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SUMMARY OF
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SUMMARY

On May 1, 2002, the New Y ork Intrastate Access Settlement Pool, Inc.!
(Access Poal) filed tariff revisions to increase the twenty-seven member companies
access revenues by $5.2 million annually. The filing was intended to address a perceived
revenue requirement shortfall in the Traffic Sensitive (TS) and Non-Traffic Sengitive
(NTS) pools. On May 30, 2002, the Commission suspended the rate filing and initiated a
proceeding to address the access rate filing. Through a collaborative effort, Staff and the
Access Pool developed a process in which certain Access Pool member companies could
be granted expedited local rate relief. Empire Telephone Corporation (Empire), The
Hancock Telephone Company (Hancock), Oriskany Falls Telephone Corporation
(Oriskany Falls), and Deposit Telephone Company (Deposit) filed for expedited rate
relief with tariff revisions to become effective February 1, 2003, and they are the subject
of this memorandum. Margaretville Telephone Company, Inc. (Margaretville),
Middleburgh Telephone Company (Middlieburgh), Newport Telephone Company, Inc.
(Newport) and Ontario Telephone Company (Ontario) filed for expedited rate relief with
tariff revisions to become effective January 1, 2003.2

Empire, Hancock and Oriskany Falls requested local service revenue
increases of $152,118, $32,232, and $13,050, respectively. Deposit requested $132,861
of relief in the form of aten-year amortization of its accumulated Tax Reform Act of
1986 (TRA-86) deferred credits. In addition to its requested local service increase,

1 The New York Intrastate Access Settlement Pool is the administrator of the intrastate
access poolsin New York. Pursuant to Opinion 92-13, there are now three separate
Intrastate access pools administered by the New Y ork Intrastate Access Settlement
Pool: one for Traffic Sengitive (TS) toll and access costs, one for Non-traffic sensitive
(NTS) costs, and one for Billing & Collection costs.

2 By order issued December 26, 2002, the Commission approved the expedited rate
relief requests of Margaretville, Middleburgh, and Newport. Ontario withdrew its
request after discussion with Staff regarding the methods used by Ontario to allocate
expenses and investment between intrastate and interstate jurisdictions.
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Hancock also requested to amortize its TRA-86 balance at $4,945 per year over ten years.
After analyzing the companies filings, Staff recommends that:

1. Empire srequest to increase local service revenues by $152,118 be
approved. Empire should be directed to cease amortization of its
pension settlement loss, propose a disposition for its Pension FASB in
its Other Long Term Liabilities, and make revisions to the accounting
for its non-regulated affiliates in its 2002 annual report when filed.
Furthermore, Empire should be directed to work with Staff and, if
necessary, file revisions to its cost allocation manual (CAM) to be in
compliance with Commission policies, within 90 days of this Order.

2. Hancock’s request to increase loca service revenues by $32,232 be
reduced to $24,740. Hancock’s request to amortize its TRA-86 deferred
credits over ten years at $4,945 per year be approved. Hancock should
be directed to make certain adjustments to its accounting for its affiliates
and for its deferred taxes. Hancock should be directed to book a
deferred credit in the amount of $252,422 to reflect the royalty on its
non-regulated investments since 1996. Furthermore, Hancock should be
directed to work with Staff and, if necessary, file revisionsto its CAM
to be in compliance with Commission policies, within 90 days of this
Order.

3. Oriskany Falls' request to increase local service revenues by $13,050 be
reduced to $11,156. Oriskany Falls should be directed to either @) refile
its CAM as discussed herein, or b) request a waiver of the Commission's
rules to alow use of a holding company CAM.

4. Deposit’ srequest to amortize its TRA-86 deferred credits over ten years
at $132,861 per year be reduced to $112,585 per year over 11.8 years.
Deposit should be directed to either @) refile its CAM as discussed
herein, or b) request a waiver of the Commission's rules to allow use of
a holding company CAM.

BACKGROUND
On May 1, 2002, the Access Pool filed tariff revisions to increase the
member companies access revenues by $5.2 million annually. The filing addressed a
revenue decline in the TS and NTS pools of $1.97 million and $3.23 million respectively.
In an Order issued May 30, 2002, the Commission suspended the rate filing for a period
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of one hundred and twenty days and initiated a proceeding to address the rate filing and
Access Pool issuesin general.

