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FINAL ORDER SETTING UNITED TELEPHONE 

COMPANY OF FLORIDA'S RETURN ON EQUITY 
FOR PURPOSES OF THIS LIMITED PROCEEDING 
AND PLACING REVENUES SUBJECT TO REFUND 

BY THE COMMISSION: 

I. Background 

It has been over seven years since this Commission has 

thoroughly invesltgated United Telephone Company of Florida's 

(Uniled or the Company 's) earn1ngs and set 1ts authorized 

return on equity. Many changes nave occurred 1n the last seven 

years in the communications indus ry, as well as he merger of 

four companies inlo the present United Telephone Company o f 

Florida. Some of lhe changes that have occurred include a 

phase down of the Intrastate subscri ber plant factor (SPF), 

I 

the implementalion of bill atd keep of intraLATA oll cor local I 
exchange companies (LECs}, the rewrite of the Uniform System o f 

Accounts {USOA) and central office equipmen caLeqory 3 (CAT 3) 

sepa r ations changes. In the futu t e, at least thtougn 1993, 

additional changes .Jre expected yearly. In each o f the year s 

1987, 1988 and 1989, significant negat1ve impac s to Un1ted's 

earnings have occurred . Yet for each of the y ears 1987, 1988 

and 1989, the Company ' s achieved return on equtty has bee n 

14.59\ , 14. 28\ and 1n excess of 14 .0\ , respectively. Vari o us 

factors , such as access l i ne growth, increased toll v~ lumes and 

gai n s in Company eHtciency, appear to have conlC1buted to the 

level of the Company ' s earnings over these past few years. 

There is every reas o n to expect that Uni Led wi 11 continue to 

earn in excess or 14.0\. 

Therefore. pursuant to our aulhori y seL forth in Section 

364 . 14, Florida Statutes, and by Order No . 22205, issued 

November 21 , 1989, we held a public hearing on Thursday, 

December 14, 1989, limited to the issues of what is an 

appropriate allowed return o n common equity for Uni ed 

Telephone Compan y or Florida for Lhe purposes of his limited 

procecdi ng and how shou ld the revenue lo be placed subj eel Lo 

refund, if any, be calculated. We received testimony from 

three witnesses, Company Wilness Charles M. Linke, Public 

Counsel Witness James A. Rothschild, and Slaff Wi tness Scott 

testimony of three other w1 uesses, Company Witness Richard D. 
Seery. we also accepted, by stipula ion of the parties, the I 
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McRae, Public Counsel Witness Vtctoria A. Montanaro, and Staff 

Witness Jane E. Brand. 

II. Public Counsel's Matton for Reconsideration 

The Public Counse 1 filed a Mot ion for Reconsideration and 

Clarification on December 4 . 1989, r ega rding the Prehearing 

Officer 's rul ing t ha t the limited proceeding would not cons ider 

the i ssue of the appropriate capital structure fo r United 

Telephone Company of Florida. The Public Counsel argued that 

we s hou ld consider the consolidated capital structure o~ United 

Telecommunications, Inc., to be the appropriate cap ital 

structure fo r United Telephone Company of Florida for pu rposes 

of this limited proceeding. Howeve r, because 1t has been our 

i ntent that this proceeding be narrowly focused o n the 

appropriate return on equity Cor United Telephone Company of 

Florida, we denied Public Cou nsel's motion a the utset of the 

hearing on December 14 , 1989. We did not believe it 

appropria e to broaden the s ope of this proceeding to an 1ssue 

requiring the thorough examination that can onl y be 

accomplished iu the full rate proceeding o follow. 

III. Our Authorit to Hold This Limi ed PrQ.cecdin_g Set 

Out in Section 364.14, Florida Stat-utes 

The Company takes he posit ion tha L Chapter 364, F lotida 

Statutes, does not authorize this Commission to place revenues 

subjec t to refund during the pendency of this docket. We find 

our authority to in1tiate this limited proceeding within the 

gene r al authority granted this Commission to regulate the 

telecommuni cations 1ndustry as set forth i n Section 364 . 14, 

Florida Statu es. That Section predates the specific 

provisions of s-ction 364.05 , Florida Statutes , common ly called 

Lhe " i n terim statute". In this limited proceeding, we are 

resetting t he a uthorized return o n common e qutty fo r this 

telepho ne compa ny. If t he provisions of the 1nterim statute 

adequate l y address~d the factual particulars of this telephone 

compa ny' s situat i on we wo u ld be utilizing its specttlc 

provisions. However, the last author1zed return o n common 

equity set for t h is Compa ny was set so long ago and in such a 

diffe ren t financial climate, t hat it wo uld be inappropriate to 

utilize it at this time. It is imperative that this Commission 

protect the Company's ratepayers by placing the appropriate 
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surveillance report for non-tecurring depreciation expense and 
an adjustment to reflect the consolidated capital structure of 
United Teleconununications, Inc. As a result of these 
adjustments and Public Counsel's position that an appropriale 
return on equity for Un1ted is 13.0\, Witness Montanaro 
p roposed that we should place $29,4130,000 of United's revenue 
subject to refund during the pendency of this docket. 

