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I. statement

1. The captioned proceeding was commenced on June 30, 2003, when Phillips County Telephone Company (PCTC) filed Advice Letter No. 61, with accompanying tariff sheets.  The stated purpose of this filing was to increase PCTC’s intrastate access rates by approximately 34 percent.  In addition to these tariff changes, PCTC requested support from the Colorado High Cost Support Mechanism (HCSM) in the total amount of $22,387 pursuant to the Commission’s Rules Prescribing the Procedures for Administering the Colorado High Cost Fund, 4 Code of Colorado Regulations (CCR) 723-41.   

2. By Decision No. C03-0806 adopted on July 23, 2003, the Commission suspended the effective date of the tariffs filed by PCTC with Advice Letter No. 61 for a period of 120 days and assigned this matter to the undersigned administrative law judge (ALJ).  By Decision No. C03-1312 dated November 24, 2003, the Commission suspended the effective date of the subject tariffs for an additional 90 days.

3. Timely interventions were filed in this matter by the Staff of the Colorado Public Utilities Commission (Staff) and the Colorado Office of Consumer Counsel (OCC).  

4. On September 22, 2003, PCTC filed the direct testimony and exhibits of Kevin J. Kelly, a Managing Regulatory Consultant for TCA, Inc.—Telecom Consulting Associates.  Answer testimony and exhibits were submitted by John P. Trogonoski and Karlton R. Kunzie, Staff Rate/Financial Analysts, and Patricia Parker, an OCC Rate Analyst, on November 3, 2003.   On November 13, 2003, PCTC submitted rebuttal testimony and exhibits from Mr. Kelly, James B. Dean, an attorney with Dean & Stern, LLC, and Dr. James H. Vander Weide, President of Financial Strategy Associates.

5. This proceeding was originally set for hearing on November 21, 2003.  See, Decision No. C03-0806.  That decision also established a procedural schedule governing this case.  However, on November 19, 2003, PCTC filed a Motion to Vacate Procedural Schedule (Motion to Vacate) advising that the parties had reached a tentative settlement resolving all disputed issues in this matter.  The Motion to Vacate was granted on November 24, 2003.  See, Decision No. R03-1313-I.  That decision established December 10, 2003, as the deadline for submission of a settlement agreement.  It also set a December 18, 2003, hearing date in the event a hearing was required in connection with any such agreement.  

6. On December 10, 2003, PCTC, Staff and the OCC filed a Joint Motion to Approve Stipulation and Settlement Agreement (Motion to Approve Stipulation).  A Stipulation and Settlement Agreement (Stipulation) signed by the parties was filed contemporaneously with these pleadings.  On December 19, 2003, PCTC filed a Notice of Supplemental Filing (Supplemental Filing) that included revised pro forma tariffs (referred to as Exhibit A in the Stipulation) that were inadvertently omitted from the Stipulation as originally filed.

7. On December 16, 2003, the ALJ advised the parties electronically that the Motion to Approve Stipulation would be granted and that the December 18, 2003, hearing in connection with the Stipulation would not be necessary.

II. FINDINGS AND CONCLUSIONS

8. In this proceeding PCTC seeks Commission approval to increase its intrastate access rates by $70,335 and to secure HCSM support in the total amount of $22,387.   This is designed to partially offset a calculated intrastate revenue requirement deficiency of $165,996.  The methodology utilized by PCTC in support of its proposed access rate increase is described in Schedules 1 through 7 attached to Mr. Kelly’s direct testimony.  The methodology utilized by PCTC in support of its request for HCSM support is described in Schedules 8 through 10 attached to that testimony.  

9. Staff and the OCC challenged various aspects of PCTC’s proposal.  Among other things, Staff recommended a capital structure of 60 percent equity and 40 percent debt versus the 70 percent/30 percent capital structure used by PCTC; a cost of debt of 5.5 percent versus the 8.12 percent figure used by PCTC; a cost of equity of 5.75 percent versus the 12 percent figure used by PCTC; and a weighted cost of capital of 5.65 percent versus the 10.84 percent figure used by PCTC.  See, answer testimony of Mr. Trogonoski.  Staff concluded that PCTC’s intrastate access rates should be allowed to increase by $28,842 and that it is eligible to receive $22,147 annually in HCSM funding.  However, Staff also concluded that certain cost adjustments were required to PCTC’s Separations Study, the effect of which was to lower its revenue requirement to a level that would make it ineligible for HCSM funding under § 40-15-208(2)(a), C.R.S.  See, answer testimony and exhibits of Mr. Kunzie.

