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Summary of Decision :

By this application Roseville Telephone Company (Roseville)
originally requested a revenue increase of $6,693,000 or 30.5% dased
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 gross revenue requirement for test
year 1982 of $2,468,000 and authorizes an increase in customer
billiing, 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 ¢an be summarized as follows:

7. Basig Access
Residential Businass
Roseville Maln

Monthly Flat Rate (Rotary) $ 9.00 $18.30

Monthly Flat Rate (Touchtone) $10.00 $19.80

Trunk $ - $27.15
Clarus Heighis

Monthly Flat Rate (Rotary) $10.70 $21.55
Monthly Flat Rate (Touchtone) $11.70 $23.05

Trunk $31.85
Mont o o

Rotary Dial $1.30

Touchtone $2.10

[ and

Service connection charges for those customers
requesting services not requiring a premise visit are
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increased by 50%. The percentage increase for
services %0 a new customer which require a premise
visit is approximately 138%.

Eoreien Exchange Service

This service is presently belng provided at flat
rates for residential customers and measured rates
for business customers. 7This decision, however,
authorizes measured service for both residential and
business customers. The percentage of iacrease or
decrease experienced by those customers will
therefore be dependent on usage.

Terminal Equinment

The charges related t¢ terminal equipment were
increased or decreased depending on any changes in
the actual cost of the equipment. The most
significant increase relates %o the undundling of
station equipment from exchange basice access
service. In addition to the applicabdble access
¢harge, a customer who elects to rent a standard
rotary telephone set from Roseville will be charged
$1.30.

The following table compares present and adopted rates for
. 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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Basie Access [Morthly )%

Present Ratosnk# Adopted Rates
Resicenge Dusiness Residence Dusiness

Roseville Majin District Area

One=Party $6.25 $12.50
Touchtone $7.75 $£14.50

Two=Party $5.15 -
Four~Partly ' $4.35 -
Roseville West & Folsom Lake

One-Party $7.25
Touchtone $8.75

Two-Party $5.25
Four~-Party '$4.85
Citrus Heights District Ares

One=-Party © $7.40  $14.75
Touchtone $8.90 $16.75

Two-Party $6.00 -
. Four-Party ' $5.10 -

"$19.60
$21.90

< & r i
— .
. .
oo

N © Do
L]

Wi 1 aw
o

$22.85

<r & &

Ly

» nt and adopted rates include a utility-provided
rd rotary telephone set. TFor one=-party service,
touchtone service is availadble, present and

¢d rates include a utility-provided touchtone

The monthly incerease for a on¢-party line
customer may be reduced either dy $1.30 per month
(standard rotary set) or $2.10 per month (touchtone
set) Lf the customer provides his own equipment.

#%oresent rates were authorized by D.S57814 in 1959.

In addition to these rate changes, the decision also directs
Roseville to implement the measured rate service plan proposed by %the
Commission staff (staff) veginning June 30, 1985, and the staff's
recommended program of services for handicapped customers.
Discussion’'in the decision locuses on the principal arcas of
disagreement between Roseville and the staff, including the
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' appropriate ratemaking treatment of the cumulative unamortized
investment tax credit (ITC) for 1971 through 1981 and the propriety
of certain staff audit adjustments.

Rrocedural Background

On October 29, 1981, a prehearing conference was held in

this matter in San Francisco before Administrative Law Judge Sara
teck Myers. The prehearing conference was followed by five days of
public hearing. Copies of Roseville's application were served and
notice of hearing was published in accordance with this Commission's
Rules of Practice and Procedure.

The first day of hearing was held in the City of Roseville
on November 9, 1981 for the specific purpose of receiving the
statenments and testimony of Roseville's customers. This hearing was
scheduled for both the afternoon and evening in order to afford the
maxiaum opportunity for public witness testimony. A total of 52
customers made statements during the hearing.

The remaining four days of hearing were held in San

. Francisco on February 16, 17, 18, and 19, 1982. During this time,
seven witnesses testified on behalfl of Roseville. These witnesses
included the president/chairman of the doard, controller, and
operations manager of Roseville, as well as four accounting and
management consultants. The staff presentation was made by eight
stall members, each with a background in either engineering,
accounting, or economics, and each representing the staff of either
the Communications or Revenue Requirements Division. A total of 33
exhivits were received into evidence.
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. On Mareh 26, 1982, this matter was submitted upon the
filing of concurrent brief.‘s.1 Roseville and the staff, however,
subsequently joined in filing a Petition to Set Aside Sudbmission on
April 16, 1982. The petition is dased on an Internal Revenue Service
(IRS) information release which had not come to Roseville'’s attention
until after briefs had been filed and which Roseville belleves
requires it to alter i1ts position regarding the treatment of the
investment tax c¢redit allowable for 19817 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.

QQQKEZQ]ZDQ Qz Bgspxj ] ] o~

Roseville, a California corporation headquartered in the
City of Roseville, provides public utility telephone service in 2
territory covering approximately 83 square miles in Placer and
Sacramento Counties. Toll service to points outside this area is
provided through a connection at Roseville with the facilities of
Pacirfic.

Currently, Roseville has more than 74,000 telephones in
service and operating revenues in excess of $21,000,000. Roseville's
total capitalization presently exceeds $60,000,000. Its 3,500,000
shares of common stock are owned by approximately 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 process of
selling $6,000,000 in common stock, of which more than $2,100,000 had
already been sold to lavestors.

L Concurrent opening bdbriefls were filed by bdoth Roseville and the

. sggff on March 23, 1982. The staff filed a reply brief on March 26,
1982.

-6 -
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. Roseville's last authorized general rate increase was
ordered in 1959.°2 (Decision (D.) 57814 (1959) 56 CPUC 723.) At
that time, Roseville had only 9,000 telepnones in service and
operating revenues of less than $1,000,000. "Roseville bdelieves that
its past and anticipated future growth requires consistent upgrading
of its equipment. Switching at Roseville is now 64% electronic and
is intended to be fully electronic by 1985. Roseville plans to
expend more than $10,000,000 in 1982 for capital additions, including
the replacement of electro-mechanical equipment at its Citrus Helghts
Central QOffice with fully electronic devices.

In his testimony, Robert L. Doyle, Roseville's president,
enumerated several factors which led Roseville %o refrain from
seeking a general rate increase for more than 20 years. These
factors included (1) a satisfactory level of company financing
achieved through stock sales and long-term and short~term dorrowings,
(2) the receipt of toll revenues from Pacific,3 and (3) the
maintenance of a rate of return consistent with those of comparable
companies. Although Doyle and Mark B. Shull, Roseville's c¢ontroller,
verified that Roseville had filed for general rate relief in 1974,
both indicated that this application was subsequently withdrawa 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 2 rate increase, dbut only to cover
the increased costs of accounting charges prescribed by %the Federal
Communications Commission (FCC). (D.93728 (1981).)

3 These revenues, referred $0 as settlements, are recelved by

Roseville from Pacific to cover Roseville's separated c¢ost of

providing to Pacific extended area service and intrastate service
. plus a retura on Roseville's investment allocated to those services.

-7 -
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Prior to hearing in this matter the Commission received
numerous letters from Roseville's customers protesting the proposed
rate Iincrease. Several hundred customers attended the subsequent
pudblic witness hearing held on November 9, 1981, in Roseville. These
cusvomers provided both statements and petitions objecting to the
level of rate increase sought by Roseville.u Many of the customers
focused on the difficulty that ratepayers on fixed incomes would have
meeting this inereased obligation. The absence of any lifeline
allowance for telephone service as well as a customer's inability to
make toll-free calls to Sacramento were found particularly
burdensome. Complaints were also volced relating to transmission and
customer service probdlems. Among those customers critical of only
the amount of the rate Iincrease, however, a number praised
Roseville's telephone operations and service.

In response toO the customer statements made during hearing
and its own investigation, the staff of the Communications Division

' prepared a report identified as Exhidbit 26. Staff states that all of

the service complaints made during the hearings were investigated dy
Roseville. If %“he problem was not already cured, Roseville undertook
corrective action. A subsequent staff telephone survey indicated
that these customers were satisfied with Roseville's efforts to
provide and maintain good service. TFollowing its review of
Roseville's system, planned service improvements, and response 0 the
public witness testimony, the staff concluded:

"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. In Roseville's notice of the filing of and
hearings on its application, it had stated that approval of its
request would result in a 118.2% increase in rates charged to Citrus

Heiggts' residential customers for single-party basic access line
service.

-8 -
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electronic equipment scheduled to bde
installed in 1982 through 1985 will increase
the capabilities of the ¢company to provide a
better quality service %o its customers."
(Exhibis 26 at p. 16.)

In order to satisfy ratepayer desire for a lifeline rate,
zeasured residence service with rates less than one party flat rate
residential service rates is required. As the Communications
Division staff explains in Exhibit 27, however, Roseville is
presently capable of offering only flat rate residentlial service and
is therefore unabdble to provide 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,
staff urges the Commission to order Roseville to implement local
measured service in its Citrus Heights District Area (DA) om or
before June 30, 1985, and in its Roseville Main DA on or before March
31, 1986.