United Witness McRae has proposed two pro forma 
adjustments to reflect the annualization of the subscr1ber 
plant factor (SPF) and dial ~qui pment minutes (OEM) changes for 
the last four months of 1989 . These adjustments ~educe 
United ' s achieved return on equity by . 83\ . Witness McRae 
testified that these normalizing adjustments must be made to 
United ' s August, 1989, surveillance report to reflect a full 
year oC 1989 Jurisdictional cost shifts. 

Staff Witness Brand testified that we should make two 
adjustments, one to reduce depreciation expense by $4,830,000 
on an intrastate ba sis to rt:.flect non-recurring depreciatioa 
expense and another to reflect deferred taxes on intercompany 
transactions. he adjustment to reflect deferred taxes on 
intercompany profits is pursuan t to our Rule 25- 14.010 , Florida 
Administrative Code. The Company has already reflected such an 
adjustment on its surveillance reporl, however , Staff Wi ness 
Brand testified that it wa s not made correctly. Making Lhe two 
adjustments proposed by Witness Brand results in an achieved 
return on equity of 14.68\. Therefore, Staff Witness Bran'd 
testified thal the appropriate amount of revenues in excess ot 
12.70\ to be placed subJect to refund is approximately 
$12 , 000,000 . 

United staLes Lhat use of its August, 1989, surveillance 
report as a proxy for Its calendar year return o n equity will 
result in an overstatement oC its 1989 return on equity and the 
resulting placement of too much money subject to refund. If 
any amount is placed subject to refund , the Company states, it 
should be trued up after the December 31, 1989, surveillance 
report is filed on March 15, 1990. We do not- find it necessary 
or appropriate to "true up" the revenues we place subject to 
refund this date . 

Because we believe t ha t Lhese adjustments will more 
accurate ly reflect the earnings United will ach1eve in calendar 
year 1989, we find it appropriate to mal-e the two adjustments 
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McRae, Pub lie Counse 1 Witness Vic to ria A. Montanaro , and Staff 
Witness Jane E. Brand. 

II. Public Counsel's Motion for ReconsideratiQn 

The Public Counsel filed a t-1otion for Recons1deration and 

Clarification on December 4, 1989, regarding the Prehear1ng 

Officer ' s ruling that the limited proceeding would not consider 
the issue of the appropriate capital structure for United 

Telephone Company of Florida . The Public Counsel argued that 

we s hould consider the consolidated capital structure o f United 
Telecommunications, Inc., to be the appropriate capital 
st ructure for United Telephone Company o f Florida for purposes 

of this limited proceeding. However, because it has been our 
i ntent that this proceeding be narrowly focused on the 

appropriate return on equity for United Telephone Company of 

Florida, we denied Public Counsel's mo ion at the outset of the 
hearing on December 14, 1989. We did not believe it 
appropriate to broaden the scope of this proceeding to an issue 
requir1ng he thorough examination that can only be 

accomplished in the Cull rate proceedi ng to follow. 

III. Our Authority to Hold This Limited Proceeding Set 
Out in Sect1on 364 . 14, Florida Statutes 

The Company takes the posit ion tha l Chapter 3 64, Flo rid a 
Statutes, does not authorize this Commission to place revenues 

subject to refund during the pendency of this docket . we find 

our authority to init1ate this limited proceed inq within the 
general authority granted this Commission to regula e the 

telecommunications indust ry as set forth in Section 364.14, 

Flotida Statu es. That Section predates the speciftc 
provi sions of Section 364.05, Florida Statutes , commonly called 
the " interim statute". In this limited proceed ing, we are 

resetting the authorized return on common equity for this 
telephone company. If the provisions of the tnterim statute 
adequately addressed the factual partic-ulars of this telephone 
company's situation we would be utilizing its specific 

pro~isions. However, the last authorized return o n common 
equity set for this Company was set so long ago and in s uch a 
different Cine ncial cl imatc, that it would be inappropriate to 

utilize it at this ime. It is imperative that this Commission 
protect the Company·s ratepayers ~Y placing the appropriate 
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amount of 
of a fu 11 
complete . 
we first 
to a more 

revenues subject to refund at this point, the outset 
rate proceeding that will require many months to 

We can calculate the correct revenue amount only if 
adjust the Company's allowed return on common equity 
appropriate level . 