The proceeding was referred to the Office of Hearings and Alternative
Dispute Resolution and a pre-hearing conference was held before Administrative Law
Judge Joel A. Linsider on June 26, 2002, at which time a two-phase process was
instituted. Phase | addressed the Access Pool’s May 1, 2002 tariff filing, and Phase ||
addressed issues associated with access rate design and cost recovery for the Access Pool
companies. Asafirst step, Judge Linsider approved a proposal to begin a collaborative
process to work through Phase | issues.

Through the months of July and August, Staff and the members of the
Access Pool worked together to develop a process that would expedite limited relief to
Access Pool member companies. On September 6, 2002, Staff and the Access Pool
submitted a Final Joint Report to Judge Linsider. The Final Joint Report discussed a
process for Phase I® that would address certain recovery needs for the Access Pool
member companies, proposed a schedule to commence Phase |1, and stated that the
Access Pool’s May 1, 2002 tariff filing would be withdrawn.

The Phase | process agreed to by Staff and the Access Pool enables Access
Pool member companies that pass through certain filters to file for limited local service
Increases subject to an expedited review similar to the process previously approved by
the Commission for extended area service (EAS) revenue phase-downs.* The process
allows these companies to file by September 30, 2002 for local service rate increases to
become effective January 1, 2003, or by October 31, 2002 for local service rate increases

3 Additional details supporting the Phase | process are contained in a cover document
titled Financial Relief Process Joint Report and four attachments A-D dated
September 3, 2002.

4 Case 94-C-0095, Proceeding on Moation of the Commission to Examine Issues Related
to the Continuing Provision of Universal Service and to Develop a Requlatory
Framework for the Transition to Competition in the Local Exchange Market, Order
Resolving Issues Related to Independent Telephone Companies Access Charges, the
1998 Ice Storm and Other Matters (issued December 4, 1998).
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to become effective February 1, 2003. Companies not eligible for expedited treatment
can file for relief through amini or mgjor rate case.

To be eligible for relief under the expedited review process, a company’s
total cost per access line should not significantly exceed an average of its peers, and it
must demonstrate material compliance with the Public Service Law and Commission
policies. Each company must submit compliance data pertaining to:

1. Public Service Law Section 106 (Approval of Loans);
2. Public Service Law Section 107 (Use of Revenues);

3. The Order Adopting Permanent Cost Allocation Standards (the CAM
Order)>;

4. The Statement of Policy and Order Concerning the Accounting and
Ratemaking Treatment for Pensions and Postretirement Benefits Other
than Pensions (Pension/OPEB Policy Statement)®: and

5. The Statement of Policy on Accounting and Ratemaking Procedures to
Implement Requirements of the Tax Reform Act of 1986 (TRA-86
Policy Statement).”

The level of rate relief granted on an expedited basis is limited to the lowest
of 1) an amount equal to $1.50 per access line, per month, 2) 5% of a company’s 2001
Intrastate revenues, 3) actual access settlement loss from 2000 to 2001, 4) the company’s

> Case 88-C-136, Order Adopting Permanent Cost Allocation Standards (issued
February 8, 1990).

6 Case 91-M-0890, Statement of Policy and Order Concerning the Accounting and
Ratemaking Treatment for Pensions and Postretirement Benefits Other than Pensions
(issued September 7, 1993).

7 Case 29465, Statement of Policy on Accounting and Ratemaking Procedures to
Implement Requirements of the Tax Reform Act of 1986 (issued July 7, 1987).
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adjusted® level of underearnings during 2001. The alowed returns on equity (ROE), as
updated for economic conditions through September 2002, are set forth in Appendix A.

DISCUSSION
Empire, Hancock and Oriskany Falls submitted proposals to increase local
service revenues to become effective February 1, 2003. Hancock and Deposit proposed
to begin amortizing TRA-86 deferred credits. The filings and staff’ s findings and
recommendations are discussed below. A summary of the proposed residential ratesis
included in Appendix B, and the Administrative Details of such revisions are included in
Appendix C.

Empire
Empire filed tariff revisonsto increase its annual local service revenues by

$152,118, an amount equivalent to a $1.50 per month, per access line. This amount falls
below both the actual access settlement loss between 2000 and 2001 ($222,212) and the
5% of 2001 intrastate revenues limit ($191,497), and is lower than the company’s level of
underearnings during 2001. The company’s ROE, factoring in the requested relief, is
only 1.82%, well below its allowed return of 7.60%.