Regarding customer requests for an expanded local calling
area, particularly to include Sacramento, the staff also reported
that such a circumstance would require the implementation ¢f Zone
Usage Measurement (ZUM) service in the Roseville exchange as well as
the entire Sacramento Extencded Area. According ¢o 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 staff therefore
concludes that it is inappropriate to recommend any implementation of
ZUM or expansion of local calling areas in this proceeding.

In its application Roseville proposed rates designed %o
{ncrease annual customer billings dased on test year 1982 by
$6,693,000 or 30.5%. Following a review and investigation of
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. Roseville's application and supporting data, staff issuved its report
recommending an increase Iin 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 of its
recomnmendations. The resulting stipulations were emdbodied Iin 2
jointly sponsored exhidit (Exhibit 32) which reflects the areas of
agreement and disagreement. The principal contested issues relate to
the following:

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

2. The reasonableness of certain rate bdase

adjustments (capitalized payroll taxes,
capitalized relief and pension, and
capitalized accrued vacation).

3. The appropriate rate of return within a
stipulated range.

Based on the agreement reached between the two partlies,
Roseville lowered its requested additional annual revenues to
$4,226,000, while the staff recoummendation was increased to
$2,664,000. Of this difference between Roseville and staff
($1,532,000), the issue concerning rate treatment of ITC represented
$1,226,000. Based on the Petition to Set Aside Subdbmission, 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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The most significant disputed issue in this matter concerns
the appropriate ratemaking treatment of cumulative unamortized IIC
for the years 19771 through 1981. The issue, fully dbriefed bdy both
parties, involves complex and somewhat unique accounting, %tax, and
ravenaking prodlems. As will be explained in the subsequent

iscussion, the parties' jointly filed Petition 0 Set Aside
Submission modifies 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 ITC on a "flow=through" basis between 1971 to
1981, the ITC during this period should have been fully normalized.
Adoption of the staff's position would result in a $4,186,000
reduction in Roseville's rate base. Both parties have agreed that
ITC arising after January 1, 1982, must de treated on a normalized
basis under this Commission's D.93848 in Order Instituting
Iavestigation (0II) 24.° At one point, however, there was
disagreement on whether an average or year-end figure was to be used
to calculate the reserve for test year 1982. '

1. Rackzround

An examination of the legal and historical background of
ITC i3 a necessary step toward resolving the issue ¢f the appropriate
ratemaking treatment of the ITC taken dy Roseville during the period

5 0II 24 4is this Commissiorn's ongoing investigation into the
appropriate ratemaking treatment of pudlic utility Lincome taxes.
D.93848 issued December 15, 1981, we concluded that conventional
normalization methods should be used thereafter in order for a
utility to maintain eligivility for ITC.
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1971 through 1981. Because there was no provision in the law for 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
sudbject.

In 1962, Congress c¢reated the ITC for the purpose,
accordiag %o Roseville's counsel, of complementing accelerated
depreciation as an added stimulus %o private investment. The ITC was
based on a percentage of the cost of qualifying plant and equipment.

Initially, the allowable e¢redit was 3% for pudblic
utilities. In 1964 the credit was Iincreased to 4% for all pudlie
utility enterprises except interstate gas transmission pipelines
which, like manufacturing companies, were allowed a 7% credit. 1In
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 with the
purpose of the credit, Congress provided that no federal regulatory
agency could flow through the ITC more rapidly than ratably over the
useful life of the qualifying property. Useful life was to be
determined by the period ¢of years over which depreciation of 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.

The ITC 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(f) to
the Internal Reveanue Code (I.R.C.). It was Congress' intent in
drafting this section that the bYenefits of ITC would be shared
between ratepayers and shareholders. Unlike its predecessor,
however, the provisions of § 46(f) were to be applied dy state, as
well as federal regulatory agencies.
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. Section 46(f) presents three accounting options for the
ratemaking treatment of ITC. Basically, Option 1 refers to the
normalization method (I.R.C. § 46(£)(1)), Option 2 refers Lo the
ratable flow=through method (I.R.C. § 46(£)(2)), and Option 3
(Z.R.C. § 46(£)(3)) refers to the full flow-through method. When
enacted, § 46(f) made Options 1 and 2 available to any pubdblic
utility, dut limited the availability of Option 3, flow-through of
the ITC %o income in the year of realization, t6 those utilities who
had elected to flow through accelerated depreciation prior to 1969.
Further, while all utilities were permitted ©o choose among any of
the avallable options within 90 days of the enactment of the law, 2
failure to make an election and so inform the IRS by that time (March

9, 1972) resulted in Option 1, normalized caleulation of ITC, being
deemed ©0 have been elected.

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

test year rate base, but the deduction must be added back Lo rate
base ratably over the useful life of the qualifying propertiy.
Option 2, ratadble 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 deflerral while it is bYeing amortized. The code ‘
specifically forbids deducting the ITC deferral from rate dbase in
test years if Option 2, ratable flow=-through, is used. (I.R.C.

§ 46(£)(2)(B).) It also prohibits reduction in cost of service if
Option 1 is used. (I.R.C. § 46(£)(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(f) is disallowance of the ITC. This statutory sanctionm,
however, only applies to noncompliance with § 46(f) sudbsections (1)
(Optior 1 nmormalization), (2) (Optien 2 ratable flow~through), and
(9) (additional credits), but zmot to § 46(f)(3) (Option 3 flow=-
through). (I.R.C. § 46(f)(4).) Additiomnally, this penalty is
triggered only by the "first final" ratemaking determination which
is inconsisteat with § 46(£)(1), (2), or (9). In this regard
§ 46(£)(4)(A) provides:

"The requirements of paragraphs (1) (2)
[Options 1 and 2], or (9) regarding cost
of service and rate base adjustments
shall not bde applied to pudblic utility
property of the taxpayer to disallow the
credit with respect to such property
before the first final determination
which is inconsistent with paragraph
(1), (2), or (9)...1is put into effect
with respect to public utility
property...of the taxpayer."

A "determination” is defined as one made with respect to public
utility property by a regulatory agency which determines the effect
of the allowadble ITC on the taxpayer's cost of service or rate base
for ratemaking purposes. (I.R.C. § 4#6(£)(48)(B).)

Against this legal background, Roseville's witnesses
explained the actions taken by Roseville relative to ITC since the
utility's last rate case in 1959. Ac¢cording to Mark Shull,
Roseville's controller, when ITC was first available, Roseville
treated 1t on a flow=-through basis. Simultaneously, prior to 1969,
Roseville took depreciation on a straight-line basis for doth tax and

Yook purposes. Roseville did not commence accelerated depreciation
until 1970.
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. ¥When the ITC 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 Fedbruary 9, 1972,
that Roseville had elected Option 3 2as its method of treating ITC.
The IRS, however, was not similarly informed of this decision.

On Mareh 23, 1972, Roseville received correspondence from
its accountants (Arthur Young & Company) advising that Roseville was
ineligidle for Option 3 treatment because 1t had not elected %o flow
through accelerated depreciation prior to 1969. Roseville's
president subsequently wrote the Commission on March 28, 1972,
stating that Roseville's Option 3 election had not bPeen effective and
that its failure to make an election required it to use Option 1 for
ratemaking purposes. (I.R.C. § 46(e).)

Despite this circumstance, Roseville continued ¢o use full
flow=through of ITC on its financial statements and its reports to
this Commission. Roseville believed that eligidbility to take ITC,
the loss of which was the only sanction provided for failure %o

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

Roseville sought ©t0 confirm this view with its accountants
when facing am IRS audit in 1977. The accountants responded on
June 28, 1977, that Roseville had not lost eligidvility due to
contiaued use of full flow=through of ITC and that it was permissibdle
for Roseville to continue to use flow-through until such time as this
Commission made a "first final™ inconsistent determination. The
accountants reasoned that because Roseville's last general rate case
was in 1959 "the PUC has not made a determination which determines
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'the effect of the credlit on Roseville's cost of service or rate bhase
for ratemaking purposes in a manner inconsistent with [I.R.C. Sec.
46(r)(1)]." (Letter of June 28, 1977, attached to Exhidit 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 eligibvility to flow through ITC for those years.

Following the filing date for briefs in this case,
Roseville became aware of a recent IRS information release concerning
the application of its transitional rules governing compliance by
utilities with the Economic Recovery Tax Act of 1981 (ERTA). The
release, attached to the jointly filed Petition to Set Aside
Submlission, states in part:

"Because [ERTA] has eliminated flow=-
through treatment of the investment ftax
credit for all pudblic utilisy property
placed in service after 1980, the entire
investment tax ¢redit allowadle for such
property shall be subject to the
limitation of either Code Section
46(£)(1) [Option 1] or (£)(2) [Option
2]." (Internal Revenue News Release
IR-82-25. TFedbruary 12, 1982.)

