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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re : P tition by the CITIZENS OF THE 
STATE OF FLORIDA to permanently reduce 
the authorized ROE of UNITED 
TELEPHONE COMPANY OF FLORIDA 

) 
) 
) 
) 
) 

In re: Investigation into UNITED ) 
TELEPHONE COMPANY OF FLORIDA ' s authorized ) 
ROE and earnings ) ________________________________________ ) 

DOCKET NO. 8912 31-TL 

DOCKET NO . 891239 - TL 
ORDER NO. 24 049 
ISSUED : l/J 1 / 91 

The following Commissioners partici pated i n the disposition of 
this matter: 

APPEARANCES: 

THOMAS M. BEARD, Chairman 
BETTY EASLEY 

GERALD L. GUNTER 
FRANK S . MESSERSMITH 
MICHAEL McK. WILSON 

MICHAEL W. TYE, 31 5 South Calhoun 
860 , Tallahassee , Florida 32301 , 
behalf of AT&T communication of 
States . Inc . 

Street, Suite 
appearing on 
the Southern 

I 

JERRY w. JOHNS, KA'i WOLF a nd ALAN BERG, United I 
Telephone Company of Florida, P.O . Box 5000 , 
Altamonte Spr i ngs, Florida 32716- 5000, appearing on 
behalf of Un ited Telephone Compa ny of florida. 

FLOYD SELF , DAVID HALLMAN, BRUCE RENARD, a nd BARRY 
SELVIDGE of Messer , Vickers , Caparello , French, 
Madsen & Lewis , P . O. Box 1876, Tallahassee , Florida 
32301, appearing on behalf of Florida Pay Telephone 
Association . Inc. 

ROD SMITH, of Smith and Fletcher , P.O. Bo x 628 , 
Alachua , Florida 3261 5 , appearing on be ha lf of 
Communications Wo r kers of Ame r ica. 

CHARLES J . REHWINl<EL, JACK SHREVE and CHARLES J . 
BECK, Office of Public Counsel , Claude Pepper 
Building , Room 812, 111 West Madison Street, 
Tallahassee , Florida 32399- 1400, appearing on 
be half of the Citizens of the State of florid a . 

SUZNINE F . SUMMERLIN and JOHN ADAMS, Flo r ida Public 
Service Commission, 101 East Gaines Str eet , 
Tallahassee , Florida 32399- 0863 , appea~ing on 
behalf of the Commission Staff. 
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PRENTICE P. PRUITT , Florida Public Service 
Commission, 101 East Gaines Street, Talla hassee, 
Florida 32399-0862, appearing as Counsel to the 
Commissioners . 

FINAL ORQER GBANTING RATE I NCREASE 
TO VNITEQ TELEPHONE COMPANY OF FLQRIQA 

NOTICE OF PROPOSED AGENCY ACTION 
ORQER IMPLEMENTING $.25 MESSAGE BATE FOR MIS 

IN THE 0- 10 MILEAGE BAND 

BY THE COMMISSION: 

NOTICE is hereby given by the Florida Public Service 
Commission that the action discussed herein, i mplementing the $ . 25 
message rate for Message Toll Ser vice (MTS) in the 0 - 10 mileage 
band, is preliminary in nature and will become final unlef's a 
person whoso i nterests are adversely affected files a petition for 
a formal proceeding, pursuant t o Rule 25-22 . 029 , Florida 
Admi n istrative Code . 

I. Summary of Qecision 

On May 15, 1990, United Telephone Company of Florida (United 
or the Company) filed Minimum Filing Requirements (MFRs) with this 
Commission purs uant to our Order No. 22377 , issued January 8 , 1990 . 
The Company's MfRs were in support of proposed r a te sch~dules 

designed to generate increased annual revenues of $25 ,450 ,000 . The 
Company ' s filing is based o n a projected test year of 1991 and 
proposes that these r a tes be collected primarily from basic local 
rates t or business and r esidential custome r s . 

We ha ve found , based on the record in this proceedi ng, that 
United has established that it is entitled to an increase of 
$4,540 , 000 i n annual revenues. In making this d e t e rmina tion, we 
have c oncluded that a fair rate of return on equity (ROE) for this 
c o mpany is 13 . 0\ with a range of reas onableness of 12 . 0% to 14. 0% . 
Based on t ha t ROE, the Company ' s overall rate of return is 9.82 %. 
We have approve d rates, as discussed in detai l herein, that will 
generate the a pproved revenue increa se. 
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289 



ORDER NO. 24049 
DOCKETS NOS. 891231-TL and 891239-TL 
PAGE 3 

II. Bac kground 

It has bee n over seven years since this Commission has 
thoroughly investigated United's earnings and set its authori zed 
ROE . Many c hanges ha ve occurred in the last s e ven ye ars in the 
communications i ndustry. The company has also experienced great 
changes as evidenced by the merger o f four companies i nto the 
present Unite d Telephone Company of Florida. The current Company ' s 
structure is the result of a November 1982 merger between Winter 
Park Telephone Company , Inc., orange City Telephone Company, Inc ., 
Florida Telephone Corporation a nd United Telephone Comp any of 
Florida, with Un ited being the surviving company. The las t rate 
proceeding f or United was concluded i n 1982 by Order No. 11029 
prior to i t s merger with the other three telephone companies. 

I 

Some of the changes that have occurred in this seven year 
interim pe riod i nclude a phase down o f the int e rsta te subscriber 
plant factor (SPF), the implementation of bill and keep of 
i ntra LATA toll for local exchange compan ies (LECs), the rewrite of I 
the Uniform System of Accounts (USOA) and central office equipment 
category 3 (CAT 3) separations c hanges . In the future , at least 
through 1993 , additiona l changes are expected yearly. In each of 
t he years 1Q87 , 1988 and 1989, significant negative i mpacts to 
Unit ed ' s earni ngs have occurred. Yet for each of the yea r s 1987 , 
1988 and 1989, the Company ' s achieved ROE has been 14. 59%, 14 . 28% 
and i n excess of 14.0, , respective ly . various factors , suc h as 
access line growth, i ncreased toll volumes and gains in company 
efficiency, appear to ha ve contributed to the level of the 
Company's earnings over these past few yea rs. 