Staff made five adjustments to the company’s ROE calculation. The first
adjustment to Empire’ s ROE calculation is to reverse the company’ s amortization of
pension loss deferral. According to the Pension/OPEB Policy Statement, companies
must notify the Commission when they terminate a pension plan and, if thereis aloss,
must petition the Commission for recovery of that loss. The Commission never issued
such an order authorizing recovery of the pension loss and its subsequent amortization.
Thus, Empire must remove this deferral from its balance sheet.

8 Earnings were adjusted for certain known changes, including any Commission
authorized rate increases, lost EAS revenues, changes in Universal Service Funds, and
Staff recommended depreciation rate changes.
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Staff further notes that the company shows on Schedule 38, Other Long
Term Liabilities an item entitled Pension FASB in the amount of $609,393. The
company’s filing Attachment D response indicates that its pension plan was terminated
on December 31, 1995. The disposition of this balance is unclear at this time and the
company should address the disposition in its next rate filing.

Staff’ s second adjustment is to the latest projected change in USF revenues.
Empire projected the change to be a decrease of $232,742 from 2001 to 2002. Staff’s
review of the revenue schedule in the 2001 Annual Report shows that the company only
received $215,867 in 2001, which is the maximum loss alowable.

Staff’ s third adjustment to Empire’ s ROE cal culation reduces the
company’s depreciation by $246,000 on atotal company basis, $159,482 of which is
intrastate. Staff proposes this adjustment to reflect the use of annual depreciation accrual
rates as determined from its depreciation analysis.

The fourth and fifth adjustments, to Federal Income Tax and Rate Base,
result from Staff’ s three previous adjustments.

Empireisasubsidiary of Lantelco, Inc, a holding company for Empire's
stock and owner of one telephone cable route. Empire has investments in affiliates that
provide answering services, alarm detection, customer premises equipment sales and
maintenance, inside wire maintenance, public telephone services, and internet services.
Empire owns AFTCOM, Inc. which holds minority interests in several non-regulated
partnerships. Empireis also an affiliate of North Penn Telephone Company, aregulated
local exchange carrier in Pennsylvania

Staff’ s review of Empire’'s CAM and Empire’ s responses to Staff's CAM
compliance questions identified areas of concern regarding the company’s compliance
with Commission policies for cost allocations:

a) The company has not provided current time-studies, the latest being two

years old.

b) The company has not provided a general alocator, building allocator or
avehicle alocator.

-7-
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¢) The company’s affiliates/subsidiaries, with one exception, have no
employees. All work is performed by telephone company employees.
Salaries are assigned on adirect basis.

Given these deficiencies in the Empire’ s CAM, it appears that insufficient
allocations have been made to Empire' s unregulated affiliates, and it is likely that
Empire s CAM may need revison. However, Staff estimates that the amount of
expenses likely to be transferred from regulated operations to affiliates will not increase
the company’s ROE above its dlowed 7.60%, given that its ROE is only 3.25% before
further adjustments. Staff’ s intrastate adjustments are far less than the $784,500 that
would trigger reduction of any part of Empire' s request. Empire should work with Staff
to address these concerns and, if necessary, make changesto its CAM to be in
compliance with Commission policies, within 90 days of this Order.

Staff’ s review disclosed that Empire’ s Accounts Recelvable from Affiliates
balance has grown from $524,273 in 1995 to $1,203,485 in 2001. Thislarge growthin
accounts receivable balance without offsetting payments is aform of telephone company
subsidization of its non-regulated affiliate operations. Staff discussed this concern with
the company, as it can be considered a violation of Section 107 of the Public Service Law
to use revenues received from the rendition of public service for non-regulated purposes.
The company explained that AFTCOM had recently paid off $925,000 of the accounts
receivable balance, and the balance will only be $10,000 to $15,000 at the end of 2002.
Empire should be directed to keep its Accounts Receivable from Affiliates balance
current, otherwise it should seek Commission approval under Section 107 to use utility
revenues in this fashion.

In the course of Staff’s review of the company’s affiliate relationships,
Staff noted that Empire is carrying some of its affiliates on its books at a negative
investment value. This accounting unacceptably implies that the telephone company is
guaranteeing the loss of the unregulated affiliates. To address Staff’s concern, Empire
has submitted a letter to Secretary Deixler indicating that its profitable non-regulated
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subsidiary, AFTCOM, Inc., is the guarantor and will absorb the losses of the other
affiliates (see Attachment 1).°

Staff’ s review of the company’ s accounting also disclosed that it was not
accounting for AFTCOM, Inc. on Schedule 30 of its Annual Report as an Investment in
Affiliated Company. Instead, Empire was recording AFTCOM, Inc. as a hon-regulated
investment. Empire should be directed to make this and other corrections to
appropriately reflect the company’ s non-regulated investments in its Annua Report and
Joint Cost Data Report for its 2002 Annual Report filing.