Based on this deterxzination, Roseville has concluded that in order to
retain eligibility for 1681 ITC, it is reguired to normalize ITC for
regulatory and financial reporting purposes for 1981. The petition
represents the parties' agreement on this analysis of the IRS
release. As a result, Roseville has reduced its request for an
annual increase in customer dillings from $4,226,000 %o $3,847,000.
In the petition, staff c¢conditions its agreement with
Roseville on the news release being considered relevant only because
Roseville has not had a general rate increase since 1959 and on any
Commission decision adopting the stipulated position being so
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limited. Staff further advises that its acceptance of ITC
normalization for Roseville in 1981 should not bde construed as
representing staff's position with regard to any other utility
regulated by the Commission.

2. Reseville's Rosition

Roseville contends that because it actually flowed through

ITC, a rate base reduction, as recommended dy the staff, is
inappropriate. In support of this position Roseville argues:

1. It acted reasonably under the

¢circumstances in flowing through
I7C.

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

The proposed rate bdase reduction
would cripple Roseville's efforts
to raise capital necessary %o
finance future growth.

No rate base reduction is required
by the I.R.C. and, in fact, such a

reduction could provoke an IRS
challenge ©o Roseville's
eligivility for ITC during the
vears open to IRS audit.

Although one of Roseville's witnesses advanced the theory of a
potential "comstructive election™ of Option 3 by Roseville, this
argument was not pursued by Roseville in 1its brief.
a. Reasonablaness

The circumstances leading to Roseville's decision to
flow through ITC are outlined in Roseville's brief. First, supported
by their accountant's analysis described above, Roseville believed
that ITC eligidbility would not become an issue until a final
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Commission determination on Roseville's treatment of ITC. Second,
Roseville was of the opinion that the Commission's %Lreatment of the
ITC and accelerated depreciation of Pacific and General Telephone
Company of Califoraia (General) reflected Commission policy that full
normalization was neither appropriate nor mandated by the I.R.C.

On this latter point, Roseville's counsel c¢ites this
Commission's D.87838 (82 CPUC 549 (1977)). Roseville argues that in
that case the Comuission adopted a variant of full normalization for
treating the accelerated depreciation (Average Annual Adjustment
("AAA") method) and ITC (Annual Adjustment ("AA") method) of Pacific
and General.6 Because of questions regarding the lawfulness of the
"AAT method and its potential as an obstacle to eligibility for ITC,
Roseville believed that adoption of that method would also be
unwise. This position found support in staff comments to Roseville
curing this period that it would bde nmore beneficial for Roseville to
file for rate relief after the Pacific controversy was resolved.

Given the cloud cast on both normalization and %the TAAM
method, coupled with the advice of accountants and the staff,
Roseville contends that continuing to flow through ITC until a rate
proceeding was the only reasonabdble alternative. According to
Roseville, this conclusion was further enhanced by the "very real"”
benefit received by ratepayers during this period due to Roseville's
paintaining this position. The substance of this argument is
discussed in the next subsection.

6 On December 315, 1981, however, the Commission abandoned these
methods in favor of conventional normalization for all public
utilities. We observed in D.93848 that the "AA" and "AAA" methods
were designed to respond to particular circumstances which no longer
prevaliled since present ratemaking procedures allowed for adequate
recognition of the nuances of normalization.

- 18 =
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. b. Falrness
In Roseville's opinion both Congress in enacting
§ 46(f) and the California Supreme Court in reviewing this

Commission'’s treatament of ITC (City and Counky of San Francisco v
RUC (1971) 6 Cal 3d 119, 130) have intended %o ensure a balanced
treatment of ITC, with neither the shareholder nor ratepayer
receiving all of the tax denefit. Roseville contends that the
staff's recommendation requiring a rate base reduction provides
benefits beyond those resulting from either normalization or flow-
through. Roseville's counsel summarizes {ts argument 2s follows:

"The reasoning behind full
normalization treatnent of ITC is
that although federal income tax
expense is not reduced for
ratemaking purposes, the ratepayer
benefits from the ¢redit by a rate
base reduction. This reduction is
made in recognition of the fact
that the credit is, in effect, cost-
free capital for the utility, and
that it would, in theory, be unfair
£o permit the utility to earn its
authorized rate of return on it.
This rationale is consistent with
Congressional intent because it
effects a sharing of the denefits
between the ratepayer and the
utility. This Commission and the
Califorala Supreme Court have
¢riticized normalization as beling
overly generous ¢0 the utility at
the expense of the ratepayer, but
bave acknowledged that it is this
rationale that lies dehind i%.
'Rate Fixing Treatment of
Accelerated Amortization,' Decision
59926, 5T P.U.C. 598 (1960); Lisvy
of Los Angelas v.Publlie Utilities

y 15 C.3d 680, 687
(1975).
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. "The rationale behind normalization
treatment of ITC does not permit 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, because the ITC
immediately has been passed on to
ratepayers. Indeed, the Staff
witness who testified on the
subject offered no justification
for the Staff's proposal other
than, t¢ paraphrase, 'that is how a
normalization company is treated.'
Trans. 350, 11. 13=21. 7This
response overlooks the fact that
Roseville actually flowed through
ITC from 1971-1981, and it
mechanistically ignores %the
rationale underlying the rate base
reduction that normalization
customarily entails. What the
Staff is really proposing is that
the ratepayer receive 100% of the
benefitc of the credit when it was
flowed through earlier, and another
portion now by way of 2 rate dase
reduction. That is not fair, and
cannot be supported by reference to
any recognized rate making
principle.” (Roseville's
ggngurrent opening brief at pp. 14-

Roseville's counsel also cites a decision of the New Mexico Pubdblic
Service Commission in whic¢h that agency concluded that a retroactive
adjustaent 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 ageacy. (New Mexico Public Service
Commission, Case 1499, CCH Utilities Law Reports 23,028.01 (1980).)
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. Roseville also believes that its use of the flow-~
through treatment of ITC has benefited its customers. During the
early years of avallability of ITC, the impact on income tax expense
and rate of return on total capitalization was not great because the
amounts of ITC taken by Roseville were relatively small. Beginning
in 1977, however, when Roseville took nearly $800,000 in ITC, its
rate of return on total capitalization was increased approximately
1=1/2% per year by use of flow-through. This same pattern was seen
in succeeding years. Although acknowledging the impossibility of
determining the precise benefit to its ratepayers, Roseville
concludes its cost of service for financial reporting and for
reporting to this Commission was substantially reduced Iin 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 if elected not to seek
rate relief.

¢. ERligiplliry
. 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 3] of
the Internal Revenue Code does not
specifically provide for loss of
eligibility under any
¢ircumstances, the idea of making a
rate dase reduction for a flow
through utility is so repugnant to
the purpose 6f the credit as
revealed in its legislative
nistory, and as reflected in the
protections provided to utilities
in §§46(f)(1) and (2) from
regulatory bodles forcing them to
pass on even 100% of the benefit to
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. ratepayers, that the IRS could
logically take the position that
Roseville was not eligibvle for ITC
during open years (1977-81) under
the Staff's proposal. Stated
simply, the argument open to the
IRS would be that iLf forcing a
utility to pass on even 100% of the
benefit of the e¢redit to the
ratepayer ¢causes the loss of
eligibility (absent an effective
option 3 election), then forcing
the utility ©o pass on more than
100% of the credit must cause the
same result."” (Roseville's

concurrent opening brief at pp.
16-17.)

Inpairment of Roseville's
gnj”&v pYe) Bajsp Qanj&a]

This criticism of the staff's proposed rate base
reduction centers on the manner in which Roseville has previously
financed its operations. The factual and opindion basis for this

. argumeat was provided in testimony dy Roseville's officers as well as

ocutside consultants. According to these witnesses, Roseville holds a
unique position among California utilities in its adility to
consistently place additional equity in terms favoradle to the
utility. These highly favoradle terms have resulted in part froz
managenent's decision and ability to pay stock dividends out of
retained earnings prior %o 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

equity ¢apital has enhanced its position with and the confidence of
lenders.
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' According to Roseville, this rosy picture will de
shattered by adoption of the staff's $4 million rate base reduction.
The deduction of this sum from 1981 year-end retained earaings 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 de amortized over the life of the related property. Roseville
argues this c¢circumstance would place 1t in a weakened financial
position and impair Lts ability to declare its usual stock and cash
dividends. Investor interest and expectations would de greatly
diminished by this circumstance especially when coupled with the
disclosure or explanation of this adjustment in Roseville's finmancial
statements, whether provided In the income statement and dbalance
sheet or accompanying footnotes.

