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October 29, 2001

Eric Van Wambeke, Regulatory Analyst

Telecommunications Division, Third Floor

California Public Utilities Commission

505 Van Ness Avenue


San Francisco, CA 94102

RE:
Reply 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 reply comments on Draft Resolution (DR) T-16597.  Kerman filed its comments (Kerman comments) on the DR on October 23, 2001.  

ORA finds no merit to Kerman’s comments, and continues to support strongly the Telecommunications Division’s (TD) recommendations, conclusions and findings in the DR, with the exception of the existing language in OP No. 3 requiring ORA to perform an audit.  ORA recommends that the Commission adopt DR T-16597, incorporating the modifications to OP No. 3 as proposed by ORA in its October 23, 2001 comments.

ORA’S REPLY COMMENTS

In its comments, Kerman claims that the text of the DR is prejudicial to Kerman, that TD did not provide the Company with an adequate opportunity to provide supporting information, that Kerman should not be required to make a local measured rate design proposal or a specific directory assistance (DA) rate/allowance proposal as part of its application, and that it is neither necessary nor appropriate for the Commission to order an audit of Kerman’s affiliate transactions.

There is no merit in the concerns raised by Kerman.  First, Kerman incorrectly characterizes TD’s  recommendations in the DR.  TD’s statements on the inadequacies of Kerman’s AL filing constitute neither “contentions,” “findings,” “preliminary positions,” nor “conclusions.”  (Kerman comments, p. 1, 4.)  Rather, TD raised these issues in its review of Kerman’s AL (DR, p. 4), which require more thorough investigation in an application.  For example, the first issue discussed on page 4 of the DR is simply a summary of information provided in Kerman’s own work papers as part of its GRC AL filing.  Kerman does not challenge the accuracy of this summary in its opening comments, because the summary contains no conclusions or findings on Kerman’s past or projected intrastate rate of return (ROR), expenses, or revenues.  Rather, the only findings or conclusions that TD draws on the Company’s requested ROR is that (1) Kerman provided no support for its proposed ROR in its GRC AL; (2) the ROR request is more properly addressed in a GRC application; and (3) Kerman should be required to furnish its cost of capital work papers to support its requested ROR in such an application.  (DR, p. 4, 6.)  Kerman should have tendered the cost of capital work papers with its GRC AL filing.  Similarly, the issues of prudence discussed by TD on Kerman’s new building lease and its network and equipment upgrades are simply that: issues that should be addressed in an application.

Second, Kerman’s claims that it was denied the opportunity to provide further information to the Commission on its cost of capital, the number of customers residing within 18,000 feet from its COB, and its central office switch upgrade are moot.  The Commission has determined that such issues should be part of a GRC application, and Kerman will have every opportunity to provide whatever information it considers relevant to their consideration.  

Finally, the Commission may order an audit of Kerman’s affiliate transactions, jurisdictional separation practices, and director compensation, based upon its preliminary review of Kerman’s operations.  

CONCLUSION 

Kerman’s October 23, 2001 reply comments have no merit.  Kerman should have filed its cost of capital work papers with its GRC AL.  The questions of prudence identified by TD are highly complex and controversial, and require full consideration in a GRC.  An audit is fully justified.  ORA supports the need for Kerman to submit the DA charge and call allowance described in the DR, and to include rate design proposals for optional residential and mandatory business measured service as part of its application.

For the above reasons, Kerman’s comments should be ignored.  ORA strongly urges that the DR be adopted as modified in ORA’s October 23, 2001 comments.

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

415-703-1349.  Please send copies of all correspondence to the undersigned and to Mr. Sukhov.

Respectfully submitted,

Michael D. McNamara

Senior Manager

Cc:  Rhonda Armstrong, Kerman Telephone Company

Brian M. Chang

Richard Fish

Norman Low
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