Empire has proposed increases to its service connection charges and its
returned check charge. It also proposes to eliminate Touch Tone charges of $1.38 per
month, per line, fully offset by increases in basic local exchange ratesin its six
exchanges, with rates in some exchanges increasing more than other exchanges to reflect
significantly larger local calling areas. The company-wide average increase in basic
monthly ratesis 8.0% ($0.79) per residence line, and 13.0% ($1.76) per business line.
However, customers will no longer pay a separate touch tone charge of $1.38. Asthe
elimination of touch-tone charges is consistent with Commission policy, staff believes
these changes should a so be implemented.

As the company’ s rate relief request falls within the guidelines set forth in
the filing requirements and other long-standing Commission policies, Staff recommends
that the proposed tariff revisions be approved. Empire has requested waiver of the
newspaper publication requirements of Section 92(2) of the Public Service Law. (All
customers have been notified through bill inserts). This request is reasonable and should
be granted.

® Given that the primary value of Empire's affiliates consists of minority interestsin
cellular and other partnerships, we will not apply aroyalty at thistime. However, the
application of aroyalty should be reviewed in Empire' s next rate filing.
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Hancock

Hancock filed tariff revisions to increase its annual local service revenues
by $32,232, an amount equal to the 2000 to 2001 Access Pool settlement reduction. This
amount falls below both the $1.50 per month per access line ($35,028) and the 5% of
Intrastate revenues ($42,736).

The company’ s ROE, factoring in the requested rate relief, is 0.26%, well
below its alowed ROE of 8.65%. Staff made adjustments to the company’s ROE
calculation to reflect various concerns as discussed below. Even after these adjustments,
it does not appear that the company will exceed its allowed return.

Staff’ s review disclosed that Hancock included aten year amortization of
the company’s TRA-86 deferred balance, or an additional $4,945 of relief. Thisinclusion
would effectively alow the company to receive the equivaent of $38,724 ($32,232 plus
$4,945 grossed up for taxes) in rate relief, which isin excess of the amount allowed by
the expedited process. To address this concern, Hancock adjusted its rate increase
request from $32,232 to $24,740 and continued its request to amortize the TRA-86.

Staff made a number of adjustments to the company’s ROE calculation.
The first reflects the expected reduction in USF revenues the company will receive. The
others reflect areas of concern relating to the company’s compliance with major
Commission laws, policy statements and accounting rules including compliance with the
CAM Order and Public Service Law Sections 106 and 107. In addition, Hancock must
bring its books in compliance with accounting rules for deferred taxes.

To implement its cost allocations, Hancock creates a time study from the
first two months of 2002 to allocate 2001 officers' salaries between its regulated and non-
regulated entities. A 2001 study should be used to allocate 2001 expenses. In addition, it
appears that inadequate expenses are allocated to the Company’ s non-regulated affiliates
given the relative size of the regulated and non-regulated affiliates. Staff’s ROE
calculation approximates the impact of this concern. Hancock should be directed to work
with Staff and, if necessary, file revisions to its CAM to be in compliance with
Commission policies, within 90 days of this Order.

Public Service Law Section 106 requires public utilities to seek
Commission approval for any loans to persons or entities holding the stock of the public

-10-



CASE 02-C-0595

utility. Over severa years, Hancock made loans to its officers. These loans were paid
back with interest as aresult of Staff’s requirements in this case. However, the company
never received permission from the Commission to make these loans. Staff did not make
an adjustment for this infraction, but failure to comply with Public Service Law exposes
the company to future actions.