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

"[T]lhe rate base reduction bdeing
proposed by the Staff would likely
cripple Roseville's abllity to
raise capital over the next several
years. It could prevent payment of
¢ash 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 %o be
much higher financing c¢osts for
debt and equity and even the
possibility that Roseville would be
unable to obtain the money it needs
to finance the growth takiag place
in its service area and meet its
commitments to ac¢quire the
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equipment necessary %0 Iinstitute
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. ol X

During hearing, staff counsel Lynn Carew explained the
staff'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 deen
inappropriate. Staff witness Brianm Chang, the seaior utilities
engineer making the staff's recommendation for a rate base reduction,
zade 1t clear that he was neither a tax nor finane¢ial expert.
Nevertheless, taking the I.R.C. provisions at "face value", he was
confronted with a situation which he felt it was his reponsidbility to-
bring to the Commission's attention: the existence of an
acknowledged, for ratemaking purposes, Option 1 (mormalization)
utility having flowed through ITC from 1971 through 1981. Charng's
response to this circumstance was ©o recommend the c¢alculation of
Roseville's rate base as if Roseville had normalized ITC duying this
period rather than flowing it through as the utility actually did.

Staff's dbrief demonstrates its complete awareness and
understanding of Roseville's position. The staff's response to these
points ralised by Roseville can de summarized in the following manner:

a. e an . During hearing
stafl counsel acknowledged that the benefits realized dy either
ratepayers or shareholders as a result of Roseville's decision to
flow through ITC would be difficult to quantify. Nevertheless, staflf
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. points out that while increased earnings resulting from Roseville's
flow-through of ITC may have ¢ontridbuted to Roseville's restraint in
£iling for rate relief, in fact ratepayers never had the benefit of
rates established on a flow-through bdasis. Further, much of the
restraint in seeking rate reliefl was unquestionabdbly due to generous
toll settlements from Pacific, rather than to0 the increase in
earnings resulting from ITC flow-through.

b. Staff recommendation cousgistent with ITC. Staff
frazes Roseville's argument relative to § 46(f) as follows:
"Clearly, the thrust of Roseville's argument is that the IRS was
powerless to disallow ITC under § 46(f) until Roseville had requested
rate relliefl and the Commission had issued a final order inconsisteat
with § 46(f)." Staff does not believe that this Commission, like the
IRS, is powerless to review Roseville's free choice of Option 3.
Stafl does not agree with Roseville's witness Diss that such action
would violate congressional intent. According to the staff, it is
not altogetiher clear that the ratepayers would receive a benefit from
a combination of recognizing prior flow-through and ordering a rate
base reduction since Roseville's cost of service was never determined
on a flow=through bdasis. At most, all that could de said was that
Roseville had exercised extraordinary restraint in refraining from
seeking general rate relief for 22 years.

Staff also poiats out that review of Roseville's
initial application indicates that Roseville, while presenting
alternate methods of calculating the 1982 test year estimated rate of
return, had adopted the Cption 71 showing. Subsequently, only after
Roseville apparently appreciated the impact of Option 1 in terms of

the recommended rate base reduction did it decide to litigate the
issue.
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. taff asserts that the I.R.C. permits the Commission %o
deem Roseville an Option 1 company and make the recommended rate dase

reduction. (§ 46(£)(1)(B).) Further, even if the Commission decides
to treat Roseville's actions as an effective Option 3 election, staff
belleves the Commission has the latitude to order the recommended
rate dase reduction, without triggering IRS disallowance, under
Regulation 1.46=-6(a)(3). That regulation provides, in relevant part:

"The provisions of section 46(f)(1) and
(2) are limitations on the {reataent of
the ¢redit for ratemaking purposes and
for purposes of the taxpayer's regulated
books of account only. #%% T£ an
election is made under section 46(£)(3),
noge Of the limitations of section
L6(£)(1) or (2) apply to certain section
L46(f) property of the taxpayer. Thus,
uader the provisions of section
46(£)(3), no gradit is disallowed 1£ Lhe
sradly is Lfreafed in any manner fon
ratemaking purmoses, including any
manner of ALreatment pearmifted undar
the ldmitations of section 46(L) (1) on
(2)." (Emphasis added by staff.)

¢. Retroactive ratemaking nof fnovelved. Staff does
not regard its recommendation as retroactive ratemaking prinmcipally
because Roseville's rates were last set in 1959 and the ratemaking
imputation of an account for deferred ITC recommended by staff in
thls case spans the 1971=1981 period. As explained by staff 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 deen set in
1974 and {mputation of an account for deferred ITC in the instant
proceeding which includes pre-1974 deferred ¢redits would have been
flawed for retroactivity.
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d. Adopt ' o o r

Roseville's abilisy Lo ralse mew qapital. Staff also responds to
Roseville's assertion that an adverse Commission determination on the
I7C issue will create difficulties in Roseville's placement of debdt
and equity ia 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 a2 narrowly defined
group of potential shareholders already involves a certain risk that
Roseville might outstrip its equity bdase (R.T. 218:3-21). This risk
exists despite Roseville's adility to sustain very rapid growth in
the 1970s.

Stalff's cost of capital witness Christopher 3lunt
testified that, in determining Roseville's capital structure to be
40% debt/60% equity, he considered the ITC rate bdase reduction in
teros of its effect in reducing retained earnings. It was Blunt's
position that Roseville's management controls Roseville's
capitalization ratio to a much greater degree than does the

Commission and that Roseville's shareholders are somewhat atypical in

terms of their decisions to invest. In this latter regard, Blunt
vestified:

"Roseville 1s a unique company, and we
both Know that they sell stock adove
book value. It appears to me that
Roseville stockholders might not care
about the book value of their shares,
but are more concerned about the market
value of their shares. As long as the
parket value stays up, they will be
satisfied, because the dividends are
based on market value, not book value."
(Transcript at 383-384.)
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4. DRisgqussion

At the outset, we commend the staff for its decision to
fully litigate this issue before the Commission. Our struggle with
the questlion of the appropriate ratemaking 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,
having never met the condition precedent to flowing through ITC (the
use of accelerated depreciation prior to 1969) and failing to make an
effective election with the IRS, has been an Qption 1 (sormalization)
utility since the reinstatement of this tax benmefit in 1971.
Nevertheless, from 1971 to 1981, Roseville has flowed through ITC in
direct contravention of the I.R.C.

Although Roseville claims that its actlions were permissible
until it was in a ratemaking proceeding, we disagree with the
relevance of that portion of § 46(f) on which this assertion is
based. As noted earlier, § 46(f)(4)(A) provides for the disallowance
of ITC, the only sanction provided under the I.R.C., only after a
first final "inconsistent"™ determination by a regulatory agency. The
ratemaking determination required in that case, however, is not a
finding by the regulatory agency that the utility has used an option
for waich it was ineligidle. Rather, it requires directions by the
agency %0 the utility which are inconsistent with the terms of
Options 1 and 2. This provision would therefore never have deen
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 Optioen 1.
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. In the event of sueh a decision, coupled with the apparent
absence of any sanction for the improper use of Option 3, a2 situation
could have developed in which no IRS penalty in the form of a
disallowance of the credit would have bdeen imposed. However, it is
not the presence or absence of sanctions provided dy the I.R.C. or a
determination by this Commission which should have governed
Roseville's decisions. It was c¢lear to both Roseville and its
accountants that the company was an Option 1 public utility with no
opportunity, having never satisfied the prerequisites, of making an
effective Option 3 election. Yeft, Roseville c¢chose to ignore this
fact and continue to flow through ITC.

Examining some of Roseville's other arguments in support of
its actvions, we also find its reliance on our handling of Pacific's
and CGeneral’'s ITC prior to 19871 partially misplaced. In that case
(D.87838), we found, and clearly did not ignore, circumstances
similar ©o Roseville's: ineligibility for Option 3 flow-through due
to the fallure 0 commence accelerated depreciation in a timely

. fashion. D.87838 reflects our displeasure at being unable %o direct
Pacific¢ and General to flow through ITC. Nevertheless, we adopted
methodologies for treating ITC and accelerated depreciation (MAA/AAAT
method) which dore a direct relation to the option effectively
elected dy both of these utilities. That option was Option 2,
ratable flow-through, not Option 1. With respect to Roseville's
remaining arguments, we find some of them tainted by the questionadle
perception that apparent violations of the law should not result in
adverse consequences.

Despite these shortcomings in Roseville's position, we
ultimately reach the question of whether the proper response is a
reduction in rate base like that proposed by the staff. Any
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‘determination of this issue should take into consideration not only
all pertinent circumstances, but also the legislative intent that ITC
benefit both ratepayers and shareholders.

Although D.87838 applied only to Pacific and General, the
decision fully recounts a history of varyiag approaches £o the
prodlem of the appropriate ratemaking treatment of ITC 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: <o ensure that both ratepayer and utility
were treated fairly and to ensure that the tax benefits were
maintained. To the first end, we concluded: T"Flow-though of the %tax
benefits accruing under accelerated depreciation and ITC is the dest
method of handling these benefits for the purpose of balancing the
interest of the ratepavers and the companies for ratemaking
purpeses.” (82 CPUC at 576.) Because of our concern with
maintaining eligidility, however, we were unable %o adopt this method
for either Pacific or General. Again, in the interest of avolding
harsh treatment to either ratepayer or utility, we chose not the
other extreme (normalization), dut rather the specialized TAA/AAA"
method as a means of properly bdalancing these competing interests.