10. The OCC concluded that PCTC is not eligible for HCSM support under § 40-15-208(2)(a), C.R.S., since, under its calculations, PCTC’s local exchange service revenues exceed the cost of providing local exchange services.  It also concluded that PCTC’s cost of service calculations were in error since, in its opinion, PCTC’s regulated services are subsidizing some of its deregulated services.  The OCC largely agreed with Staff’s conclusions regarding PCTC’s cost of equity and cost of debt.  It recommended a capital structure of 50 percent equity and 50 percent debt.  Using Mr. Trogonoski’s cost of equity analysis, the OCC concluded that PCTC’s intrastate access rates should be calculated in accordance with its revised revenue requirement recommendations.  See, answer testimony of Ms. Parker and Exhibit PAP-13 attached thereto.

The Stipulation reflects the parties’ compromise pertaining to the issues described above.  For purposes of settlement, the parties agree that PCTC’s imputed capital structure is a 40/60 debt to equity ratio, that its return on equity is 9.5 percent, that its weighted cost of capital is 7.9 percent, and that its revenue requirement is $1,028,725.  The parties agree that the stipulated rate of return falls within a range of reasonableness.
  They also agree that PCTC has provided proper support pursuant to 4 CCR 723-41-18.1 and 4 CCR 723-41-18.2 for HCSM funding for high loop costs and high local switching costs in the amount of $260 annually.  Finally, they agree that PCTC’s switched access rates should be increased by $85,545.  This is to 

11. be accomplished by the filing of an Amended Advice Letter No. 61 with updated tariff sheets, updated access rates, and with a new effective date in the form of a compliance filing to be filed on one day’s notice.  See, Exhibit A attached to the Supplemental Filing.   

12. Having considered the Stipulation, as well as the pre-filed testimony and exhibits submitted in this matter, it is recommended that the Commission approve the Stipulation as filed without modification.  The Stipulation is just and reasonable, is in the public interest, and should be accepted.

13. In accordance with § 40-6-109, C.R.S., it is recommended that the Commission enter the following order.

III. order

A. The Commission Orders That:

1. The Joint Motion to Approve Stipulation and Settlement Agreement filed on December 10, 2003, is granted, consistent with the terms of this Order.

2. The Stipulation and Settlement Agreement filed on December 10, 2003, is accepted and approved without modification.  The Stipulation and Settlement Agreement and the Notice of Supplemental Filing, copies of which are attached hereto as Appendix A, are incorporated into this Order as is fully set forth herein.

3. The parties shall comply with all terms of the Stipulation and Settlement Agreement.

4. Within ten days of the effective date of this Order, Phillips County Telephone Company shall file an advice letter citing this Decision as authority to implement, on not less than one day’s notice, the switched access and special access rates set forth in the pro forma tariff sheets attached to the Notice of Supplemental Filing as Exhibit A.

5. The agreed increased level of annual Colorado High Cost Fund funding for Phillips County Telephone Company provided for in the Stipulation and Settlement Agreement of $260.00 shall become effective as of January 1, 2004. 

6. This Recommended Decision shall be effective on the day it becomes the Decision of the Commission, if that is the case, and is entered as of the date above.  

7. As provided by § 40-6-109, C.R.S., copies of this Recommended Decision shall be served upon the parties, who may file exceptions to it.  

If no exceptions are filed within 20 days after service or within any extended period of time authorized, or unless the decision is stayed by the Commission upon its own motion, the recommended decision shall become the decision of the Commission and subject to the provisions of § 40-6-114, C.R.S.

If a party seeks to amend, modify, annul, or reverse basic findings of fact in its exceptions, that party must request and pay for a transcript to be filed, or the parties may stipulate to portions of the transcript according to the procedure stated in § 40-6-113, C.R.S.  If no transcript or stipulation is filed, the Commission is bound by the facts set out by the administrative law judge and the parties cannot challenge these facts.  This will limit what the Commission can review if exceptions are filed.

8. If exceptions to this Decision are filed, they shall not exceed 30 pages in length, unless the Commission for good cause shown permits this limit to be exceeded.
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� Staff’s willingness to compromise on this issue results from some uncertainty as to the manner in which cooperatives such as PCTC are required to account for patronage capital under a recent pronouncement by the Financial Accounting Standards Board (FAS 150).
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