Public Service Law Section 107 requires public utilities to seek
Commission approval to use revenues received from the rendition of public service for
non-regulated purposes. Hancock has unregulated affiliates that provide non-regulated
services including installation and maintenance of telephones and radios, inside wiring,
paging services, retail internet services, cable television, and access billing. Hancock
sold its cellular operations in 1996, the profit funding current non-regulated subsidiaries.
However, since 1990, Hancock paid the monthly bills for its affiliates and recorded the
amounts in the Accounts Receivable for Affiliates account. Since 1996, the affiliates
have not repaid the company for the expenditures on aregular basis, thus creating a large
balance from year to year. The 2001 year-end balance was $2.2 million. Thisis
evidence of the telephone company providing regulated funds and subsidizing the non-
regulated affiliates, which, without Commission approval, is a violation of Section 107.
As afirst step in rectifying this situation, the company should be directed to make the
necessary payments and offsetting accounting entries to reduce these high Accounts
Receivable from Affiliates and Account Payable to Affiliates balances. Furthermore, the
company should be directed to cease this form of subsidization and seek Commission
approval for any additional use of utility revenues for non-regulated purposes as required
by Public Service Law Section 107.

To further address Hancock’ s violation of Section 107, royalties from 1996
through 2001, plus carrying charges, should be deferred for ratepayer benefit as an offset
to future rate relief requests. Case 93-M-0452, Opinion 93-11, established a rebuttable
presumption that a 2% royalty should be applied to the capitalization of non-regulated

-11-
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subsidiaries.™® The royalty was designed to reimburse the utility for the benefits the
affiliate gained for using the utility name and reputation and for costs the affiliate
Imposed upon the utility not captured through ordinary cost allocation procedures. Staff
calculates this deferral to be $252,422 based on average investment balances in these
years and carrying charges through 2002 at the other customer capital rate. The company
should continue to book carrying charges on this deferred credit at the other customer
capital rate until such credits are utilized in rates. Staff has discussed this calculation
with the company and it agrees.

Until Hancock makes a showing as required under Case 93-M-0452 to
rebut the presumption of the 2% royalty, it should be imputed in Hancock’ s revenue
requirement. Staff calculates this royalty for 2002 to be $42,848 and has reflected thisin
Its pro-forma earnings calculation.

In reviewing the company’ s affiliate relationships, Staff noted that Hancock
Is carrying some of its affiliates on its books at a negative investment value. This
accounting unacceptably implies that the telephone company is guaranteeing the loss of
the unregulated affiliates. To address Staff’ s concern, Hancock has submitted a letter to
Secretary Deixler indicating that its profitable non-regulated subsidiaries are, in fact, the
guarantors and will absorb the losses of the other affiliates (see Attachment I1).

Finaly, review of Hancock’s books revealed, athough the company was
recording deferred compensation for some of its officers, it had not booked the
appropriate deferred tax associated with the deferred compensation. The company should
be directed to make the necessary adjusting entries to record the deferred tax associated
with its deferred compensation program.

Although Hancock’ s request raises numerous compliance concerns, Staff
finds that the company has adequately addressed a number of these concerns, and the
request falls within the guidelines set forth in the filing requirements agreed to in the
Final Joint Report.

10 Case 87-C-8959, Opinion and Order Concerning Royalty, Opinion No. 93-11 (issued
July 6, 1993).

-12-
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Hancock’ s proposed tariff revisions increase individual line service for
residence by $1.02 and business customers by $1.50. Hancock does not have a separate
touch-tone charge and has eliminated locality charges. The new rates are well below the
statewide average of comparable exchanges based on local calling area.

As the company’ s rate relief request falls within the guidelines set forth in
the filing requirements, Staff recommends that it be granted, and the proposed tariff
revisions be approved. Hancock has requested waiver of the newspaper publication
requirements of Section 92(2) of the Public Service Law. (All customers have been
notified through the use of bill inserts.) Thisrequest is reasonable and should be granted.

Oriskany Falls
Oriskany Fallsfiled tariff revisonsto increase its annual local service

revenues by $13,050, an amount equal to $1.50 per month, per accessline. This amount
is lower than both the loss in access settlements from 2000 to 2001 ($19,449) and 5% of
2001 intrastate revenues ($14,622), as well as the company’s level of underearningsin
2001.

The company’s claimed ROE, factoring in the requested relief, is 3.91%,
which is below its allowed return of 7.98%. Staff made adjustments to the company’s
ROE calculation to reflect the latest true-up report for 2001 access revenues and an
update in USF revenues. With the adjustments, Staff calculates that Oriskany Falls' ROE
will be 8.25%, and the company will exceed its allowed return. Thus, staff recommends
that Oriskany Falls request be reduced to $11,156.

