff's reeommendations provide an expedient and reasonable 

tt means of achieving this additional service and will therefore adopt 
the staff's proposals contained in Exhibit 27. 
~~~v~e fo~ th~ Haod1ca~~ea 

Roseville also agreed to the recommendations contained in 
the staff's report "Recommended Program of Services for Handicapped 
Customers" (Exhibit 25). The exhibit, admitted into evidence by 
stipulation, recommends an initial allowance of $10,000 per year to 
restore the shortfall in billing which results ~rom the 50% discount 
allowed certified handicap~ed customers on specialized terminal 
equipoent. Table 2 included in our discussion or rate deSign 
incorporates this provision. We will adopt this figure and direct 
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_Roseville to file ta~1frs consistent with the recommenaat10ns 
containea in Exhibit 25. We will also oraer Roseville to publicize 
the program, track the ~esponse, and report the financial impact 
semiannually to the Commission until rurthe~ order. 
~~qtqgs ~r fa~~ 

1. By this applieation, Roseville requests an annual increase 
in customer billing revenues of $6,693,000. 

2. Properly noticed hearings were beld in this application at 
which all parties, including the public, were given an opportunity to 
participate. 

3. While this application was submitted upon t~e filing of 
concurrent briefs, it is necessary to grant the Petition to Set Aside 
Submission, jointly filed by Roseville and the staff, to receive 
recent information critical to the resolution of this application. 

~. Roseville's present overall level of telephone service is 
goOd; new eleetronic equipment scheduled for installation between 

.. 1982 and 1985 will enable Roseville to prOvide better quality service 

., to its customers. 
5. In general, the results of operations estimated for test 

year 1982 by the staff, and refined by data provided by Roseville, 
are based on more recent data than used by Roseville for its original 
estimate and, for tte most part, are eoncurrea in by Roseville. 

6. Based on the agreement reachea between staff and Roseville 
during hearing an4 Roseville's further modifieation of its position 
in the Petition to Set Aside Submission, Roseville's results of 
operations and rate of return for test year 1982 would re~uire an 
inerease in customer billing of $3,847,000. 
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tt 7. Adoption of the staff's estimated results of operations and 
rate of return for test year 1982 would require an i~crease in 
customer b1lling of $2,694,000. 

8. Except for staff's recommendation fo~ a rate bas~ reduction 
related to cUMulative unamo~tized deferred I!C for 1971 through 1981, 
t~e staff's estimate of operating revenues, ope~ating ex~enses, and 
rate oase for the test year, as stated in Exhioit 32, is reasonaole 
and should oe adopted. 

9. A determination of the p~oper ratemak1ng treatment of 
Roseville's cumulative unamortized I!C for 1971 th~ough 1981 involves 
consideration of complex and somewhat unique accounting, tax, and 
ratemaking proolems. 

10. Under the applicaole federal legislation, Roseville was 
given three accounting options for the ratemaking treatment or IIC; 
Option 1, normalized calculation of lTC, has oeen deemed to apply to 
Roseville s1nce 1971. 

.. 11. Roseville treated IIC on a flow-through or Opt10n 3 oasis 

., from 1971 through 1981. 
12. Advice from accountants and the stafr, coupled with 

dec1sions oy the Ca11fo~nia Supreme Court and this Comm1ssion, led 
Roseville to cont1nue to flow through I!C oetween 1971 and 1981. 

13. Under the circumstances existing during 1971 through 1981, 
some justification existed for Roseville to flow through IIC. 

14. IIC is a oenef1t to oe shared oy ratepayers and 
shareholders, and the Commission should endeavor to ensure that this 
tax oenefit is maintained. 

'5. The rate oase reduction proposed oy the starr is not an 
appropriate response to Roseville's flow-through of ITC from 1971 
through 1981, and its adoption could have a negative impact on 
Roseville's ratepayers and shareholders alike. 
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tt 16. It is reasonable to require Roseville to treat ITC on a 
normalized basis ~eginning January 1, 1981. 

17. In calculating ITC reserve, required ror normalized lTC, 
ror test year 1982 an average figure, as o~pose~ to the tull year-end 
total of the unamortized portion, is reasonable an4 should be adopted. 

18. Normalization of lIe for 1981 and 1982 requires a reduction 
of Roseville's rate base by $1,5&8,000, $1,037,000 more than first 
~roposed by Roseville. 