Section IV. The Appropriate Allowed Return on Common 

Egui y for United Telephone Company of Florida for the 
Purposes of This Limited Proceedi ng 

United Witness Linke testified that, based on his 

discounted cash flow analysis (DCF analysis) of United's equi y 
capital cost and his risk premium analysis, United ' s required 
return on equily is 14.0\. P•Jblic Counsel Witness Rothschlld 

testified that United is earn1ng far more lhan a reasonable 
return on capital. Therefore , Wttness Rothschild proposed that 

we utilize the consolidated capi al structure of United 

I 

Telecommun1cations , Inc . , with a cost of common equity of I 
13.0\. However, if we utilize the capital struclure of United 

Telephone Company of Florida, Wi tness Rothschild testified that 
we should allow a cost of common equity of 11.25\. Staff 
Witness Seery testified that, based o n his analysis of return 

requ1rements for comparable risk common equity investments, an 
appropnate allowed return on common equity for United, for the 
purposes of this limited proceeding, 1s 11.45\. The Staff ' s 

position in this proceeding as reflected in the Prehearing 
Order , however, is that an appropriate allowed return o n common 

equity for United, for purposes of this lim1ted proceeding, is 

12 . 70\, the ce1l1ng of a 100 basis points range around d 

midpoinl of 11.70\. 

Based upon ou r consideration of the testimony and the 
evidence presented at lhe hearing, we have determined that an 
allowed return on common equity of 12.8\ with a range of 5'6 
basis point s , or a l o w of 12.3\ to a high of 13.3\ , 1s 
approp r iate for Untted Telephone Company of Florida f o r lhe 

purposes of this limiled proceeding. 

Sect1on v. The Calculation of the Revenue to be Placed 
SU'bfecttORefund --

Public Counsel Witness Montanaro testifted thal we shoul<.l I 
make an adjustment to the Company ' s August 31, 1989, 
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surveillance report for non recurring depreciation expense and 
an adjustment to reflect the con so lid a ted capita 1 structure of 
United Teleconvnunications , Inc. As a result of the~e 
adjustments and Public Counsel's position that an appropriate 
return on equity for United is 13.0\, Witness Montanaro 
proposed that we should place $ 29,480 ,000 of United ' s revenue 
subject to refund during the pendency of this docket . 

United Witness McRae has proposed t wo pro forma 
adjustments to reflect the annualization of the subscriber 
plant factor (SPF) and dial equipment mi nutes (OEM) cha nges for 
the last four months of 1989. These adjustments reduce 
United's achieved return on equity by .83\. Witness McRae 
t,.stified that these normalizing adjustments must be made to 
United's August, 1989, survPilllnce report to reflect a full 
year of 1989 jurisdic ional cost shifts . 

Staff Witness Brand testified that we should make two 
adjustments , one to reduce deprec iation expense by $4, 830,000 
o n an intrastate basis t-o reflect non-recurring depreciation 
expense and another to reflect deferred tax es on intercompany 
transaction s . The adjustment to reflect deferred taxes on 
intercompany profits is pursuant to our Rule 25-14 . 010, Florida 
Administrative Code. The Company has already reflected s uch an 
adjustment o n its surveillance report , however, Staff W1tnes s 
Brand testified that it was not made correctly. Mak ing the two 
adjustments proposed by Witness Brand resulls in an achieved 
return on equity of 14.68\. Therefore, Staff Witness Brand 
t e s t if i e d t h a t t he a p p r o p r i a t e amount o C revenues i n excess o f 
12.70\ to be placed subject to refund is approximately 
$12,000 , 000. 

United states that use o f its August, 1989, surve illance 
report as a proxy fot" its calendar year re urn o n equity will 
result in a n overstatement of its 1989 return o n equity and the 
result ing placemen of oo mucn money subject to refund. r~ 
any amount is placed subject to refund , the Company states, it 
should be trued up after the December 31, 1989, surveillance 
report is filed o n March 15, 1990 . we do not find it necessHy 
or appropriate to "true up" the revenues we place subject to 
refund this date. 