The CAM provided by Oriskany Falls was developed by its parent, TDS
Telecommunications Corporation (TDS), and is generically applied within the holding
company. Theinformation required in this expedited filing, as well asthe CAM Order, is
information that is New Y ork State operations specific. The generic holding company
CAM does not allow Staff to fully understand how Oriskany Falls' costs are apportioned
between regulated and non-regulated activities, especially given the limitations posed by
this expedited review process. Staff was able to gain some comfort with the company’s

cost adlocations since it had reviewed one of its sister company’s cost alocations in depth
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in arecent mini rate case filing and gained an understanding of TDS's approach to cost
dlocations.** Additional review of Oriskany Falls cost alocations will be required in
the company’s next rate filing. In the meantime, the company should ether: 1) modify
and refile its CAM to reflect New York State operations, or 2) request awaiver to
continue using the generic TDS holding company CAM as a substitute. If it chooses to
request awaiver from Commission rules, it should provide supporting documentation to
show how the TDS CAM adequately determines Oriskany Falls' cost alocations.

Staff reviewed Oriskany Falls compliance with the Pension/OPEB Policy
Statement. Oriskany Falls has other post-employment benefits (OPEBS). The policy
statement requires companies to maintain an internal reserve to account for
pensi on/OPEB rate allowances not deposited into an external fund or paid out in benefits
expense. The company had not been making the calculations to determine if an internal
reserve for OPEBs was necessary. Staff has performed the cal culation through 2001 and
determined that no internal reserve balance is necessary at this time, however, the

company should continue to monitor the need for an internal reserve in the future.

Oriskany Falls proposed tariff revisions, as adjusted by Staff, increase
individual line service for residence and business customers by $1.28. Oriskany Falls
does not have a separate touch-tone charge and has eliminated locality charges. The new
rates are well below the statewide average of comparable exchanges based on local
calling area.

After adjustment of Oriskany Falls request to $11,156, Staff finds that the
request falls within the guidelines set forth in the Final Joint Report. The company
passes the abbreviated earnings test as its projected return, after the revised relief and
Staff adjustments, is equal to its alowed return. Staff recommends that Oriskany Falls

11 Case 01-C-1229, Petition of Township Telephone Company, Inc. for Approval to
Increase Local Rates by $233,292 Annually, Order Approving Rate Increase (Issued
July 26, 2002).

-14-
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request to increase local service revenues by $13,050 be reduced to $11,156, and its
proposed tariff revisions be approved, as modified.

Oriskany Falls has requested waiver of the newspaper publication
requirements of Section 92(2) of the Public Service Law. (All customers have been
notified through the use of bill inserts.) Thisrequest is reasonable and should be granted.

Deposit
Deposit filed arequest to begin amortizing its $1,328,609 TRA-86 balance

by $132,861 per year over ten (10) years. When this request is grossed up for taxes the
effective relief is $204,402. This amount falls below both the actual access settlement
loss between 2000 and 2001 ($223,515) and the company’s level of underearnings during
2001, but is greater than the 5% of 2001 intrastate revenues limit ($173,207). To address
the amount above the 5% limitation, Deposit should reduce its amortization to $112,585
per year over 11.8 years.

Deposit’s claimed ROE, inclusive of the rate request, is 2.60%, which is
below its alowed return of 7.34%. Staff made adjustments to the company’s ROE
calculation to reflect the latest true-up report for 2001 access revenues and an update in
USF revenues. With the adjustments, Staff calculates that Deposit’s ROE will be 4.55%
and the company will not exceed its allowed return.

Similar to Oriskany, the CAM provided by Deposit was developed by its
parent, TDS Telecommunications Corporation (TDS), and is generically applied within
the holding company. The information required in this expedited filing, as well as the
CAM Oirder, isinformation that is New Y ork State operations specific. The generic
holding company CAM does not alow Staff to fully understand how Deposit’s costs are
apportioned between regulated and non-regulated activities, especially given the
limitations posed by this expedited review process. Staff was able to gain some comfort

with Deposit’s cost allocations since it had reviewed one of Deposit’ s sister company’s
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cost alocations in depth in arecent mini rate case filing and gained an understanding of
TDS's approach to cost allocations.™ Additional review of Deposit's cost alocations
will be required in the company’s next rate filing. In the meantime, Deposit should ether:
1) modify and refile its CAM to reflect New York State operations, or 2) request awaiver
to continue using the generic TDS holding company CAM as a substitute. If it chooses to
request awaiver from Commission rules, it should provide supporting documentation to
show how the TDS CAM adequately determines Deposit’s cost allocations.