19. A rate base reduction of $1,568,000 is a reasonable 
response to Rosevill~'s decision to flow through IIC from 1911 to 
1981. 

20. The stafr's downward adjustments in rate base for 
capitalized payroll taxes ($118,215 less $15,258 of depreciation) and 
capitalized relief and penSion ($60,906 less $7,352" or deprec1ation) 
are reasonable and should be adopted. 

2'. Roseville's payroll taxes and relief an4 pension should be 
.. charged to construction accounts in the proportion of construction 
"'~ayroll excluding vacation and sick pay to total payroll 1ncluding . 

vacation and Sick pay. 
22. An insufficient basis ex1sts at this time to add $1'0,000 

to telephone plant related to Roseville's liability aceount for 
vacations earned, but not taken (F.A.S.B. 43). 

23. A rate or return on common stock equity or '5.00~ and an 
overall rate of return of 13.2S~ for the test year '982 are 
reasonable. 

24. !be adopted results of operations and rate of return tor 
test year 1982 result in a gross revenue requirement or $2,468,000 
and an 1ncrease in customer ~1ll1ngs of $3,836,000. 
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25. The ~ate design identified as Alte~nativc Rate Design I in 
the jointly sponsored Exhibit 33 is the most rea~onable mean~ of 
yielding our acoptcd revenue requirement of $2,468,000 ~nd CU$tome~ 
billings increase of $3,836,000. 

26. The implementation of measured service rates by Roseville . . 
will permit the institution of residence mea~ur~d rate se~vice, a~ 

well as the ultimate expansion of the local calling area, issues of 
much concern to Roseville's customers. 

27. The staff's p~oposed measured se~vicc rate plan attached to 
Exhibit 27 is reasonable and should be implemented on or before 
June 30, 1985, in Rosevillc's Citrus Heights DA and on or before 
Ma~ch 31, 1986, in its Roseville Main DA. 

28. The measured service rate plan should be filed by Roseville 
by advice lette~ and its implementation noticed by customer bill 
insert 60 days prior to implementation. 

29. The staft's recommcnded progr~m of scrvices for the 
tthandicapped, including the estimated initial allowance of $10,000 per 

year, is reasonable and should be ~do~ted. 
30. Roseville should file tariffs which provide a program of 

se~v1ces for hondicapped customers consistent witb the 
recommendations in the staff's Exhibit 25. 

31. Becau3~ there is an immedi~te need for the rate relief 
authorized, this dec1~ion should become effective today. 

32. The cost of 3ervice adopted herein is bazed on 
conventional normalization methods as mandated by the Economic 
Recovery Act of 1981 consistent with Commission D.93848 dated 
December 15 t 1981 in Order Instituting Investigation 24. 
~9nclus1on Qf L~w 

Roseville should be autho~ized to place into effect the 
increased rates found to be just and reasonable in the foregOing 
findings of fact. 
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IT IS ORDERED that: 
,. Roseville Telephone Company (Roseville) is authorized to . 

file with this Commission, 15 days after the effective date of this 
order, in conformity with the provision of General Order 96-A, 
revised tarif~ schedules with rates, charges, and conditions modified 
as set forth in Appen~ix A. The effective date of the revised tariff 
sheets shall be 5 days after the date of filing. The revised tariff 
schedules shall apply to service rendered on and after the effective 
date of the revised sched~les. 

2. Roseville shall implement measured service rates in its 
Citrus Height District Area on or ~efore June 30, 1985, and in its 
Roseville Main District Area on or before March 31, 1986. Roseville 
shall file an advice letter for approval of the measured service rate 
plan tor these district areas outlined in Exhibit 27. This filing 
shall be made no later than 6 months prior to its implementat1on • . f 

4ItRoseville shall notify all affected customers of the implementation 
of the plan by bill insert mailed 60 days prior to that 
implementation. 

3. Roseville shall file with the Commission, 15 days afte~ the 
ef!ective date of this order, in conformity with the provisions or 
General Order 96-A, tariffs providing a program of service for 
handicapped customers consistent with Exhibit 25. The tariffs shall 
be effective 5 days after the date of filing. The program shall be 
publicized by bill inse~ts immediately following the effective date. 
