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BEfORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Investigation into NORTHEAST ) 
FLORIDA TELEPHONE COMPANY'S authorized ) 
return on equity and earnings ) 

DOCKET NO. 891236-TL 
ORDER NO. 22273 
ISSUED : 12-7-89 

) 

The following Commiss1oners parlicipated 
d1sposiL1on of lhis matter: 

MICHAEL McK. WILSON, Chairman 
THOMAS f-1. BEARD 

BETTY EASLEY 
JOliN T. HERNDON 

NOTICE OF PROPOSED AGENCY ACTION 
AND 

ORDER ~CCEPTING. PROPOSED RESOLUTION AS MODI FIED 

BY THE COt'll-11 SST ON: 

in the 

NOTICE IS HEREBY GIVEN by the Florida Public Service 
Commiss1on that the actions discussed herein are preli mi nary in 
nature and will become final unless a person •Hhose interests 
are substanttally affected files a petition for a formal 
proceeding pursuant to Rule 25-22.029, Florida Admin1strative 
Code . 

By letter dated Seplember 5, 1989, we informed Nor t h~ast 

Florida Telephone Company (Norlheast or the Company) tha t its 
last author1zed return on equity (ROE) of 15\ ~ 1.5\ is 
substanliall y in excess of current indications of a reasonable 
required ROE falltng 1n the low to mid 12\ range. On November 
3 , 1989, the Company responded to our concerns with a proposal 
to reduce its authorized ROE to 12.9\ + 1.5\ for all fulure 
purposes , including appl1caLion of our tax rule, Cor inlerim 
purposes, and for calculation of its roc rale. Additi onally , 
the company proposed several o het actions to bring its 
achieved earnings below its proposed cap of 13.9\ ROE for 
1990. Finally, the Company proposed tha we excuse i from any 
tax savings dockets related to the Tax Reform Act of 1986. 

By Order No. 19165, issued April 18, 1988 , we accepted a 
proposal from Northeast to reduce its authorized ROE from 16\ ~ 
2\ to 15\ ~ 1.5\, and to cap ils earnings at 15.3\ for 1988 and 
1989. That proposal was 1nLended by the Company to resolve tax 
s.:~vi ngs Cor 1988 and 1989. Allho ugh by our acceptance of tha 
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proposal, we lowered Northeast · s authorized ROE slightly, the 
Company' s ROE still rema ins significantly higher than current 
conditions indicate wou ld be reasonable ~nd appropriate. 

The Company's propo sed ROE is within a half a percentage 
point of our calculation of a reasonable and appropriate ROE 
for this Comp any, based upon the most recent quarterly report 
on equity cost r ates . Because our acceptance of this propos a 1 
would make a forma l hearing unneces ... ary and, therefore , would 
save considerable expl!nse, we find it appropriate to accept 
Nor theast's proposal for a new authorized ROE. 

The Company al so proposes that we provide it with the 
opportunity to establish a new ROE if t he cost of equity 
increases by 100 basis po i nts oc mo r e above the Augus t . 1989 , 
report on cost of equity based on th ave r age of annual 
discoun ed cash flow and ri s k premi um models . we propose 

I 

rejecting this offer because we do not find it to be 
;neaningful . We note that the Company always h as t he I 
opportunity to establish a new ROE s hould it find that 
conditions have changed. 

Northeast's lates earni ngs surveillance report f o r the 
twelve months e nd i ng June 30, 1989 , indicates an ach ieved ROE 
of 14.85\ . This is in exces s o f the Company ' s proposeo cap of 
13.9\ ROE f or 1990. Northeast proposes to reduce revenues by a 
net amount of $45,483 which would reduce its achieved ROE to 
12.46\ based upon the June 30, 1989, surveillance t epo rt. We 
believe such a r eduction is appropriate i n vi ew o f Northeast ' s 
cu rren ea rn ings. 

Presently, Northeast receives appro xi mate ly $127 , 000 
annually from z o ne c h arges on o ne and two-par y se rvice. 
Customers outs ide the base rate a r ea pay zone charges rang ing 
from $1.10 to $10. 10 per month. No rtheast has oHered to 
reduce zone charges o n o ne-pa rty service t o a rang e of $.75 to 
$4 . 50 per mon t h e ffective J anuary 1 , 1990, and to c ompletely 
eliminate z one charges o n t wo-party service. also effective 
January 1, 1990 . T he r~duct ion in o ne-party zone cha rges wi 11 
re uce annual revenues by $ 45 , 655 . whil e the elimination of 
two-pdrty zone charges will reduce annual r evenues by $ 2 ,489 . 
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Northeast has also offered to eliminate four-party service 
effective January 1 , 1990, which will increase annual revenue~ 
by $2,661 when these subscribers are transferred to two-party 
service. The elimination of four-party service will affect 120 
custome r s and wi 11 increase their month! y bi 11 by $1. 57 as a 
result of mov1ng to a higher class of service. However , 
custome rs will not be affected by a zone charge when moving to 
two-party service, as the Company has proposed e 1 imina t ion of 
zone charges for two-party service. The customers will, 
however, experience additional increases if they select 
one-party service, since zone charges would apply outside the 
ba!".e rate area, in addition to an increase for the upgrade in 
service. 

We propose accepting Northea ~ t · s offers to reduce 
one-party zone charges, to eliminate two-party zone charges 
entire ly , and to discontinue offering four-party service, all 
to be effective January 1. 1990. Northeast shall file 
appropriate tariffs reflecting these changes immediately 
following our issuance of a consummating order in this docket, 
wilh Lhe tariffs Lo become effective January l , 1990. 