Staff reviewed Deposit’' s compliance with the Pension/OPEB Policy
Statement. Deposit terminated its pension plan in 1996. The company correctly notified
the Commission and addressed the termination pursuant to the Policy Statement. Deposit
also has OPEBs. The policy statement requires companies to maintain an internal reserve
to account for pension/OPEB rate allowances not deposited into an external fund or paid
out in benefits expense. The company had not been making the calculations to determine
if an internal reserve for OPEBs was necessary. Staff has performed the calculation
through 2001 and determined that no internal reserve balance is necessary at this time,
however, the company should continue to monitor the need for an interna reserve in the
future.

Staff finds that, even with these compliance concerns, Deposit’ s request
falls within the guidelines set forth in the Final Joint Report. The company passes the
abbreviated earnings test as its projected return, after the requested relief and Staff
adjustments, is below its alowed return. Staff recommends that Deposit’ s request to
amortize TRA-86 by $132,861 per year for ten years be reduced to $112,585 per year

over 11.8 years. Customers retail rates will not change.

12 Case 01-C-1229, Petition of Township Telephone Company, Inc. for Approval to
Increase Local Rates by $233,292 Annually, Order Approving Rate Increase (Issued
July 26, 2002).
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CONCLUSION

Staff has examined the financial operating results and rate proposals of the
companies seeking expedited local rate relief discussed in this memorandum. Staff’s
analyses indicate that the requests for expedited relief should be granted subject to the
modifications and conditions discussed herein.

RECOMMENDATION

It is recommended that:

1.

the tariff revisions listed in Appendix C be allowed to become effective
on February 1, 2003;

the Commission waive the newspaper publication requirements of
Section 92(2) of the Public Service Law;

Empire Telephone Corporation’s (Empire) request to increase local
service revenues by $152,118 be approved.

Empire be directed to cease amortization of its pension settlement loss
and make revisions to its accounting for its non-regulated affiliatesin its
2002 annual report when filed.

Empire be directed to propose a disposition for the $609,393 Pension
FASB contained on Schedule 38, Other Long Term Liabilitiesin its
next rate filing.

Empire be directed to work with Staff and, if necessary, file revisonsto
its CAM to be in compliance with Commission policies, within 90 days
of this Order.

The Hancock Telephone Company’s (Hancock) request to increase local
service revenues by $32,232 be reduced to $24,740.

Hancock’ s request to amortize its TRA-86 deferred credits over ten
years at $4,945 per year be approved.

Hancock be directed to make certain adjustments to its accounting for
its affiliates and for its deferred taxes as discussed in this Order
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10.Hancock be directed to book a deferred credit in the amount of
$252,422 to reflect the royalty on its non-regulated investments from
1996 to 2001.

11.Hancock be directed to work with Staff and, if necessary, file revisons
to its CAM to be in compliance with Commission policies, within 90
days of this Order.

12. Oriskany Falls Telephone Corporation’s (Oriskany) request to increase
local service revenues by $13,050 be reduced to $11,156.

13. Oriskany be directed to either a) refile its cost alocation manual
(CAM) as discussed herein, or b) request awaiver of the Commission's
rules to alow use of a holding company CAM.

14. Deposit Telephone Company’ s (Deposit) request to amortize its TRA-
86 deferred credits over ten years at $132,861 per year be reduced to
$112,585 per year over 11.8 years.

15. Deposit be directed to either @) refile its cost alocation manual (CAM)
as discussed herein, or b) request awaiver of the Commission's rulesto
allow use of a holding company CAM.

16. The proceeding be continued.
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Respectfully submitted,

DEBRA A. LABELLE
Utility Engineer 2

Reviewed by:
DENNIS TARATUS

Chief
Office of Communications

ROBERT T. MULIG
Office of Genera Counsdl

APPROVED BY:

ALLAN H. BAUSBACK
Director
Office of Communications

DORISD. STOUT
Supervisor Utility Accounting & Finance

WAYNE D. BRINDLEY
Chief
Office of Accounting & Finance

CHARLES M. DICKSON
Director
Office of Accounting & Finance
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INDEPENDENT TELEPHONE COMPANY

ALLOWED RETURN ON COMMON EQUITY
(Updated September 2002)

The allowed return on equity (ROE) for the independent telephone
companies will be determined based on each company's equity ratio. The
maximum allowed ROE will be 10.00% for any company with an equity ratio
that rounds to 50% or less. The allowed ROE at other equity ratios will be
determined according to the chart below:

For An Equity Ratio The Equity Return For An Equity Ratio The Equity Return
That Rounds To: Threshold Is: That Rounds To: Threshold Is:
100% 7.34% 75% 8.46%
99% 7.38% 74% 8.52%
98% 7.41% 73% 8.59%
97% 7.45% 72% 8.65%
96% 7.48% 71% 8.72%
95% 7.52% 70% 8.78%
94% 7.56% 69% 8.85%
93% 7.60% 68% 8.92%
92% 7.64% 67% 8.99%
91% 7.68% 66% 9.06%
90% 7.72% 65% 9.13%
89% 7.76% 64% 9.21%
88% 7.80% 63% 9.29%
87% 7.85% 62% 9.37%
86% 7.89% 61% 9.45%
85% 7.94% 60% 9.54%
84% 7.98% 59% 9.63%
83% 8.03% 58% 9.72%
82% 8.08% 57% 9.81%
81% 8.13% 56% 9.91%
80% 8.18% 55% 9.92%
79% 8.24% 54% 9.93%
78% 8.29% 53% 9.94%
7% 8.35% 52% 9.95%
76% 8.41% 51% 9.97%

50% or less 10.00%
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SUMMARY OF PROPOSED RESIDENTIAL RATES
Empire Telephone Company
Service Current  Proposed %
Rate Rate Inc. Inc.
Residence-Flat Rate-1 party
Lodi $7.45 $8.55 $1.10 14.8*
Pulteney $6.58 $8.55 $1.97 29.9*
Prattsbourg $7.80 $10.30 $250 32.1*
East Pembroke $7.38 $10.30 $2.92 39.6*
Odessa $8.60 $11.05 $245 28.5*
Burdett $9.71 $11.05 $1.34 13.8*
Custom Calling Features
Touch Tone* $1.38 - ($1.38) -
Non-Recurring Charges**
Residence Service Order $15.00 $20.00 $5.00 333
Residence Line Change Charge $14.00 $21.00 $7.00 50.0
Premises Visit Charge $10.00 $15.00 $5.00 50.0
Network Interface Charge $14.00 $21.00 $7.00 50.0
Restoral Charge $29.00 $41.00 $12.00 414

* Most customers currently pay $1.38 per month per line for Touch Tone. The effective
increase in basic exchange rates varies from a rate reduction of 3.2% to an increase of
17.6% after adjusting for the elimination of Touch Tone monthly charges. All
proposed rates and charges will be at or below average rates and charges for
comparable calling areas and services statewide.

** Although on a percentage basis some of the increases in non-recurring charges are
high, current non-recurring charges of some companies are very low compared to
other local exchange companies. The proposed rate levels would make non-recurring
charges more consistent across the industry.

Hancock Telephone Company

Service Current  Proposed %
Rate Rate Inc.  Inc.
Residence-Flat Rate-1 party ~ $10.35 $11.37 $1.02 9.86
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Oriskany Falls Telephone Company

Service Current  Proposed %
Rate Rate Inc.  Inc.

Residence-Flat Rate-1 party ~ $15.47 $16.75 $1.28 83

Residence-Flat Rate-2 party ~ $12.35 $13.63 $1.28 104
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1) Filing by: Empire Telephone Corporation
Revisionsto: P.S.C. No. 7 - Telephone

Section 2
Third Revised Page 1
Section 3
First Revised Page 1
First Revised Page 2
Eighth Revised Page 6
Fifth Revised Page 6A
Third Revised Page 9
Fourth Revised Page 12
Fifth Revised Page 12A
Fifth Revised Page 15
Second Revised Page 22
Section 4
Tenth Revised Page 1
Seventh Revised Page 1A

Issued: November 26, 2002 Effective: February 1, 2003

PUBLIC NOTICE: Newspaper publication waived; customers notified via bill insert
XXXXXXIXHXXKHXIIXHXIIXHKIIHKIIXKXIEKXEKHXXEKHKXEKHXIIXHKIIXHKKIHKIIKXIEKXXEKXXEXXXEXKXIXXXXKXXKXK

2) Filing by: Hancock Telephone Company
Revisionsto: P.S.C. No. 4 - Telephone

Section 3
Fourth Revised Page 6
Fourth Revised Page 18

Issued: October 31, 2002 Effective: January 1, 2003

Section 3
Fifth Revised Page 6
Fifth Revised Page 18

Issued: January 1, 2003 Effective: February 1, 2003