Therefor e , pursuant to our authority set forth in Section 
364.14 , Florida Statutes, a nd by Order No. 22205 , issue d November 
21, 1989 , we held a public hearing on Thur$day, December 14, 1989 , 
limited to the issues of determining an appropriate allowed r eturn 
on common e qu i ty for United Telephone Company of Florida for the 
purposes of the limited proceeding and the method by which t he 
revenue to be placed subject t o refund, if any, should be 
calculated . 

Based upo n our consideration of t ,he testimony and the e vidence 
presented at that hearing, we determined that an allowed return on 
common equity of 12 . 8% with a range of 50 basis points , or a low of 
12.3% o a high of 13.3% , was a ppropria:e for United for the 
purposes of the limited proceeding. I 
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In recognition of t .he Company's excess earnings , the Office of 
Public Counsel {OPC) had previously filed, on October 19, 1989, a 
petition to permanently reduce United ' s authorized ROE. OPC ' s 
petition initiated Docket No . 891231-TL. The parties have 
stipulated , however, that it is appropriate to close Docket No. 
891231-TL with this final order, which we hereby do. 

Pursuant to the Company's August 31, 1989, surveillance report 
which reflected an achieved ROE of 13 . 66\ and the four adjustments 
!let out in Order No. 22377, issued January 8, 1990, we found 
United ' s achieved ROE to be 14.53\. Based upon our deternination 
that the appropriate allowed ROE for United for purposes of the 
limited proceeding was 12.8\ , with a range from a low of 12 . 3\ to 
a high of 13.3\ , and our determination that United ' s achie ved ROE 
is 14. 53', we found it appropriate to place a revenue amount 
subject to refund that would bring United ' s achieved ROE down to 
tho coiling of 13 . 3\. Therefore, in accordance with the provisions 
of Section 364.055, Florida Statutes, and by Order No. 22377, we 
required that United hold subject to refund, with intere~t, 

$7,605,000 annually of its revenues effective January 1, 1990. 

On Hay 15, 1990, United filed its MFRs requesting an in~rease 
in rates and charges to produce additional revenues of $25,450 , 000 
based o n a projected 1991 test year . United mod ified its initial 
MFR filing on August 22, 1990 , to incorporate the Company's October 
budget view. These modifications to the MFRs incre ased United ' s 
alleged revenue deficiency from $25,450,000 to $26 , 290,000 for the 
test year. The Company cited competition, addit ional business 
risks and growth as the major factors behind its rate request. 

This Commission held service hearings in Altamonte Springs and 
Ft. Myers at which we heard customer testimony regarding t he 
service provided by t h e Company, the Company ' s proposed rates and 
services, and various other customer concerns. 

We held a public hearing , at which we heard testimony and 
received evidence from all the parties, i n Tallahassee on October 
1, 3-5, 8, nd 9 , 1990. The Company, the Office of Public Counsel 
(OPC), AT&T Communications of the Southern States, Inc. (ATT-C), 
the Florida Pay Telephone Association {PPTA), and our Staff 
participated in the hearing. Witnesses were sponsored by the 
Company, OPC, ATT-C, and our Staff. The witnesses were available 
or c ross examination by tho parties. The Communications Workers 

of America {CWA) was granted interventior. to p a rticipate on the 
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operator services issues, although they did not cross examine any 
witnesses nor submit a ny testimony or evidence. 

III . stipulations 

The following stipulations were agreed to by the Company , OPC 
and our Staff . ATT- C and FPTA had no objection. 

1. United's method of handling non-pension post-retire ment 
benefits for ratemaking purposes in this proceeding on a 
pay-as-you-go basis is appropriate and since the test year forecast 
does not implement the Financial Accounting Standards Board (FASB) 
exposure draft on other pos t-employment benefits, no adjustment for 
post-retirement benefits is warranted . 

2 . Gross receipts tax should not be treated as an expense 
for ratemaking purposes in this proceeding , but rather may be 
billed directly to customers as permitted by Section 203 . 01 (5) . 
florida Statutes. 

3. The appropriate amount of 
Te lephone Plant Under Construction (TPUC) 
tes t year rate base (i . e., short term TPUC) 
on updated MfR Schedule A-2d . 

test year intras tate 
to be included in the 
is $13,75 7,680 as shown 

4. The a ppropriate level of test year universal service 
fund revenue is $2,338, 512 as presented by United's witnes~ McRae. 

5 . United ' s intrastate Primary Interexchange carrier (PIC) 
change charge has been eliminated, t .herefore, no revenues 
associated wi th that charge are appropriate for the test p e riod. 

6 . A review and modifications of the Company's t a riff is 
appropriate but should be pursued following the rate case . This 
will allow the Company 120 days from the issue date of the final 
order to determine the feasibility and potential revenue impact of 
implementing a tariff similar to the tariff jointly developed by 
our Sta ff and Southern Bell Telephone. 

7 . Un i ted's current bill format is in compliance with 
Commission b i ll format rules and guidelines. 

I 

I 
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8. The final order in this proceeding shall be dispositive 
of Citizen ' s Petition i n Docket No. 892131-TL and that docket 
s hould be closed in the final ord er entered herein . 

The following s t ipulations 9-11 were proposed by the Company . 
Staff, OPC, ATT-C and FPTA have no objection. 

9. United's Data Transport Service (Switc hl ink) was 
tariffed on September 1, 1989 , and has bee n offered for a 
rclat1vely s hort period of time, therefore, no change in the r ate 
for this service is appropriate . 

10 . 
to $15. 

United ' s retutned c heck charge should increase from $10 

11. Given the t ime constraints of this proceeding, it is 
not feasible to e s tablis h United-specific i nterexchange Privatu 
Line rates at this time. United c urrently concurs with Southern 
Bell Telephone ' s i nterexchange Private Line tariff. 

All parties agreed to the following stipulation. 

12. The following issues will be determined i n Docket No . 
860723- TP : the rate s tructure and rate levels (except United's 3-1 
rates which will be set in Docket 891239-TL) governing t he nonLEC 
pay telephone lines provide d by United; the regul ations gvverning 
local and HNPA d i rectory assistance for calls originating at nonLEC 
pay telephones within Un i ted's service territory; the availability, 
regulations and charges governing screening and blocking s e rvices 
provided by Un ited for nonLEC pay telephone lines ; and the 
availability governing access by nonLEC pay telephone providers t o 
United ' s toll discount plans . 