It was not until December 1981 that we finally resolved
this issue in favor of the use of conventional mormalization by all
public utilities subject to our jurisdiction. Our decision (D.§3848)
was prompted by the adoption of ERTA, which required that the
normalization of ITC de applied to property placed in service after
December 31, 1980. Although we adopted conventional normalization
for all utilities, our decision still includes discussion and
consideration of the "AA/AAA"™ methods. That discussion reflects our
continued belief in the validity of those methodologies, dut
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recognizes that they were "controversial” and that the circumstances
that first required %their adoption no longer prevalled. As we stated
at p. 13 of that decision:

"We agree that existing ratemaking procedures
allow for adequate recognition of the

nuances of normalization so that these nore
speclalized methods are not presently
required.”

The opportunity to determine the appropriate ITC accounting
methodology for Roseville never arose prior to 1981, the year in
which D.93848 was signed. Roseville’s attempt to file for general
rate relief in 1974 never received review deyond the staff.
Testimony received during hearing cdemonstirates that the staff had
informed Roseville that their financlal pleture was so sound that no
rate Iincrease was necessary. The staff apparently also suggested ¢o
Roseville that by avoiding a rate case until resolution of the
Pacific tax controversy, Roseville could maintain its enviabdble
position of flowing through ITC.

Uncertainty about the treatment of ITC by both parties
appears to have existed as late as the filing of this application in
August 1981. Staff counsel states:

"Due %o uncertainty about the treatment of
investment tax credit, Roseville's A.60813
was prepared and submitted showing three
alternate methods for calculating 1982 test
year estimated rate of return . . ."
(Staff's opening concurrent drief at p. 13.)

These methods included the "Present Method" (flow-through), the
"AA/AAA Method", and the "Normalized Method". According to
Roseville's witness, this approach 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 ITC appears understandable.
Roseville believed that a disallowance for a credit would not occur
until a rate determination and, dased on our review ¢f the statute,
was faced with the potential of this sanction never being imposed.
Roseville, familiar with our decisions Iinvolving Pacific and General,
may therefore have correctly c¢concluded that flow-through would bdest
serve the Iinterests of both ratepayer and shareholder in addition to
belog in keeping with Commission policy. The staff complains that
the only tangible benefit %o ratepayers is Roseville's decision to
forestall a rate increase which may not Ltself even be a direct
result of flowing through ITC. The staff, however, has not been able
to specify any detriment caused to the ratepayer by Roseville flowing
through ITC.

We note at this point staff counsel's apt observation at
the outset of hearling that the benefits realized by either ratepayer
or shareholder as a result of Roseville's decislion to flow through
ITC are difficult to quantify. A rate base reduction could, however,
have serious consequences for both ratepayers and shareholders.
Certainly, such a reduction could lead the IRS to question the
propriety of Roseville using flow-through for the open years. While
there may be argument what if anything the IRS ¢ould or would do upon
such a review, such an examination would nevertheless place Roseville
in a vulnerable position.

Additionally, we are concerned like Roseville of the impact
o the proposed rate dase reduction, even Iif slight, on the financial
management and condition of Roseville. Roseville should in fact bde
applauded for its approach %o financing which has no doudt
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contributed to reducing the need for rate relief, However, even with
"unique" investors, the absence of the type of rewards previously
offered by Roseville for investzent in the company could foreseeadly
have a demonstrabdble ill-effect on Roseville's ability to raise
capital, especially in a weakened econonmy.

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 substantial reduction in rate dbase over that originally
proposed by Roseville for normalization of ITC for 1982 only.

To deteraine the amount of the rate base reduction, we must
first address a related issue. In originally calculating the ITC
reserve for test year 1982, bdoth staff and Roseville had used the
full year end total of the unamortized portion. During hearings
Roseville altered 1ts position and advocated using an average
figure. Roseville contends in its brief that the average is most
reasonable dbecause all rate base items are average figures and the
deduction for unamortized ITC should be no different.

In its reply brief, staff altered its position on this
issue to agree with Roseville. This change was based on this
Commission’s recent decisions with respect to the 1982 test years of
Pacific and General. In those cases, we determined that the average
rate base of these two utilities be reduced by an average figure
representing test year deferred ITC. (D.93367 and D.82-06-054.) 3By
using an average figure for 1982 deferred ITC, the rate base
reductions proposed by staff and Roseville were changed to $4,859,000
and $531,000, respectively, thereby increasing the difference detween
the parties from an original $4.2 nmillion to $4.3 miilion.
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. We will adopt, as anticipated by the staff, an average
figure for deferred ITC for test year 1982. The use of an average
figure 1s consistent with current tax law and, as noted by Roseville,
the theory of normalization. By adopting this approach, Roseville's
rate base will be reduced $1,568,000, $1,037,000 more than first
proposed by Roseville. We believe that this rate dase reduction is a
sufficlent response t0 Roseville's decision to flow through ITC from
1971 %o 1981 with no further rate base reduction being required.
Except to this extent, we otherwise reject staff's recommendation.
The figure of $1,563,000 will therefore be adopted for Roseville's
average deferred ITC reserve.

Finally, we note that there was also a dispute concerning
how, if staff's proposed rate base reduction were adopted, ITC on pre-
1978 property would be amortized. Because we have not adopted the
staff's position in this regard, the issue of the appropriate method
of calculating the ITC reserve on pre-1978 property is now moot.

o [ - mo

After the filing of A.60873, the Reveaue 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 manner appropriate to and c¢onsistent with accepted accounting
and ratemakiag principles. In undertaking its audit, the staff
placed primary emphasis on recorded 1979, 1980, and the first six
months of 1981, while giving general consideration to the total time
since Roseville's last rate case (1959). Staff's recommended
adjustments resulting from the audit were summarized by staff counsel
as follows:

"1, Adoption of an IDC (Interest During
Construction) fixed formula;
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. Adjustment of Roseville's recorded IDC
from an unauthorized 10% rate %o the
prevailing Commission rate of 8%,
theredby disallowing $274,496 of excess
IDC between 1974 and June 1981 less
$43,435 of depreciation;

Credit for 1980, of $182,000 of direct
G&A [General and Administrative]
expeanses, and charging this amount %o
construction;

Disallowance of $6,000 of obsolete
equipment (Materials and Supplies);

Transfer of $42,000 salvage from

retained earnings to the Depreciation
Reserve;

Reclassification of certain phoune store
expenses ($33,500) delow the line, and
disallowance i3 rate base of certain
Phone Store inventory ($23,000);

Disallowance of $118,215, representing
construction related payroll taxes
overcleared for 1978, 1979, and 1980.

Depreciation on the overcharge is
$15,258;

Disallowance of [$60,906], represeanting
construction related 'relief, pension,
and workers' compensation' overcharged
for 1978, 1979, and 1980. Depreciation
on the overcharge is $7,352;

Disallowance of $970,700, representing
construction related vacation, sick
leave, and holidays overcleared for
1978, 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 addition, after receiving corrected data
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.:‘.‘rom Roseville, the staff modified its $970,700 disallowance
reflected in Item 9 adbove, to $202,000, a figure to which Roseville
subsequently agreed. (See, Exhibit 32.)

During hearing, however, Roseville presented testinony
disputing staff's disallowances in two categories: $113,215 for
capitalized payroll taxes and $60,906 for capitalized relief and
pension expense, less depreciation of $15,258 and $7,352,
respectively. Roseville also sought a $110,000 addition to rate base
Tor accrued vacation c¢apitalizable.

1. Capitalized Payroll Taxes and
Capitalized Relief and Pansion

These two issues lend themselves to a joint discussion
since the staff's adjustments and Roseville's response in dboth cases

are sinilar. We will follow a review of the parties' positions with
our disposition of doth Iissues.

a. Rositions of the Parties
The bases for staff's adjustments were explained in
@ staco's testimony during hearing and reiterated in staff's concurrent

opening bdbrief. In conducting its audit staff ascertained that
Roseville reflected its payroll taxes (state unemployment, federal
unemployment, and FICA) in three subaccounts of FCC Account 307
(Other Operating Taxes). Further, Roseville developed a rate (dbased
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 coustruction payroll was
13.84%, rather than 16.22% of total payroll.

It is staff's position that a "normal® accounting
procedure would be Lo set a rate, as Roseville did, and then adjust
the final clearing of payroll taxes to comnstruction for any error
between the accrual rate and actual experience. This latter
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adjustment was not made by Roseville with the result that Roseville
overcharged its comstruction accounts 2.38% or $11,430 in 1980, as

© well as $10,081 4in 1979, and $96,704 in 1978, for a total of
$118,215. Staff recommends that for accounting purposes payroll
taxes be charged to construction in the proportion of comstruction
payroll to total payroll and that Roseville's rate base be reduced by
the total $113,215 less $15,258 of depreciation. |

A similar situation led staff to recommend 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 c¢case of payroll taxes, Roseville had
failed to reconcile discrepancies between the acerual rate and actual
experience in the relief and pensions category and overcharged a
total of $60,906. Staff again recommends that relilef and pensions bde
charged to construction accounts in proportion to comstruction
account payroil to total payroll and that Roseville's rate base bde
reduced by $60,906 less $7,352 of depreciation.