Roseville shall track the response to the program of handicapped 
services and its financial impact, and shall report thereon to the 
Commission semiannually ~eg1nning six months after the ef~ect1ve date 
of the tariffs establishing the program until further order. 
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~ 4. This matter is submitted and closed upon the errective date 
or this decision. 

Tbis order is erfective today. 
Dated ___ S_E_P_8_19_82 ___ ~ at San Francisco, California. 

t· f ~"f1' 

JOHN E. BRYSON • 
Pr~idcnt 

RrCHARD D. GRA YELLE 
LEO~ARDM. C~ ~ 
VICTOR CALVO • 
P!USCILLA C GREW 

Commis. .. iollcrs 
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':he rates, charges, an~ condition: of Roseville 'l'e1ephone Company are changed 
AS set forth below. 

Sehe<!ules Nos. A-l, A-2, and A-19 - Basic Exchange Service: Semipublic: Coin 
Box service: 'roll Terminal Ser-"ic:e 

'!'he following rates an4 revisions are authorized: 

Class an4 Gra"e 
of Service 

ROaevi11e Base Rate Area, 
Roseville West and Folsom Lake SRA's 

8usiness 
Flat 8u~iness Line 
8usiness Answering L1ne 
Semipublic Coin &ox 
Trunk 
TOll Terminal L1ne 

~si~ence 
One-party 
'l'WO-party 
Four-party 

Roseville's Citrus Heights ~istric:t Area 

Bus:i.ness 
Flat Business Line 
Business Answering L1ne 
SemipuQlic: Coin BoX 
'I'runk 
'rOll 'l'ermina1 Line 

Re~i4enee 

One-party 
~arty 
Four-party 

Monthly ~te 
(Flat Rates) 

$18.30 
18 .. 30 
18.30 
27.1S 
27.15-

9.00 
7.40 
6.25 

21.55 
21.5S 
21.5S 
31.85 
31.85 

10.70 
8.65-
7.3S 



f A.608l3 /ALJ/bw 

Schedule. No •• A-4. A-33 and 0-1 - Mileage Ra~es 

the proposed revisions as set forth in Exhibit No. 29. Appendix 0, are a~tb0rize4. 

Schedules Nos. A-51 A-6. A-7. A-9, and A-33 - PBX and Answering Services 

The proposed revisions as set forth in Exhibit No. 29, Appcdix D 
are .u~horized- . 

Schedules Nos. A-14, A-13 and A-8 - Direetory Lis~ingsi Join~ Uae1:' Semcej 
In~e1:'exehang~ Receiving Service 

The proposed 1:'evisions as set f~h in EXhibit No. 29, Appendix I are a~thorize4. 

Schedule No. A-10 - Wide Area Telephone Semce (WA'rS) 

The utility is authorized to adopt the rates and charges applicable to WAlS 
as set forth iu The ?aeific Telephone and Telegraph Comp.any's Cal. P .. t1 .. C. Sc:hed~l.e 
No. 128-T. 

Schedule No. A-12 - Touch C4llinLService 

The proposed revisions as set forth in Exhibit No.. 29, AppeD4ix H are authorized. 

e Schedule No. A-15 - Supplemental 'Equipment 

'l'he p:-opo.ed revisi~ as set forth in Exhibit No.. 33. Appendix A-l are 
authorized .. 

Schedule No. A-20 - F~eip Exchange Service 

The proposed 1:'evisioua as set forth in Exhibit No. 29, pages 2-13 through 2-15 and 
Appeudix ?, Altem.ate bte :oesigr1 I. are authorized. 

Schedule No. A-21 - Key Telephone Systems 

The proposec! revisions u set forth in Exhibit No. 33, Appendix C-l 
are authorized. 

Schedule No. A-24 - D.at&phone Service 

'!he proposed revisions as set forth in Exhibit No. 29, Appendix F are authorized .. 

Schedule No. A-2S - Protective Connecting Arrangements 

The proposed revisions as set fOX1:h in Exhibit No. 29, Appendix G are au'tborized. 
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• 

~ Schedul~ A-26 - Visit Charge 

APPENDDC A 
Page 3 

RAl'ES ANT> CHARGES 

The 'proposed revisions .a set forth in Exhibit No. 29, Appendix N are authorized. 