The Company proposed the following s t ipula t ion t o which no 
object ion was raised . 

13. It is appropriate to e liminate four-party service and 
two-party zone charges consistent with previou s Commiss ion actions 
and Rule 25-4 . 068(2) (b), Florida Administrative Code . 

We fi nd all o f tne above stipulation s appropriate and he r eby 
approve them. 

,., 
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IV. Adeguacy of Service 

Section 364.035 , Florida Statutes, requires that this 
Commission, when fixing rates, consider the efficiency, 
sufficiency, and adequacy of the facilities provided and the 
services rendered by the utility . In t h is proceeding, we have 
fulfilled this statutory requirement through our Staff's 
performance ot a service evaluation consisting of thousands of test 
calls and the review of hundreds of records over an extended period 
of time. We have also considered tho testimony of the two Staff 
witnesses, Taylor and Brown, regarding the Company ' s provision of 
service and the experience of the Division of Consumer Affairs 
regarding complaints about this Company, as well as the testimony 
of Mr. Bruco Reynolds, Vice President, on behalf of tho Company. 
In addition, we have considered the public testimony of tha 
customers who appeared at the two service hearings which were held 
in Altamonte Springs and Ft. Hyers. 

I 

At the heari ng, Staff Witness Taylor presented the r esults of I 
the service evaluation and testified that, based on the results 
achieved, tho overall qull!llity of service provided by United is 
adequate . Although he concluded that the service provided by the 
Company was good, he did note some specific deficiencies. United 
met or exceeded 57 of the 76 Commission rule requirements in its 
most rocent service evaluation. In addition, the Division of 
Consumer Affairs lists United as having the fewest complaints, 
(.025 complaints p r 1000 access lines) of all the local exchange 
companies (LECs) in Florida. 

The service evaluation report revealed 10 rule viola tions and 
8 unsatisfactory levels for a 76.6\ compliance rating. Five of the 
t e n rule violations were within 2\ or 3\ of the requirement. Six 
of the categories for which United received an unsatisfactory 
rating have a specified percentage requirement. United' s rat~ng 
for three of them was within 4\ of our requirement . 

Rule 25-4.04 0, Florida Administrative Code, requires 100% 
a vailability of new numbers from directory assis tance within 48 
hours after connection excluding weekends and holidays. United 
scored 99t, missing 2 requests of 198. The Rule als o requires the 
directory to normally list all subscribers in the exchange in 
alphabetical order. United achieved a score of 98 . 1\, slightly 
below our 99\ standard. The Company has reported that its operator 
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force has been instructed regarding this requirement, and we expect 
no further deficiencies in this area. 

There were 10 violations of, or deviations from, Rule 25-
4.076, Florida Administrative Code, from a total of 205 public 
telephones checked . United has either fully corrected the 
deficiencies or has initiated correct:ive measures to bring the 
phones into compl~ance with Commission rules. 

Rule 25-4.115, Florida Administrative Code, requires 100% 
accuracy in the area of directory assistance billing accuracy. 
United underbilled 18 of 329 billable directory assistance calls 
for a 94.5t accuracy rating. United maintains that, according to 
its records, its billing is accurate. 

Rule 25-4.070, Florida Administrative Code, requires 95% 
restoral of out of service reports within 24 hours after they are 
reported to the Company . The Rule also states that companies 
s hould make every reasonable att,empt to restore service on the same 
day. This Commission has set 80t as a reasonable objective for 
same day restoral. United ach ieved 79.7\. 

Regarding Rules 25-4.036 and 25-4 . 038, Florida Administrative 
Code , three faulty grounds were observed on older installat~ons 
during the service evaluation. United has corrected the defective 
grounds and implemented a testing program. 

Rule 25-4.0185 , Florida Administrative Code , deals with 
periodic reports required of the company. United reported failure 
to meet our Answer Time Rule requirements in two categories for the 
second quarter of 1990 . The first category was the Rule 
requirement that 90\ of Directory Assistance calls be answered 
within 20 seconds. United ' s explanation of the Directory 
Assistance violation in its periodic reports was the retraining of 
operators following ATT-C ' s take back of toll calls. The second 
Rule v iolation was of the requirement that 80% of business office 
calls be answered within 20 seconds . United r ecorded a violation 
in its periodic report, citing unexpected absenteeism and increased 
customer calling as reasons for its failure to meet the 
requirements. We are satisfi ed with the Company ' s e xplanations and 
note that during the service evaluation, United's compliance rating 
exceeded Commission requirements for both Answer Time categor)es. 

.., 
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A total of seven service related complaints resulted from the 
service hearings held in Altamonte Springs and Ft. Myers . We 
believe that the Company has taken a.ppropriate corrective action . 
We are satisfied that the Company has addressed, or will 
satisfactorily address, all deficiencies which we have identified. 

Based on the record before us, we find that the Company is in 
substantial compliance with this Commission's prescribed service 
standards. Therefore, we find that the overall level of service 
provided by the Company is adequate . 

v. Rate Base 

The Company 1 s rate base is the i nves tment upon which the 
Company is e ntitled to e a rn a return. Once a test period is 
determined, the Company ' s investment and expenses for that period 
are analyzed in order to establish the investment upon which a rate 

I 

of return will be permitted . The test yea r intrastate rate base 
represented by the MFR Schedules filed by United in this proceeding I 
was $923,053,747 . United i nc re·ased this amount by $2 , 911,958 to 
account for the transfer of i nformation services and net operating 
income (NO!) adjustments to working capital. The adjusted total as 
filed waG $925,965,705. During the hearing, United proposed three 
additional adjustments to NOI. This increased the Company 1 s 
proposed rate base by $289,000 to $926, 254,705 . After 
consideration of ~e issues presented to us, we have made cer tain 
adjustments to the rate base. 

A. Test Xear Net Plant In Service 

United asserts that its intrastate test year plant in service 
is $1,469 ,011,946 . Although the original MFR schedule submitted by 
the Company showed the forecast of adjusted test year plant in 
service to be $1,467,803,379, the c ompany filed a revised amo~nt of 
$1,469,011,946 based on its most c urrent forecast of 1991 
operations . We find that United ' s updated budgeted amount of test 
year plant in service is appropriate and hereby approve it. 