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

(1) Staff's ratio for calculating
the annual percentages used %o
clear payroll taxes and relief
and pension to construction
for the years 1978 to 1980 is
erroneous.

In both cases, staff's
adjustnents are based on
figures for 1978 which were
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. not rec¢orded data for that
year dbut rather adjustments of
1977 transactions. By doing
s0, starff has overstated the
charges for payroll taxes and
reliefl and pension made to
construction for 1978.

With respect to Roseville's first contention, we note
that the staff {n calculating its annual percentages used the ratio

of construction payroll exeluding vacation and sick pay to total
payroll ingludine vacation and si¢k pay. Roseville, on the other

hand, used the ratio of construction payroll excluding vacation and

sick pay to the total payroll axcluding vacation and sick pay.
Roseville argues that logic dictates that the conmstruction payroll

and total payroll used to calculate the clearing percentage should
either both exclude or both Lnclude 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

faet that payroll taxes apply to the employee's base salary, rather

than to a salary figure excluding vacation and sick pay. As staff
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 c¢apitalized item or on
an expensed item, or even 1 they
were on vacation or a holiday, in
that 1f they got paid a dase
salary, it was that base salary
that had the taxes applied to it;
. . " (Transeript at p. 395.)
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. Roseville also claims that staff in calculating the
overcharges for capitalized payroll taxes and capitalized relief and
pensiors erroneously included figures which were not recorded 1978
transactions, bdut adjustments to 1977 figures. Regarding capitalized
relief and pensions, Roseville explains that the adjustments for 1977
were the result of a Pacific separations audit. In accordance with
that audit, Roseville reversed previous capitalization of relief and
pension expense in the amount of $123,238 and made a second eatry 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 bdy
$123,238. In the payroll tax category, Roseville contends that
several adjustments were made in 1978 in its accounts reflecting
payroll tax expense including two journal entries representing 1977
figures.

Roseville maintains that in both cases it had already
either reduced rate base or eliminated the figures in question fronm
rate base when staff either made the reduction or elimination again
for 1978 purposes. According to Roseville, staff's failure %o
consider the effects of these entries prior £o calculating the amount
of payroll tax and relief and pension capitalized for 1978 had the
effect of reducting rate base 2 second time for the same eatry.

Using 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 aad
pension and relief, respectively.
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. During the heariag, staff maintained its position
despite Roseville's testimoay regarding the 1977 adjustments. Staff
witaess 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 of more than 20 years since
the last rate increase, however, the staff was faced with a situation
of determining a reasonadble time upon which to base its audit. Staff
chose a period of three receat years recorded data coupled with
overall consideration of the period since 1959. Staff witness Long
explained that professional examinmation would have required a
thorough analysis of the underlying rationale for the 1977
adjustments and a review of its effeects on plant in service for 2
sufficient period forward and backward, rather than a mere
elimination of the 1977 dollars reflected in the journal entries in
question. Given the constraints of staff's audit (the 1978-1980 time
frame), such an examination was not possidle within the context of
“his rate proceeding. In addition to staff's inabllity to address
the cause and effect of the dollars in question, adoeption of
Roseville's position on the pension and relief expense figures wouvld
have required dlanket acceptance of Pacific's separations audit, a
step staff was apparently unwilling to take.

b. DRiscussion .
From our review of the testimony on these Iissues, we
have concluded that the staff's position is reasonable. Pivotal %o
this conclusion is our agreement with the staff that Roseville erred
in failing to adjust the final clearing of its payroll tax and reliefl
and pension expenses to construction for any discrepancies between
the acerual rate and actual experience during 1978 to 1980. Faced
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.wi‘ch nore than 20 years since Roseville's last rate case, the staff
was unavoldadly confronted with the necessity of choosing 2
zanageable time period which would de subject to its audit. We find
the time chosen and approach taken by the staff in each instance %o
be reasonable.

While Roseville may claim that certain figures were not
properly addressed by the staff in conducting 1ts audit relative to
capitalized payroll taxes and capitalized relief and pension, the
staff's testinony conclusively demonstrates that Roseville committed
the same error Iin calculating those charges in each ¢of the three
years covered by the audit. DBecause Roseville presented its 1977
adjustments as rebuttal to the staff's testimony, however, staff was
not given an opportunity to verify the ilmpact of those adjustments
siace 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 of the adjustments than proposed dy
Roseville, but also may have revealed another period in which
Roseville nad repeated its error and overcharged these expenses L0
construction. Under such circumstances, a2 further reduction to rate
base could have been required. As staff counsel points oub, decause
of the limits which staff set on its audit, it was also unable %o
exanine the Pacific separations agreement which resulted in some of
the 1977 adjustments ¢o relief and pension expenses which were made
in 1978.

We are additionally persuaded of the soundness of
staff's recommendation that payroll taxes and relief and pension be
charged to construction in the proportion of construction payroll
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.excluding vacation and sick pay to total payroll including \;acation
and sick pay. The sole argument offered by Roseville for this ratio
being based on total payroll excluding vacation and sick pay is that
both sides of the ratio should either include or exclude this Litem.
In fact, the staff and Roseville are in agreement that the numerator
of the ratio (comstruction payroll) should exclude vacation and sick
pay. Further, the staff's basis for including vacation and sick pay
in the denominator is consistent with what it represents: Lo%al
payroll.

We therefore adopt the staff's recommendations o
reduce rate bdase for 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. o o emaos

On Decemder 31, 1981, six months after the close of the
staff audit, Financial Accounting Standards Board Statement No. 43

. ("Accounting for Compensated Absences") (F.A.S.B. 43) became
effective. Ia accordance with F.A.S.B. 43, Roseville established a
liability account for vacations earned, but not taken, as of
Deceamber 31, 1981. This liability account Iincludes approximately
$425,000 in acerued vacation for plant personnel, general accounting
personnel, and executive personnel. Telephone plant 1s Increased to
the extent that portions of the charges for the above departzents are
capitalized.

During hearing, Roseville presented testimony on the impact
of the establishment of this account on rate dbase. According to its
witness, Roseville calculated the total liability accrued for each of
the subject departments. This liability was then multiplied dy a
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historical percentage of payroll capitalized to determine the portion
related to telephone plant. 3Based on this calculation, Roseville has
proposed an addition of $110,000 to 1982 beginning-of-year telephone
plant and the addition of $25,000 accumulated depreciation to the end-
of-year depreciation reserve. '

It is Roseville's position that its proposed addition %o
telephone plant should be adopted on the grounds that it explairned
its calculation and staff "introduced no evidence to challenge these
caleculations or question them in any way." (Roseville's opening
brief at pp. 39-40.) In fact, however, staff witness lLong had
responded <4that F.A.S.B. 43 had not become effective until
Decembder 31, 1981, six months following the close of his zudit.
Although believing that Roseville has attempted to comply with
F.A.S.B. 43, staff had not examined any of the calculations
underlyiag Roseville's proposed additlion 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
caleulations. Under these circumstances, we are reluctant to make
the addition to telephone plant proposed by Roseville at this time.
Qur adopted figure for rate base will therefore not include the
addition of $110,000 for telephone plant.

Rate of Refura |

In its application Roseville requested a 13.8% rate of
return bdased on a 10.2% embedded cost of debt and a 17.0% return on
equity for test year 1982. In response staff estimated a 10.69%
average cost of debt and recommended a rate of return of 13.13% to
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.13.“3% equating to a return on equity of 14.75% %o 15.25%. As part
of its subsequent stipulation with the staff, Roseville accepted this
rate of return range as reasonadle.

The parties disagreed, however, on which end of the rate of
return range would be most appropriate depending on our resolution of
the issue related to Roseville's flow-through of ITC. Roseville
asserted that the higher end of the range (15.25%) was more
reasonable if the staff's proposed rate base reduction was adopted.
Specifically, Roseville argued that the negative impact on retained
earnings of a rate base reduction as proposed by the staff would in
tura reduce the percentage of equity in Roseville's capital
structure. As a result, Roseville's counsel states:

r(S]tockholders are further back in behind a

greater proportion of debt with respect to
their share ¢f company earnings...are
exposed to 2 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 starff conceded that the higher end of
ts range might be applicable assuming the staff prevailed oa the ITC
issue. The staflf witness, however, did not identify the exact
percentage figure which should be adopted and further urged the
Commission to adopt the lower end of its recommended rate of return
range should the staff's rate dase reduction not be adopted.