Schedules A-29 and A-29 - Cu~tom Calling Service; Remote Call Forwarding Service 

The proposed revisions as set forth iu Exhibit No. 29, Appendix J are authorized. 

Schedule A-31 - Loudspeak~r Paging Systems 

the proposed revisions as set forth in EXhibit No. 29, Appendix E are authorized. 

Schedule No. A-35 - Mul1:i~l~ment Service Connection. Charges 

!he proposed revisions as set forth in Exhi.bi.t No. 11, page 70 are authorize<1. 

Schedule No. A-41 - T~lephOfte Sets 

'the proposed revisions as set forth in Exhibit No. 33, AppeMix B--1 are authorized. 

(END OF APnNDIX A) 
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e ~~~~~ A~~~~~ '~2Il~:ClI~· 

<~ 

t:: 7 ,., 

>,> 

:et~~~n~ Bat:~~·· A~~~t,=,~ Eat,=,s 
R.t~1~e:l~~ ~S1Il~~Hl Ees1~~Xl~~ :a~~111~:i:i 

B2~~v1ll~ ~a1D ~1~~t1~t Ax:~a 

One-Party $6.25 $12.50 $10.30 
.",., T ~-r-~ $7.75 $14.50 $12.10 

Two-Party $5.15 - $ 8.10 
Four-?arty $4 .. 35 $ 7.55 

B2S~v~ll~ w~~~ fQls~m ~ake 

On~Party $7.25 $13.50 $10.30 
,. )C!'V'-d't-.. ~ $8.75 $15.50 $12.10 
Two-Party $5.25 $ 8.70 
Four-Party $4 .. 85 $ 7.55 

~1~r~ He1~~~~ ~1~1~~ AI:':a 
One-Party $7.40 $14.75 $12',,00 
/T~ $8.90 $16.75 $13.80 
'I'vo-Party $6.00 $ 9.95 
Four-Party $5.10 $ 8.65 

.Present and adopted rates include a utility-provided 
standard rotary telephone set. For one-party service, 
where touchtone service is available, present and 
adopted rates include a utility-provided touchtone 
set. The monthly increase for a one-party line 
customer may be reduced either by $1 .. 30 per month 
(standard rotary set) or $2 .. 10 per month (touchtone 
set) if the customers provides his owo e~uipment .. 

··Present rates were authorized by D.57814 in 1959. 

$,19.60 
$21.90 

$19 .. 60 
$21.90 

$22 .. 85 
$25.15 -

In addition to these rate changes, the decision also directs 
Roseville to implement the measured rate service plan proposed oy the 
Commission starr (staff) beginning June 30, 1985, and the stafr's 
recommendea program of services for handicapped customers .. 
Discussion in the decision focuses on the principal areas of 
disagreement between Roseville and the staff, inclu4ing the 
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1It 25. The rate design identified as Alternative Rate Design I in 
the jointly sponsored Exhibit 33 is the most reasonable means of 
yielding our adopted revenue requirement of $2,468,000 and customer 
billings increase of $3,836,000. 

26. The implementation of measured service rates ~y Roseville 
vill permit the institution of residence measured rate service, as 
vell as the ultimate expaDsion of the local calling area, issues of 
much concern to Roseville's customers. 

27. The staff's proposed measured service rate plan attacbed to 
Exhi~it 27 is reasonable and should be implemented on or before 
June 30, 1985, in Roseville's Citrus Heights DA and on or before 
Marcn 31, 1985, in its Roseville Main DA. 

28. The measure~ service rate plan should be filed by Roseville 
by advice letter and its implementation noticed by customer bill 
insert 60 days prior to implementation. 

29. The starr's recommended program of services for the 
bandicapped, including tbe estimated initial allovance of $10,000 per 

~year, is reasonable and should ~e adopted. 
30. Roseville should file tariffs vbich provide a program of 

services for handicapped customers consistent 
recommendations in the staff's Exhibit 25. 

vith the 

31. Because there is an immediate need for the rate 
autho~ized, this decision should become effective today. 
~ .;;:2. 
~lu~1Qn of Law 

relief 

Roseville should be authorized to place into effect the 
increased rates found to be just and reasonable in the foregoing 
findings of fact. 
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