United has included depreciation expense related to toll 
services and directory assistance ope rator positions which it 
expects to incur in 1991, over and above its currently approved 
depreciation rates. The company has not applied for the additional 
deprecia t ion. We believe it is more appropriate to d~al with the 
expense at the time the company files its depreciation I 
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represcription. The total company depreciation expense for the 
test year is $680,000, with $4 69 , 737 i ntrastate. The average 
amount to be removed from the total company reserve is $340 , 000, 
with $234,868 intrastate. Therefore, we find it appropriate t o 
reduce United 's depreciation reserve of $554,191,119 , r eflected in 
its updated MFRs , by $234,868. Thus , we approve the revised amount 
of test year depreciation rese rve of $553,956 ,251. 

The Company 's position is t hat the appropriate amount of 
intras tate t est year net plant in service is $914 , 820,827. 
However, we fi nd that the a ppropriate amount of intrastate net 
plant in serv ice i s equal to the test year plant i n service l ess 
the depreciation reserve. We h a ve d etermined that the tes t year 
intrast te plant i n service is $1,469,011,946 and the de preciation 
reserve is $553,956,251. Therefore , we find that the intrastate 
test year net pla nt in service is $915 , 055 ,695. 

B. Working Capital 

1. Allocation of Unearned Revenues 

United asserts that unearned revenues s hould not be allocat ed 
100\ to intrastate working capital. We agree. The working capital 
component of t he advanced billings i ncludes not on l y billings for 
i ntrastate service but also billings for i nt erstate end u ser access 
c harges, switched busy h our minut es , I XC special access , and WATS 
access line billings. The direct assignment of a l l advanced 
billings to the intrastate jurisdic t ion would unde r state i ntrastate 
working capital. United calculated its allowance for working 
capital by using the ba l a nce sheet method, which is consistent with 
our past practice . This calculation incl uded $11 , 063 , ooo in 
advanced billings , which included interstate as well as intrastate 
and were separated along with the other accounts based o n net 
plant . We find it appropriate that unear ned revenues be allocated 
between intrastate and interstate services on the same basis as 
other components of working capital. Therefore, we approve the 
separation method the Company used t o develop the allowance for 
working capital. 

2 . Prepaid Pensions 

We are in agreement with Un ited 's position that prepaid 
pensions s hould be included in the working capital allowance. 
United has included $11, 870 ,000 of prepaid pension expense in its 

., 
297 



r"" 
298 

ORDER NO. 24049 
DOCKETS NOS. 891231- TL and 891239-TL 
PAGE 11 

c alculation of working capital. This "Other non-current asset" was 
created in accordance with Internal Revenue Service (IRS) 
requirements and generally accepted accounting p rinciples (GAAP) . 
The current surplus creating the asset has resulted in negative 
pension expense to the benefit of the ratepayers. 

Unitad began following the provisions of the Statement of 
financial Accounting Standard 87 (SFAS 87 ) in 1988. Under SFAS 87 , 
tho Company has included approximately $4.4 million o f negative 
pension expense in i ts determination of its test year earnings . 
This issue was considered i n Docket No. 881056-EI. By Order No. 
22224 , issued Hovember 27 , 1989, we held that the prepaid pensicn 
working capital component should be allowed. Therefore, we find 
United ' s inclusion of prepaid pensions in working capital is 
appropriate. 

3. Adiustment For Deferred Taxes pue To Intercompany 
Profits 

I 

United Telecommunications, Inc. (UTI) , United ' s parent I 
company, cakes an off-book regulatory adjustment crediting General 
Service s a nd Li censes Expense (GS&L) and debi ting Accounts 
Receivable - Affiliates. This places United in a similar revenue 
r equirement as if UTI were allowed to pass back deferred taxes 
under a closing agreement with the U. s . Treasury. 

Rule 25-14 . 0 10, Florida Administrative Code , requires 
regulated utilities to include deferred taxes on i ntercompany 
profits in their capital structures. To comply wi th this Rule, 
United proposes to reverse the GS&L credit , and make anothe r e ntry 
debiting Accounts Receivable - Affil iates and crediting Deferred 
Taxes . The net working capital effect of thes e two ad j ustme nts is 
an i ncrease of $3,787,577. We disagree with United ' s reversal of 
the GS&L credit. However, the debit to Accounts Receivable -
Affi liates for the amount of the deferred taxes is appropriate and 
requires no adjustment. Therefore , we f i nd appropriate a n 
adjustment increasing capital by $455 , 000 . 

4. Net Operating Income Adiustrnents 

The Company proposes adjustments to NOI resulting in an 
adjustment to working capital that would reduce intrastate r ate 
base by $1 ,220,609. United's adjustments 1 , 2 , 3, 5, 6, 7, and 9 , 
set forth in MFR Schedule B-2b, were made t o s how the effect of the I 
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reclassification of retai ne d earnings through adjustment to NOI. 
The Company reasons that adjustments are made to the capital 
structure through retained earnings to recognize the twelve month 
average NOI impacts. In addition, rate base adjustments are made 
to recognize the working capital effect o f i ncreased or decreased 
net i ncome. The adjustments have the effect of modifying the 
achieved rate base to ma tch the adjusted achieve d capi tal 
s tructure. United asserts that only then can the achieved r a te o f 
return represent the return that would have been reported had these 
a d j ustments been reported on its books . 

We disagre e. The c omponents of working capital are separated 
between jurisdictional and non- j uris dictional rate base using a 
factor based on net p lant, i rrespective of the separation of t he 
related NOI components. We find t hat working capital should be 
separated i n this manner, and that other factors should not be 
selectively applied to the components of work ing capital . This is 
consistent with our treatment of other components of working 
capi tal in th is docket, such as the allocation of unea rned revenues 
and pension expenses . We , therefore, reverse Unite d ' s adjustme nts 
1, 2 , 3, 5 , 6, 7 , and 9, the reby increasing i ntras t a te rate base by 
$1 , 220 , 609 . 