Because we believe that these adjustments will more 
accura tely reflect the earnings United will achieve in calendar 
year 1989, we find it appropriate to make the two adjustments 
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proposed by Staff Witness Brand and the two adjustments 
proposed by United Witness McRae. The adjustments proposed by 
Company Witness McRae for the SPF and OEM factors take :. nto 
account the effects of separations changes that the Company 
experienced in 1989. One of the adjus~ments proposed by Staff 
Witness Brand brings the Compa ny' s 1989 earnings into line with 
our current Rule regarding deferred taxes on inte rcompany 
profits. The other adjustment proposed by Witness Brand 
accounts for non-recur ring depreciation e xpense that the 
Compa ny had 1n 1988. 

Uecause of our acceptance of the Company ' 5 proposed 
adjustments for the SPF and OEM factors , we find it necessary 
to adjust the Staff's proposed non-recurring depreciati o n 
adJustment to remove the effects of these separa i o ns changes 
that were embedded in the 5taft. ·s proposed amount. Therefore, 

I 

we find it appropr1ate to decrease depreciation e xpense by 
$9,270,000 . Although the calculation is not identical , the 
depreciation adjustment proposed by Public Counsel is addres sed I 
in this depreciation adjustment. 

Pursuant to the Company 's August 31 , 1989, su rveillance 
report whtrh reflects an achieved return on equity o f 13.66\ 
and the four adjustments adopted above, we find United's 
achieved return on equity to be 14.53\. Based upon our 
determination that Lhe appropriate allowed return on equity for 
United Telephone Company of Florida for purposes of this 
1im1ted proceedt ng 1s 12.8\ wtth a range from a low of 12 . 3\ o 
a high of 13.3\, and our determtnation that United's achieved 
return on equity is 14.53\, we f1nd it appropriate to place a 
revenue amount subject to refund that will br1ng United ' s 
achieved return on equity down to the ceiling of 13.3\. 
Placing a revenue amount subject to refund that will bring the 
Company' s achieved return o n equity down o the ceiling of the 
authorized range oC returns .:On equity for the Company is in 
acco rdance with the provisi ons of the interim statutL. 
Therefo re, we find it. appropriate to place $7, 605,000 annually 
of United's revenues subject to refund with interest effective 
January 1, 1990. 

Based on the foregoing, it is, therefor , 

ORDERED by the Flortda Public Service Commission tha 
Untted Telephone Company of Florida's return o n equity f o r I 
purposes of this limtted proceeding is hereby set at 12.8\ with 
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a range of SO bas1s points with a low of 12.3\ and a high of 
13 . 3\. It is further 

ORDERED that $7,605,0JO annually in revenues o f United 
Telephone Company of Florida is hereby placed subject to refund 
w1th interest effective Ja nuary l, 1990. 

By ORDER of the Florida Public Service Commis!.ion 
this 8th day of JANUARY 1990 

~0~ 
Div is 1on of Records and Reporting 

( s E A L ) 

SFS 

NOTICE OF FURTHER PROCEEDINGS OR JUDI~IA~EVIEW 

The Florida Public Service Commissio n is required by 
Sect ... on 120 . 59 ( 4), Florida Statutes, to notify par ies of any 
administrative hearing or judicial review of Comrmssion o rders 
that is available under Sections 120.57 o r 120.68, Florida 
Statutes, as well as he procedures and time limits lha 
apply. This not1ce shou l d nol be construed to mean all 
requests for an adm1nistralive hearing or judic1a l r eview w1ll 
be granted o r res ult in the relief sought. 

Any party adversely affec ed by the Commission ' s final 
action in this matter may request: l) reconsideration of the 
decision by fil1ng a mol1on f o r reconsideration with the 
Director, Division o f Records and Report ing within fifteen {1 5 ) 
days of the is s uance o f this order 1n the form prescribed by 
Rule 25-22.060 , Flor i da Administrative Code ; o r 2) judicial 
review by the Florida Supreme Court in the case of an electric, 
gas o r telephone utility o r the First District Cour~ of Appeal 
in the case jf a water o r sewer utili t y by filing a not i ce of 
appeal with tho Directo r, Divisio n of Records and Report ing and 
filing a copy of the notice o f appeal and the fillng f ee wilh 
the appropriate court. Thi s filing must be completed wit h1 n 
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t hirty {30) days af er the issuance of th1s order , pursuant o 
Rule 9.110. FloClda Rules of Appellate Procedure. The nott ce 
of appeal must be in t he form specified in Rule 9.900(a), 
F lorida Rules of Appel late Procedure. 
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