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October 23, 2001

Eric Van Wambeke, Regulatory Analyst

Telecommunications Division, Third Floor

California Public Utilities Commission

505 Van Ness Avenue


San Francisco, CA 94102

RE:
Comments of the Office of Ratepayer Advocates (ORA) on Draft Resolution T-16597

Dear Mr. Van Wambeke:

Pursuant to Rule 77.7 (c) of the Commission’s Rules of Practice and Procedure, this letter sets forth ORA’s comments on Draft Resolution (DR) T-16597.  Kerman Telephone Company (Kerman, the Company) filed Advice Letter (AL) No. 291, which consisted of Kerman’s request for a General Rate Case (GRC) filing in response to Commission Decision (D.) 01-02-018.  The Telecommunications Division (TD) issued DR T-16597 on October 9, 2001.  This DR rejects without prejudice Kerman’s requests for (1) additional funding from the California High Cost Fund-A (CHCF-A) and (2) an annual net revenue decrease in customer billings totaling $190,511.  The DR also requires Kerman to resubmit its GRC by application, and requires ORA to conduct an audit of the affiliate transactions and jurisdictional separation practices of the Company.  ORA strongly supports TD’s recommendations, conclusions and findings in the DR, and recommends that the Commission adopt DR T-16597, with the following exception: the Commission should order Kerman to reimburse ORA fully for audit expenses if the Commission requires ORA to  conduct such an audit. 

BACKGROUND

Kerman originally filed Advice Letter (AL) No. 291 on June 1, 2001, but notice of it was posted erroneously in the Commission’s Daily Calendar of June 6, 2001.  A corrected notice of AL 291 was posted in the Daily Calendar on June 20, 2001.  This AL consisted of Kerman’s request for a General Rate Case (GRC) filing in response to Commission Decision (D.) 01-02-018.  ORA filed a timely protest of Kerman’s AL on July 5, 2001.

DRAFT RESOLUTION

In DR T-16597, TD concludes that Kerman’s AL 291 has failed to provide the supporting work papers necessary to justify its requested intrastate rate of return.  It recommends that Kerman’s ROR be determined in an industry review involving other small LECs, and that the Company submit request for a Directory Assistance (DA) charge and call allowances similar to those currently in place for those LECs.  In addition, TD finds that this AL raises other issues of a complex and controversial nature that can only be properly addressed through the application process.  These issues include certain questions of prudence with regard to Kerman’s expenses for general office improvements and upgrades of network facilities, and other questions regarding Kerman’s relationship with its parent company, its affiliate transactions, and director compensation.  

ORA’S COMMENTS

ORA strongly supports most of the findings and recommendations contained in the DR.  ORA agrees that Kerman has failed to provide the supporting work papers necessary to justify its requested intrastate rate of return.  In addition, the draft resolution rightfully concludes that the questions of prudence identified by Telecommunications Division staff are highly complex and controversial in nature.  These and the other concerns raised by TD staff clearly justify TD’s recommendations in this regard, and the need for Kerman to address those issues in a GRC application.  ORA also supports the DR’s requirement that Kerman submit the DA charge and call allowance request described above.

While ORA strongly agrees that such an audit is warranted, it does not support the current wording of the charge to ORA in Ordering Paragraph 3. The OP would require it to conduct an audit of Kerman's affiliate transactions and jurisdictional separation practices. This requirement as it stands places a substantial fiscal and resource burden upon ORA, without providing a feasible means to meet this obligation.  Given the current fiscal and staffing constraints under which ORA and the other divisions are operating, it will not be possible for ORA to discharge its responsibility to perform the required audit as proposed in the DR.

ORA agrees with the importance of the questions of prudence raised by TD, and agrees that such an audit is necessary.  However, rather than simply requiring ORA to conduct the audit, ORA proposes that it should be authorized to obtain an outside auditor to audit Kerman's affiliate transactions and jurisdictional separations practices and related areas.  ORA proposes to issue a Request for Proposal (RFP) so that an auditor may be hired through competitive bidding and complete the audit as part of Kerman's GRC proceeding.  Kerman should be directed to provide funding for this outside audit.  ORA is uncertain as to when Kerman was last audited by the Commission, although ORA’s best guess is that this could have been many years ago.  ORA tentatively estimates that $125,000 will be needed to cover the consulting costs.  After the completion of the audit, ORA proposes that Kerman be permitted to seek recovery of the consulting costs incurred by ORA in the GRC proceeding, and to amortize this expense over three years.

Therefore, ORA proposes Ordering Paragraph (OP) No. 3 be amended as:

“The Office of Ratepayer Advocates shall be authorized to contract with an auditor to conduct an audit of the affiliate transactions and jurisdictional separation practices and related areas of Kerman Telephone Company.  Kerman Telephone Company shall provide the funding for ORA's contracted auditor, and may seek recovery of the cost in its GRC proceeding, to be amortized over three years.  Kerman Telephone Company also shall establish a memorandum account to record the direct expenses incurred as a result of the funding obligation created by this Resolution.”

Alternatively, should the Commission determine that the consulting expense would not be reimbursable by Kerman; ORA should not be required to conduct the audit.  Without  this financial assistance, ORA does not have the ability to discharge its responsibilities with respect to the ordered audit.  In this instance, ORA proposes Ordering Paragraph 3 be deleted in its entirety. 

CONCLUSION

ORA recommends that the Commission adopt DR T-16597, with the modification to OP No. 3 described above.

If you need further details or clarification, please contact Mr. Michael Sukhov directly at 415.703.1349.

Respectfully submitted,

Michael D. McNamara

Senior Manager

Cc:  Rhonda Armstrong, Kerman Telephone Company

Brian M. Chang

Richard Fish

Norman Low
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