Based on the foregoing adjustments, we fi nd that the 
appropriate test year i ntrastate working capital allowance i s 
$502 , 502 . This amou nt reflects adjustments concerning def Prred 
taxes due to i ntercompany profit , NOI, a nd deferred cos ts elated 
to operator services a nd customer billing systems. 

The Company asserts that the appropriate working capital 
allowance is ($2 ,708,895). This reflects the update d MFR amount of 
($2,997 , 895), with adjustments increasing working c apita l by the 
f ollowing amounts : $26 , 000 for the incre ase in the univers al 
servic e fund ; $208,000 for removal of budge ted software expense ; 
and $55 , 000 r eflec t i ng the decrease in the regulatory assessme nt 
foe rate. 

OPC rgues that working capital should be reduced by 
$17 1516 , 509 I res ulting in a n a djus ted working capital o f 
($20 151 41404). OPC did not include any of unite d ' s additional 
adjust ments in i t s ca lculation . OPC proposed the reduction of 
United ' s proposed working capita l figure reflecte d in the MFRs by 
the following : $3,252 ,8 68 for unearned revenues; $8,2 50 1500 for 
prepaid pension costs ; $3 ,787,577 to remove the adjustment for GS&L 
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intercompany profit; and $2,225 ,564 to remove d eferred tax debits 
related to special termination benefits and revenue reserves . We 
have considered OPC ' s adjustments and find no r eason to modify our 
working capital amount. 

Upon consideration of the record of this proceeding and as a 
result of the foregoing adjustments , we have determi ned that the 
Company ' s appropriate average rate base for t he purpose of this 
proceeding is $929,700,970. 

VI. Net Operating Income 

Having determined United ' s rate base , the next step in the 
ratemaking process is the determination of the Company ' s test year 
not operating income (NOI). Once this amount i s determined 1t can 
be applied to the test year rate base value to develop the 
appropriate achieved rate of return for the test period. United 
has submitted an NOI figure of $79,689,107 . Based o n our rev iew of 

I 

the evidence in the record of this proceeding , we find United ' s net I 
operating income for the test year to be $88 ,490,876 . This amount 
is derived on the basis of the follo wing adjustments, some of which 
reflect adjustments to rate base. 

SUMMARY OP NET OPERATING INCOME ADJUSTMENTS 

PER BOOK NET OPERATING INCOME 
Operating Revenue 
Operating Expense 
operat1ng Taxes 

Per Book NOI 
Intrastate Achi eved Adjustment 

ACHieVED INTRASTATE NET OPERATING 
INCOME PER PILING 

COMMISSION ADJUSTMENTS: 

$ 469,933,000 
( 347,934,988) 
( 40 . 543 . 905 ) 

$ 
( 

81,454 , 107 
1.765.000) 

1 . GS&L Intercompany Profit $ 910,000 
52 ,710 2. Univeroal Service Fund 

3 . Unlisted/Non-Published Revenues 
4. Lobbying and PAC Expenses 
5. Florida Night Expe nses 
6. Meals & Entertainment of Spouses 
7. Sporting Event Tickets 

1, 949 ,686 
1,095 
1 , 154 
4,652 
7,088 

$79,689,107 

I 
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8. Operator Services 
Severance Pay 
Accelerated Depreciation 

9. Charitable Contributions and 
Civic Memberships 

10. Institutional and Image Advertising 
11 . Budget Reductions 
12. Regulatory Assessment Fee Rate 
13. Interest Synchronization 
14. Nondepreciable Property Sales 
15. UTI Owner/Investor Costs 
16. UTI Pr oprietary Costs 
17 . Excess Return on UTI Investment 
18. Cus tomer Billing System Development 

TOTAL ADJUSTMENT 
ADJUSTED NET OPERATING INCOME 

A. Operating Revenues 

785 , 216 
367,723 

273,804 
782,7 66 
415,721 
110,395 
161,177 
160,847 
332,893 
867,480 

45,452 
l. 571.910 

30 1 

$ 8 . 801.769 
$88 . 490. §76 

1. Revenues From Planned Tariff Filings or Significant 
Tariff Revisions 

We believe that all revenues from significant t a riff revisions 
or planned tariff filings are appropriately reflected in United ' s 
1991 test year forecast. However, OPC proposes that if wP approve 
United ' s proposa.l to detariff billing and collection serv ices, then 
we should recognize the likely change in the rates United will 
charge for this service, and calculate the Company ' s revenue 
requirement accordingly. It is our view that OPC ' s proposed 
adjustment for increased billing and collecting revenue is basPd on 
speculation that rates would be increased if we approve 
detariffing . Therefore , we are not persuaded that any adjustment 
is appropriate. 

2. Universal Service fund 

The Company, OPC and our Staff stipulated that the appropriate 
level of test year universal service fund revenue is $2,338,512. 
The amount of universal service fund revenue is based upon the 
latest data a vailable from the National Exchange Company 
Association (NECA). We believe this amount is appropriate and 
hereby approve this stipulation . 



r 
302 

ORDER NO. 24049 
DOCKETS NOS. 891231-TL and 891239-TL 
PAGE 15 

3 . Unpublished and Unlisted Reve nue 

United has included unpublished and unlisted revenue as a 
component of directory revenues in its calculation of direct ory 
advertis ing prof i ts to be rec l assified as no nregula t ed i n 
accordance with Rule 25-4 . 0405, Florida Administrative Code . Prior 
to the adoption of Part 32 by the Federal Communications Commission 
(FCC) , these revenues were reflected as local service revenu"! . 
Sc hedule Z-9 of this Commission's annual report form specific a lly 
requires the utility to exclude these revenues , which ar~ local 
s ervice reve nue rather than directory advertis ing. In the process 
of amendi ng Rule 25-4.0405 , Florida Administrative Code, and 
adopting the ne w annual report form , United was silent as to the 
ef f eet of excluding such revenues from the calculations. In 
addition t o the unl isted and unpubli shed revenue, United also has 
not incl uded data processing expenses which were formerly recorded 
a s directory expenses , but are no longer incl uded i n this acc ount 

I 

in Part 32. United has calculated the directory advertising profit 
allocated to nonregulated, and reflected in its MFRs, as I 
$3,090 ,84 2 . This adjustment reduces miscellaneous revenue. This 
adjustment s hould be reduced by $2 , 976,000 to remove t he unlisted 
and unpublished revenue and $150,000 to include the data processing 
expenses, which results i n an increase in Miscellaneous Revenue of 
$3,126 , 000. OPC expressed agreement with this adjustment . 