OQur resolution of the ITC issue, which we have previously
discussed, 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
testinmony and concluded that the impact of our dec¢ision need not bde
compensated through any adjustment of rate of return. We find the
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nidpoint of both ranges proposed by the staff Lo be reasonable and
will therefore adopt a 13.28% rate of return on total rate bdase,
which results in a 15.00% return on equity. Roseville is a growing
utility whick %traditionally Bkas sold its common stock directly,
primarily to persons living in 1ts service territory. It has been
able to sell its stock at adove book value. There was no indication
in the record that this situation would change.
ummany of Faraings

The following table reflects the summary of earaings for
Roseville at present rates bdased on the positions of stafl and
Roseville as well as our adopted figures in each category listed.
Qur 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 ¢o Pacific,
Roseville will be allowed to increase customer dillings 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

Adopted
Total
Lien Skafts Medlity  Company  Intrastake
(Dollars in Thousands)

Operating Revenues

Local Service $ 7,968 ¢ 7,968 ¢ 7,968
Extended Area Service 5,669 5,683 5,669
Message Toll 14,187 14,164 14,147
Mis¢ellaneous 1,608 1,608 1,608

Total Revenues 29,389 29,420 29,389
Uncollectibles 268 265 265
Total Operating Revenues 29,124 29,155 29,124

Operating Expenses

Maintenance 5,046 5,046 5,046

Traffic 1,578 1,578 1,578 1,345
Commercial 1,960 1,960 1,960 1,792
General Qffice Expense 2,644 2,644 2,644 2,2&1

Other Operating Expense 1870 _1.870 __1.670 —_—Ta 3l

Subtotal 12,898 12,898 12,898 11,209
Depreclation Expense 4,388 4,396 4,388 3,808
Amortization 346 346 346 300
Prop. & Other Taxes 720 720 720 622
Payroll Taxes S42 542 542 468

tate Income Tax 728 712 713 581
Federal Income Tax 2,131 2,062 2,067 2,u98

Net Operating Expenses 22,753 22,676 22,674 19,486
Net Operating Reveaues 6,371 6,479 6,450 5,387
Rate Base

Plant in Service 81,141 81,449 81,141 69,976
Materials & Supplies 349 349 349 301
Workiang Cash 1,561 1,561 1,561 1,346
Less: Depr. Resrv. 18,041 18,097 18,041 15,559

Def. Tax Resrv. 5,990 5,990 5,990 5,166
Avg. Def. ITC Res. L, 850 e 1.5863 1,382

Total Rate Base $54,161  $58,7T41 457,452 $49,546
. Rate 0f Retura 11.76% 11.03% 11.23% 10.87%

* Before Petition to Set Aside Submission.

- 46 -
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Among the stipulated issues, Roseville and the staff also
reached an agreement on rate design., That agreement is embodied in
Exhibit 33 which sets forth three alternatives entitled 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
pillings); and (3) Alternative Rate Design II, based on a revenue
requirenent greater than $2,580,800.

We have reviewed Exhibit 33 and c¢oncluded that Altermative
Rate Design I is the most reasonabdle means of ylelding our adopted
revenue requirement of $2,468,000 and $3,836,000 in customer
vpillings. Because our adopted figures are below those contemplated
by Alternative Rate Design I, we will be able to employ this rate
design while also eliminating the necessity of the staff-proposed
surcharge of $120,000 and making only slight adjustments ¢o the basic
exchange rates originally proposed in Alternative Rate Design I. The

. following table reflects the rate designs first proposed by

Roseville, those included in Exhidit 33, and that adopted dy this
decision.
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Alt. Rate Alt. Rate
Jedlity Jnitdal _Desiem ] Degien II Adopted
(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 (28.2) (18.1)  (18.1) (18.1)  (23.9)
PBX & Answering Services 77.6 83.8 83.8 83.8 83.8
Loudspeaker Paging Systems .5 1.8 1.8 1.8 1.8
Dataphone Service 1.0 .9 .9 9
Protective Connection
Arrangements 2.2 1.2 1.2 1.2
Touch Calling Service = - - -
Wide Area Telephone Service - 1.2 1.2 11.2
Directory Listing/Joint User/
Interexchange Receiving Ser. 47.2 47.2 47.2
Custom Calling Service 20.1 20.1 20.1
Multi-Element Service
Comnection Charge 167.1 167.1 167.1
Mileage Rates 33.9 98.1 98.1

Foreign Exchange Service
Residence Access 2.9 102.2 36
Business Access (2.7 141.8 29
Mileage 161.1 322.1 322
Rotary Number (4.0) (4.0) (&

Message Units
Residence 116.1 116.1 116.1
Business 115.5 115,5 115.5
Foreign Exchange

Service Total 368.9 793.7 1,315.4
Toll Terminal Service .9 1.2 1.6

Basi¢ 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 L2.4 16.8 24.1 32.2 244

Extension Station =% (213.9) _(513.5) (512.8) _(513,58)
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 = - 120.2 41,8 =

Total 6,750.5 2,557.0 4,000.0 5,400.0 3,836.0

(Red Figure)

* Revenue effect is incorporated in unbundling exhibdit.
#% Correction - Business Trunks were not included.

- 48 -
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. As noted previously in Exhidit 27 the staff recommends that
the Commission order Roseville %o implement the measured service rate
plan attached to that exhidit on or bvefore June 30, 1985, for the
Citrus Heights DA and on or bdefore March 31, 1986, for the Roseville
Main DA. Staff proposes that the plan should be filed by advice
letter and become effective upon resolution approval dy the
Commission. Staff further recommends that all affected customers be
provided written notice of the implementation of the plan 60 days
prior o that implementation.

The benefits which will be realized by Roseville's
customers as a result of local measured service have deen reviewed
earlier in this decision. Among other things, the measured service
plan proposed by the staff will permit the institution ¢f a residual
measured rate service at a rate less than flat rate service, as well
as the ultimate expansion of the local calling area, issues which
were the focus of much of the public witness testimony. We delieve
that the staff's recommendations provide an expedient and reasonable

means of achievirg this additional service and will therefore adopt
the staff's proposals contained in Exhibit 27.
service for the Handicanped

Roseville also agreed %o the recommendations contained in
the staff's report "Recommended Program of Services for Handicapped
Customers” (Exhidbit 25). The exhibit, admitted into evidence by
stipulation, recoummends an initial allowance of $10,000 per year %o
restore the shortfall in billing which results from the 50% discount
allowed certified handicapped customers on specialized terminal
equipment. Tabdble 2 included in our discussion of rate design
incorporates this provision., We will adopt this figure and direct
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Roseville to file tariffs consistent with the recommendations
contained in Exhibit 25. We will also order Roseville to publicize
the program, track the response, and report the financial impact
seaniannually to the Commission until further order.
Tladlngs _of Faqh ,

1. By this application, Roseville requests an aanual inerease
in customer billing revenues of $6,693,000.

2. Properly noticed hearings were held in this application at
which all parties, including the publie, were given an opportunity %o
participate. '

3. While this application was submitted upon the filing of
concurrent briefs, 1t {s 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.

4. Roseville's present overall level of telephone service is
good; new electronic equipment scheduled for installation between
1982 and 1985 will enadle Roseville to provide detter quality service
Lo 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 the most part, are concurred in by Roseville.

§. Based on the agreement reached between staff and Roseville
during hearing and Roseville's further modification of its position
in the Petition to Set Aside Submission, Roseville's results of
operations and rate of return for test year 1982 would require an
increase in customer billing of $3,847,000.
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7. Adoption of the staff's estimated results of operations and
rate of return for test year 1982 would require an increase in
customer dilling of $2,694,000.

8. Except for staff's recommendation for a rate base reduction
related to cumulative unamortized deferred ITC for 1971 through 1981,
the staff's estimate of operating revenues, operating expenses, and
rate base for the test year, as stated in Exhivit 32, is reasonadble
and should be adopted.

9. A determination of the proper ratemaking treatment of
Roseville's cumulative unamortized ITC for 19771 through 1981 iavolves
consideration of ¢omplex and somewhat unique accounting, fax, and
ratemaxing problems.

70. Under the applicable federal legislation, Roseville was
given three accounting options for the ratemaking treatment of ITC;
Option 1, normalized calculation of ITC, has been deemed to apply to
Roseville since 1971.

11. Roseville treated ITC on a flow=through or Option 3 basis
f»om 1971 through 1981.

12. Advice from accountants and the staff, coupled with
decisions by the California Supreme Court and this Commission, led
Roseville to contiaue %0 flow through ITC between 1971 and 1981.

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

14. ITC is a benefit to be shared by ratepayers and
shareholders, and the Commission should endeavor £o ensure that this
tax benefit is maintained.

15. 7The rate base reduction proposed by the staff is not an
appropriate response t0 Roseville's flow=through of ITC from 1971
tarough 1981, and its adoption could have a2 negative impact on
Roseville's ratepayers and shareholders allke.
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" 16. It is reasonadble to require Roseville %o treat ITC on a
pormalized basis beginning January 1, 1981.

17. In caleculating ITC reserve, required for normalized ITC,
for test year 1982 an average figure, as opposed to the full year-eﬁd
total of the unamortized portion, i3 reasonable and should be adopted.

18. Normalization of ITC for 1987 and 1982 requires a reduction
of Roseville's rate base by $1,568,000, $1,037,000 more than first
proposed by Roseville.’

19. A rate dase reduction of $1,568,000 is a reasonable
response to Roseville's decision to flow through ITC from 1971 to
1981.