Northeast has also proposed to eliminate its remaining 
zone charges and to eliminate two-party service if overearnings 
appear to be ongoing , or to record additional depreciation Cor 
1990 earnings in excess of 1'3.9\ ROE if overearnings dppear to 
be limi ed to 1990. We propose to rejec Lhis por ion of 
Northeast's offer. Instead, we believe it is appropliate to 
review the Company's ea rnings at the end of the second quarte r 
in 1990 to determine if excess earning s do exist, and the 
disposition to be made of them would be determined at that 
time. This shall be accomplished through our normal 
surveillance procedures. 

Regarding Northeast's proposal to be excused from any tax 
savings dockets related lo the Tax Reform Act of 1986, we note 
that Northeast ' s estimated tax savings are $14,000 annually. 
Northeast has reduced its access charges by $66 , 946, 
established Toll-Pac at an estimated loss of $75 ,000 , and is 
now proposing to reduce zone charges by $45 , 655 . Since we 
believe that Northeast's tax savings have been disposed of, we 
find it appro pria e to accept Northeast ' s proposal to be 
excused from any further tax savings dockets relative to the 
1986 Act. 
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Upon consideration, we shall propose to require the 
act ions specified above as a reasonable and appropriate 
resolution of t he issues in this docket. This action shall 
become final on the da a following the date specified below, 
unless an appropriate petition protesting o ur proposed action 
is tiled within the time period specified below. This docket 
shall remain open pending the proposed agency action period and 
untll all correct tariffs have been filed and reviewed by o ur 
staff. At that time, this docket shall be closed 
administra ively. 

Based on the foregoing, it is 

ORDERED by the F l orida Public Service Commission that 
Northeast Florida Telephone Company· s proposal to establish a 
new authorized return o n equ1ly of 12.9\ + 1.5\ for all future 
purposes and to cap i Ls ROE al 13. g• - for 1990 is hereby 
accepted as scl forth i n he body of h1s Order. It is further 

ORDERED that Northeast Florida Te lephone Company shall 
reduce its one-party zone charges, eliminate two-party zone 
c harges entHely, and eliminate four-party service, all to be 
effective o n January 1, 1990. It is further 

ORDERED that Northeast Florida Telephone Company shall 
file appropoale tariffs as further specified within the body 
of his Order immediately following the issuance of a 
consummating order in this docket . It is further 

ORDERED that Northeast Florida Telephone Company is hereby 
excused from any further tax savings docke~s related to lhe Tax 
Reform Act of 1986. It is further 

ORDERED that this Order shall become f ina 1 on the date 
followtng the date specif1ed below, unless an appropriate 
pelit1on protesting our proposed action is filed within the 
lime period specified below. It is further 

ORDERED thal if no protest is filed within the ime period 
.. pec1f1ed below, th1s docket shall remain open pending the 
submission and review of all required tariffs, as set forth in 

he body of this Order, after which time this docket s ha 11 be 
closed adminis ratively. 

I 
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By ORDER of the Florida Public 
1989 . 

Service 
this _If~ day of ~CEMBER 

STEVE TRlBBLE , Director 

Corrun i ssiou 

D1vision of Records and Reporting 

( S E A L ) 

ABG 

NOTICE OF FURTHER PROCEEDINGS OR JUDICIA~ REVIEW 

The Florid1 Public Service Corrunission i s required b y 
Section 120.59(4), Florida Statutes, to notify parties o f any 
administ cat1vt. hearing or judicial review of Corrunissi ) n otders 
that is available under Sections 120.57 o r 120.68 , f l o r ida 
Statues , as well as the procedures and time lim.ts tha 
apply. Th1s no icc should not be c onstrued to mean all 
rcques s for a n adminu;tralive hearing o r judic1al review wi 11 
be granted o r r esult tn h e relief sought . 

The act1on proposed herein is preliminary i n nature and 
will no t become effcc 1ve oc final, e xcept as provided by Rule 
25-22 .029 , Florida Administrative Code . Any perso n whose 
substanttal in c r ests are affected by t h e action proposed by 
t h1 s order may file a petition for a f ormal proceeding, as 
prov ided by Rule 25-22. 029(4), Florida Administrative Code , in 
the f orm prov1dcd by Rul e 25-22 .036(7)(a) and (f), Flo r ida 
Administrative Code. Th1 s petition must be r eceived by the 
Direc or, Division of Records a nd Reporting at h is office at 
101 East Ga1nes Street, Tallahassee, Florida 32399-0870 , by the 
c l ose of business o n December 28 , 1989 . 
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In the absence of such a petition, thi s order shall become 
effec tive on the day subsequent to the above date as provided 
by Rule 25-22.029(6), Flo r1da Administrative Code , and as 
ref lected in a subsequent o rder. 

Any Ob)ectlon or protest filed 1n this docket before the 
tssu ance date of this o rde r is considered abando ned unless iL 
s atisfies the foregoing conditions and is renewed within the 
speci f ied protest period. 

I 

If this order bLcomes final and effective o n t he date 
described above, any party adversely affec ed may request 
judicial review by the Florida Supreme Court in the case of an 
electric, gas or telephone utility o r by the First District 
Cour o f Appeal i n the case o f a w"ter or sewer utility by 
filing a not ice of appeal wi t h the D1rector, D1vision of 
Reco tds and Report1ng and fili ng a copy of the not1ce o f appeal 
and the filing fee with the approprla te c ou rt. Thi s filing 
must be completed within thir y (30) days of the effect ive date I 
o f this o rder, pur suan to Rule 9.110, Florida Rules of 
Appellat~ Procedure. The no tice o f a ppeal must be in the f o r m 
specified in Rule 9.900 ( a) , Flori da Rules of Appellate 
Procedure. 
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