4. Sales of Nondepreciable Property 

We ha ve recognized gains a nd losses from the sales of 
nondeprec i able property above the line in previous t ele phone 
company rate cases (including rate cases involving United and one 
ot its pre-merger companies, Florida Telephone Corporation, by 
Orders Nos . 11028 and 11029, i ssued July 27, 1982) . suc h 
recognition lessens the possibility of cross-subsidy where capit al 
generated f rom the same sources of capital that provide for 
telephone operation is used for the purchases of nondepreciable 
property. The c us tomers' rates are set to recover such capital 
costs. Telephone companies are not i n the r eal estate busines s and 
s uc h purc hasoa arc made with the intention of using the properties 
in the ir telephone operations . 

In the previous rate cases, we amortized these gains and 
losse s over five years. However, we now find i t appropriate t o 
require such amortization over four years. T 1is is because of the 
recently enacted amendments to Section 364.035(3), Florida I 
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Statutes, which require each LEC to file m~n~mum filing 
requirements or modified minimum filing requirements for rate 
review proceedings avery four years . The legislative intent is 
that this Commission, OPC a nd other affected parties must have the 
information available to review the reasonableness of the rates and 
the rate of return of the LECs . We believe that ~he four year 
amortization period wil l facilitate t hese rate review proceedings . 

The net gains and losses trom 1988 to 1990 were $1,405,238 . 
There were no gains or losses shown for 1987 or 1989 and none were 
forecast for 1991. These gains and losses, amortized over a four 
year period, would be $351,310 per year. Using a separation factor 
of .734084, the intrastate amount of revenue from these sales is 
$257189 1. 

United asserts that all gains and losses on the sale of 
nondepreciable property should accrue to the benefit or detriment 
of the investor rather than the ratepayer . Ratepayers provide a 
return on the original cost of the Company's investment in 
nondepreciable property . They do not provide for the recovery of 
capital , however, as would be the case if the property were 
depreciated and the depreciation expense were recovered thrc ugh 
rates charged by the Company. We do not agree with the Company's 
position and, therefore, we increase the Company ' s test year 
revenue by $257,891. 

5 . Test Year Revenues 

United's 1991 revised budget estimates intrast ate operating 
revenues per books to be $469,933,000 . United adjusted this amount 
for the non-jurisdictional portion of the d i rectory advertising, 
universal service fund, reclassification of information s e rvices 
and temporary cash investments revenue . The total of these 
adjustments increased intrastate operating revenue by $186,000 to 
$470 ,119,000. The Company further increased this amount by $84,512 
to reflect the most current amount for the universa l service fund. 
Therefore, United's proposed ad j usted intrastate t est year 
operating revenues are $470,203,512. 

OPC proposed that operating revenues should be adjusted to 
show annualiz tion of SignalRing revenue, proper billing and 
collecting revenues, unlisted/non-published reve nue and data 
processing costs properly in the directory advertising adjustment, 
net gaino and losses from property sales and ~ncollectible revenues 

, 
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held at the initially filed level. The total adjus tme nt proposed 
by OPC adj ustment is an increase of $5,260 , 201 i n revenues for a 
total of $475,379,201 in adjusted intrastate operating reve nues . 

We have accept ed the universal service fund stipulation and 
find the followi ng adjustments to operating r e ve nues to be 
appropriat e: unlisted{non-published r e venue and data processing 
costs properly in the d i rectory advertising adjustme nt; and net 
gains and losses from property sales, for a total increase of 
$3 ,468,403. We agree with United that the budgeted levels of 
uncollectible revenues is appropriate and, find tha t no further 
adjustments are necessary. We, therefore , find that the 
appropriate amount of test year intrastate operati ng revenues are 
$473 , 587 ,403 . 

8. Operating Expens~s 

1. Asbestos Removal Expense 

I 

United asserts that its $545,000 asbestos removal expense , of I 
which $401,058 is intrastate, has been recorded appropriately and 
in compliance with Part 32 of the Uniform System of Accounts . The 
Company also asserts that this expense is of a recurring nature. 
This expense has been present for a numbe r of years and will 
continue to be incurred in the future. While it i s appropriate to 
remove expenses from the test year that are nonrecurring, we agree 
with United tha t these expenses are recurri ng. There fore, we find 
it appropriate to permit the inc lusion of the i ntrasta te expense 
amount of $401 , 058 i n the Company's test year expenses . 

2. Lobbying and Political Ac t ion committee Expenses 

Although the MFRs demonstrate that $315,651 of lobb¥ ing and 
pol itical action committee (PAC) relate d expenses are appropria tely 
r ecognized below the line and not subject to recovery through 
jurisdictional rates, United identified at the hearing that $2 ,094 
of PAC cost s were left above the line in 1989. OPC proposes a n 
adjustment to remove a forecast of these expenses from the t est 
yea r . The 1989 expenses are increas ed by 7t each year y ie l ding a 
projection of $2, 398 to represent similar errors in the t est year. 
However, UTI ' s latest budge t shows growth at 6 . 7% for 1990 and 6 . 4% 
for 1991. Using this growth estimate, the total company t est year 
amount would be $2,378 which would be separated by the corporate 
expense factor of . 738366 producing an ~dj ustment to intras tate I 



I 

I 

I 

ORDER NO. 24049 
DOCKETS NOS . 891231-TL and 891239-TL 
PAGE 18 

test year expense of $1,756. We find i t appropriate to r emove th is 
remaining $1, 756 amount of lobbying and PAC expenses from the 
Company's intrastate cost of service and hereby do so. 