20. The staff's downward adjustments irn rate base for
capitalized payroll taxes ($118,215 less $15,258 of depreciation) and
capitalized relief and pension (360,906 less $7,352 of depreciation)
are reasonable and should be adopted.

217. Roseville's payroll taxes and relief and pension should de
charged to comstruction accounts in the proportion of comstruction

.payroll excluding vacation and sick pay to total payroll including
vacation and siék pay.

22. An insufficient basis exists at this time to add $110,000
to telephone plant related to Roseville's liability account for
vacations earnmed, dbut not taken (F.A.S.B. 43).

23. A rate of return on common stock equity of 15.00% and an
overall rate of return of 13.28% for the test year 1982 are
reasonable.

24, The adopted results of operations and rate of return for
test year 1982 result in a gross revenue requirement of $2,468,000
and an increase in customer billings of $3,836,000.
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. 25. The rate design identified as Alternative Rate Design I in
the Jointly sponsored Exhidit 33 is the most reasonable means of
yielding our adopted revenue requirement of $2,468,000 and customer
billings inerease of 43,836,000.

26. The implementation of measured service rates by Roseville
will permit the institution of residence measured rﬁte serviée, as
well as the ultimate expansion of the local calling area, issues of
much concern to Roseville's customers.

27. The staff's proposed measured service rate plan attached to

27 is reasonable and should be implemented on or before

1985, in Roseville's Citrus Heights DA and on or before

1986, in its Roseville Main DA.

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

29. The staff's recommended program of scrvices for the .

.handicapped, including the estimated initial allowance of $10,000 per
year, is reasonadble and should dbe adopted.

30. Roseville shquld file tariffs which provide a program of
services for hondicapped customers ¢consistent with the
recommendations in the staff's Exhibit 25. -

21. Because there is an immediate need for the rate relief
authorized, this decision should become effective today. '

32. The cost of service adopted herein is based on
conventional normalization methods as mandated by the Economice
Recovery Act of 1681 consistent with Commission D.92848 dated
December 15, 1981 in Order Instituting Investigation 24.

nelu n_ o Law '

Roseville should be authorized to place into effect the
increased rates found %o be just and reasonable in the foregoing
findings of fact.
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QRRER
IT IS ORDERED that:

1. 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 Appendix 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 schedules.

2. Roseville shall implement measured service rates in its
Citrus Height District Area on or before 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 for these district areas outlined in Exhidbit 27. This filing
shall be made no later than 6 months prior to its implementation. ’

.Roseville shall notify all affected customers of the implementation

of the plan by bill insert mailed 60 days prior to that
inplementation.

3. Roseville shall file with the Commission, 15 days after the
effective date of this order, in conformity with the provisiouns of
General Order 96-A, tariffs providing a program of service for
bandicapped customers consistent with Exhidvit 25. The tariffs shall
be effective S5 days after the date of filing. The program shall be
publicized dy bill inserts 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 beginning six months after the effective date
of the tariffs establishing the program until further order.
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4. This matter is submitted and closed upon the effective date

of this decision.
This order is effective today.
1982

Dated SEP 8

. at San Francisco, California.

JOHN E. BRYSON
President

RICHARD D, GRA

LEONARD M, GRIMES

VICTOR caLve |

PRISCILLA C. GREW

mmissioners

T CERTIFY TEAT THIS “DECISION
WA” APPROVED BY THE ABCOVE
COAMLSS;OKERS TODAY. B

//2 4 Qh"/z ‘--n
Sepd E. Rodovitz, /ﬁcmw zor
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APPENDIX A
Page 1
RATES AND CHARGES

The rates, charges, and conditions of Roseville Telephone cOmpanf are changed
as set forth below.

Schedules Nos. A~1l, A=2, and A-1l9 - Basic Exchange Service: Semipublic Coin
Box Service: Toll Terminal Serwvice

The £ollowing rates and revisions are authorized:

Class and Grade

of Service Monthly Rate
(FLlat Rates)

Rogeville Base Rate Area,
Rogseville West and Folsom Lake SRA's

Business A
Flat Business Line $18.30
Business Answering Line 18.30
Semipublic Coin Box 28.30
Trunk 27.15
Toll Terminal Line 27.15

. Residence
One-party
Two=pazty
Four-party

Roseville's Citrus Heights District Area

Business
Flat Business Line
Business Answering Line
Semipublic Coin Box
Trunk
Toll Terminal Line

Residence
Cne-party
wo=party
Four=party
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APPENDIX A
Page 2
RATES AND CHARGES

Schedules Nos. A=4, A=33 and C~1 ~ Mileage Rates

The proposed revisions as set forth in Exhibit No. 29, Appendix O, are authorized.

Schedules Nos. A-S5, A-6, A=7, A-9,and A=33 - PBX and Ansvering Services

The proposed revisions as set forth in Exhibit No. 29, Appendix D
are authorized.

Schedules Nos. A~14, A=13 and A-8 = Directory Listings: Joint User Service;
Interexciange Receiving Service

The proposed revisions as set forth in Exhidbit Wo. 29, Appendix I are authorized.

Schedule No. A=10 - Wide Area Telephome Service (WATS)

The utility is authorized to adopt the rates and charges applicable to WAIS

as set forth in The Pacific Telephone and Telegraph Company'’s Cal. P.U.C. Schedule
No. 128-T.

Schedule No. A=-12 = Touch Calling Service

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

Schedule No. A-15 = Supplemental Equipment

The proposed revisions as set forth in Exhibit No. 33, Appendix A-l are
suthorized.

Schedule No. A=~20 ~ Foreign Exchange Service

The proposed revisions as set forth in Exhibdbit No. 29, pages 2-13 through 2-15 and
Appendix P, Alternate Rate Design I, are authorized.

Schedule No. A=21 = Rey Telephone Systems

The proposed revisions as set forth in Exhibit No. 33, Appendix C-1
are aguthorized.

Schedule No. A=24 = Dataphone Service

The proposed revisions as set forth in Exhibit No. 29, Appendix F are authorized.

Schedule No. A=25 - Protective Conmecting Arrangements

The proposed revisions as set forth in Exhibit No. 29, Appendix G are authorized.
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. Schedule A=26 = Visit Charge

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

Schedules A=29 mmd A=29 — Custom Calling Service; Remote Call Fowardinx_Service;

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

Schedule A-31 = Loudspeaker Paging Systems

The proposed revisions as set forth in Exhidit No. 29, Appendix E are authorized.

Schedule No. A-35 - Multielement Service Connection Charges

The proposed revisions as set forth inm Exhibit No. ll, page 70 are authorized.

Schedule No. A~4l ~ Telephone Sets

The proposed revisions as set forth inm Exhidit No. 33, Appendix B~1 are authorized.

(END OF APPENDIX A)
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Residance Business Residence Businass
S ey
One~Party $6.25 $12.50 $10.30 $19.60
o Tomah TN $7.75 $14.50 $12.10 $21.90
Two-Party $5.15 $ 8.70 -
Four-rarty $4.35 $ 7.55 -
Roseville Wes% & Folsom Lake

One-Party $7.25 $10.30 $19.60
& oA TN $8.75 $12.10 $21.90

Two=Party $5.25 $ 8.70 -
Four=-Party $4.85 $ 7.55 -
Citrus Hedghts District Area

One=Party $7.40 $14.75 $12.00 $22.85
,27}N¢J+rvv~/ $8.90 $16.75 $13.80 $25.15
Two=Party $6.00 - $ 9.95 -
Four~Party $5.10 - $ 8.65 -

#Present and adopted rates include a2 utility-provided

standard rotary telephone set. For one-party service,

where touchtone service is available, present and

adoprted rates include a utility-provided Souchtone

set. The monthly increase {or a one-party line

custouer may be reduced either by $1.30 per nonth

(standard rotary set) or $2.10 per month (touchtone
set) if the customers provides his own equipment.

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

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's
reconmended program of services for handicapped customers.

Discussion in the decision focuses on the principal areas of
disagreement detween Roseville and the staff, including the
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‘. 25. The rate design identified as Alternative Rate Design I in
the jointly sponsored Exhibit 33 is the most reasonadle means of
yielding our adopted revenue requirement of $2,468,000 and customer
billings increase of $3,836,000. '

26. The inplementation of measured service rates by Roseville
will permit the institution of residence measured rate service, as
well as the ultimate expansion of the local calling area, issues of
much concern to Roseville's customers.

27. The staff's proposed measured service rate plan attached to
Exhibit 27 is reasonable and should de implemented on or before
June 30, 1985, in Roseville's Citrus Heights DA and on or before
Mareh 371, 1986, in its Roseville Main DA.

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

29. The staff's recommended program Of services for the
handicapped, including the estimated initial allowance of $10,000 per

.year-, is reasonable and should be adopted.

30. Roseville should file tariffs which provide a program of
services for handicapped customers consistent with the
recommendations in the staff's Exhibit 25.

31. Because theré is an immediate need for the rate rellef
authegéfed, this decision should become effective %today.

Roseville should be authorized to place Iinto effect the

increased rates found to be just and reasonable in the foregoing
findings of fact.