3. flor i da Telephone Association Expenses 

OPC identified $2,206.91 of meals and hospitality room 
expenses associated wi th the 1989 Florida Telephone As~ociation 
(PTA) conventi on in Naples and has objected to these expenses being 
i ncluded i n test year expense. OPC recommends removing these 
expenses f rom intrastate test year expense. While we agree with 
United that all costs associated with FTA dues, memberships and 
Florida Night expenses need not be disallowed, we fi nd that these 
expenses are not l e gitima te. We agree with OPC that these costs 
have no place in regulated expense. The 1991 amount of such 
expense can be est imated by applying United ' s latest growth 
estimat es of 6 . 7\ for 1990 and 6 . 4\ for 1991 to the 1989 amount of 
$2,206 . 91. The estimated total company e xpense i ncluded in the 
test year is $2 , 505. 48. After applying the sepa ration factor of 
.738366 , we find it appropriate to reduce the company's intrastate 
test year expense by $1,850. 

4. Meals and Entertainment Expe nses 

Un i t e d assert s that meals and entertainment expenses relat ed 
t o public relat ion s a nd image building efforts s hould not be 
removed from its test year budget . The Company conte nds that these 
arc expenses incurred i n the normal course of business by 
employees i n p e rforming their duties a nd responsibilities in the 
Company ' s Public Relations Department. However, we find that all 
meals a nd entertainment e xpenses rel ated to public r elation s should 
be removed from the tes t year. United has, i n fact , removed such 
expenses a nd no further adjustment is necessary . 

5 . Meals and Entertainment for Spouses 

United has included meals, e ntertainment and travel expenses 
of the spouses of Company officer s /exec utives in the t est year as 
a necessary business fu nction. The Compa ny a ssert s that , in the 
normal c ourse of business , spouses are occasionally expected t o 
attend functions. The functions and expenses are of an ordinary 
and necessary nature as they relate to conducting business . such 
expenses a re not r ecognized on the books unless the business 

., 
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purpose is established. In the course of IRS audits of United 
the se expenses have been reflected as bona f i de business expe nses . 

How ver, we find t hat all meals , entertainment and travel 
e xpe nses of the spouses of Compa.ny officers and executives shall be 
removed from the tes t year budget. OPC iden tified three events 
from 1989 which it asserts should be e xcluded from jurisdictional 
oxpc noe: the SEARUC convention in Williamsburg, VA.; the ski trip 
to Utah; and the Boston NARUC Convention . The Williamsburg and 
Ut a h tr i ps included expenses of e xecutives and thei r wives for 
meals , motels , golf fees , skiing expenses and airfare. The Boston 
expenses were similar to the hospitality suite expenses we have 
a l ready disallowed. OPC recommends remova l of the estimated 1991 
amounts of these expenses i n the amount of $10 , 186, of which $7,336 
wi l l be intrastate . We agree with OPC ' s analysis that these costs 
a r e excessive. However, applying our growth estimates of 6 . 7\ in 
1990 , and 6. 4 \ in 1991 , along with our separation factor of 
. 738336, we find it appropriate to remove $7,458 from the 
intras tate test year expense . 

6. Sporting Event Related Expenses 

Unit ed included costs associated with sporting events in test 
y ar operating expense as the costs of entertaining prospectiv~ 
c us tomers and asserted that such expenses are necessary business 
e xpenses in the competitive world i n which regulated utilities do 
bus iness . 

We find that these costs are inc urred generally as public 
relations progr ams primarily for the benefit of nonregulated 
operations and s hould be r emoved from operating expense. We have 
est i mated the 1991 test year amount by taki ng the 1989 total 
company amount of $13,558 and adjusting it for 199 0 a nd 1991 growth 
of 6 . 7, a nd 6. 4 t producing an estimated test year total company 
amount of $15 , 392 . Applying the corporate operations separ a tio n 
factor of .738366 , we find the intrastate amount to be $11,365 
which s hould be removed from test year i ntrastate operating 
expense. Therefore, the test year projection of tota l company 
cos ts related to sport i ng events of $15 , 392 , of which $11,365 will 
be intrastate, is h ereby removed from operating expense . 

I 

I 

I 
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7. Operator Service Revenues and Expenses 

United plans to transfer its toll call completion and 
directory assistance services to Sprint Services in the fourth 
quarter of 1991. Studies show that Sprint Services can perform the 
operator services functions at a lower cost than United on a going 
forward basis. Over the five year transition period, from 1991 to 
1995, United expects to receive net benefits from the transfer of 
$ 581,000 on a total company basis. As part of the transfer, United 
will provide severance pay to the current employees that provide 
this service. The severance pay for the toll call completion 
operators will be $2,780,000 to be paid in 1991. GAAP directs that 
this expanse be recorded in the current accounting p e riod. At the 
t i me the arrangements for the transfer have been finalized, United 
plans to apply to this Commission to shorten the 
amortization/recovery period for the remaining operator and 
directory positions. In 1991, United will incur total company 
depreciation costs of $154, 000, for the toll services, and $526, 000 
for directory assistance, over and above that which is provided for 
in the currently approved depreciation rates. An additional 
$716,000 will be incurred in 1992 providing complete capital 
r e c overy in that year. 

OPC contends that this transfer is too speculat i ve to conside r 
i n the r a temaking process in that a final decision has not been 
made and there is no contract between the parties . OPC asserts 
that the proposal for the transfer can be characterized as 
nebulous . The transfer also causes a gross mismatch between the 
c os t of the project and its benefits in that the severance pay and 
additional depreciation expense are nonrecurring. OPC also asserts 
that this affiliated transaction would allow the Company to avoid 
scrutiny by this Commission. For these reasons, OPC recommends 
disallowance of the entire transaction .for ratemaking purposes 
during this test year. OPC would have the Commission defer the 
de cision on this issue to another time and case, and remove the 
$2 ,780,000 total Company severance pay ($2,045,732 intrastate) from 
operating expense, and $244,792 from intrastate r ate base, and 
$650, 000 ($589,583 i ntrastate} from total company depreciation. 

Although there is no contract, the record indicates that 
Unite d is committed to the transfer. There is an estimated cost 
savings to United and, therefore, a benefit to the ratepayers by 
consoli dating these services . The severance p y, although properly 
recorded in the 1991 test period, is a nonrecurring , one time cost 
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of tho transfer. Allowing the one time severance pay in operating 
expense at full cost inflates test year expense as this cost will 
not be present in futuro years that the rates wil l be in effect . 
United will incur severance pay for its toll call completion 
operators of $2,780,000 in 1991 and $2,498,000 for its directory 
assistance operators in 1992. No further severance pay is to be 
incurred for this project. We find it appropriat e to require the 
Company to amortize the total severance pay costs of $5,278, 000 
over the five year duration of the transfer at $1 , 055,600 per year 
for tho total Company, $786,769 per year intrastate. Using this 
method, of the $2,780,000 in total Company severance pay recorded 
in the test year, $1 ,724 ,000, of which $1,258,964 is intrastate, 
will be deferred to f uture periods. over the five year period of 
the amortization, a def~rred balance will be in rate base ana, as 
such, is a part of allowance for working capital. The average 
deferral in rate base is $1,611,600. Using the working capital 
separation factor, .690789 the intrastate portion is $1,113,276. 

I 

The Company has not applied for the additional depreciation. I 
Howovor, we rind it appropriate to remove it from the test year a nd 
address it whe n the application is filed. Therefore, $650,000 in 
addi tional total Company depreciation, of which $58Jt583 is 
intrastate, is hereby removed from the test year operating expense. 
Also, $325 , 000 is hereby removed from dthe total Company 
depreciation reserve , of which $234,868 is intrastate. 

8 . Signaling System 7 

The Signaling System 7 (SS7) tec hnology was dL.veloped by 
United on behalf of the local telephone operating c ompanies . It 
will be used to access the Line I nformation Dat.l Base used in 
United ' s billing and collection services, replacing the billing 
val idation service c urrently offered by ATT-C . The Company records 
moni~s from the performance of the billing and collection function 
to tho regulated intrastate operations and it is appropriate to 
charge the expenses related to it to the regulated expense 
accounts. SS7 will also access the 800 data base, a source of 
regulated revenues to the Company. This system is a benefit for 
the local telephone companies and an allocated share of its cost is 
appropriately charged to operating expense. United ' s treatment of 
the development costs is appropriate and no adjustment is 
necessary. 

I 
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9 . Charitable Contributions a nd Civic Membership Fees 

United asserts that charitable contributions and 
civic/social/recreational membership fees are necessary and 
appropriate for the Company to maintain its position as a socially 
responsible member of the communities which it serves a nd t hat the 
ratepayer, rather than the i nve stor , i s the prima ry beneficiary of 
such involvement. United ha s requested that we revie w and revise 
our h istorical policy of not allowi ng s uch contributions and fees 
as appropriate and necessary regulated operating e xpe nses . To this 
end, United has brought $439,000 in intrastate contributions and 
membership fees into test year operating expense through its 
adjustment Numbe r 2, to miscellaneous income charges. In this 
adjustment, United has also recognized $342,000 for the cost of 
abandoned and canceled projects which, historically , have been 
recovered through operating expense. 

OPC, on the other ha nd, takes the posit ion that we s hould act 
i n accord with past practice a nd find that it is inappropriate to 
require customers to involuntarily contribute to charities whic h 
may be inconsistent wit h t he i r beliefs. OPC also points to a 
recent New York Supreme Court decision in which the court declared 
that the New York Public Utilities Commission ' s decision to allow 
charitable contributions v iolated the ratepayers ' first amendment 
rights (Cahill y. Public Service Commission . , 556 NYS2d 840) . OPC 
has proposed a n adj us t men t to United's operating expenses to r emove 
these contributions and membership fees . 

We have consistently held the position taken by OPC that 
c haritable contributions a nd civic membership fees should not be 
included in operating expense. We find that ratepayers should not 
have their c hoices of contribution to a c ha rity or ClJlC 
organizat ion usurped by the monopoly utility which happens to serve 
them . Therefore , $4 39 , 000 of charitable contributions and civic 
membership fees is here by r emoved from United's operating and 
maintenance expense for miscellaneous income charges. 

OPC also recommended removing the $342,000 cost of abandoned 
and canceled projects from operating expense, but proposed no 
adjustment in its positio n on this point. We agree wi th Uni ted 
that this cost is a ppropriately included in i ts test year operating 
expenses . 

-., 
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10. Institutional or Image Advertising 

United has include d intrastate i nstitutional or image 
advertising costs of $848,000 i n its proposed test ye ar operating 
expense . The Company asserts that LECs t oday are fac ing various 
forms of competition and advertising i s an e f fective tool to deal 
with it . Un ited is receiving payme nts from UTLD to compensate for 
the many tangible and intangible benefits it receives from the 
Company . United conte nds that, since the ratepayer i s being 
compensated through the payment for the value of United ' s name, 
logo and reputat ion , it is only fair that the ratepayer pay for the 
e xpenditures necessary to maintain this value. 

OPC does not agree wit h United's argument; OPC asserts that i t 
is flawed and a misunderstanding of the UTLD docket. The 
compensating payment was primarily to compensate United for 
marke ting and opera tion be nefits derived by UTLO . OPC recommends 

I 

t hat we continue our long-standing, well reasoned policy of 
a ssigning the costs of institutional or image advert~sing t o the I 
s ha reholder . 

We agree with OPC that i nstitutional or image advertising 
bene fits the nonrogulated portions of the business to a greater 
e xtent than the regulated operations and that the UTLD compe nsat ing 
pa yment is for benefits already funded by the ratepayers . We will 
continue our policy of excluding institutional or image advertis~ng 
from the cos t of servic e. 

United has made a deliberate and conscientious effort to 
analyze the i ntent and content of each advertis i ng campaign t o 
e ns ure proper allocation in accordance with our polic y and its Cost 
Al l ocation Manual and has appropriately allocated advertising 
expenses. With the exception of the "One. Ph one Company" campaign 
and institut ional advertising, OPC did not specifically address 
Un i ted ' s alloca tion pol icy . 

We fi nd that United has properly alloca ted the cos t s of its 
advertis ing, with the exception of the "One Phone Company" campaign 
a nd i nstitutional or image advertising. The Company asse rts that 
the "One Phone Compa ny" campaign is intended to generate revenue 
a nd c onta i ns both imag e and promotional aspects . Tha t portion 
wh ich targets the sale of produc ts is allocated to the product 
o pe rations, such as switchlink, custom calling featLres or CPE. 
Th e portion which is geared towards buildi ng t h e Company ' s image is I 
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class ified as image advertising . OPC vie ws the "One Phone Company" 
campaign as improperly causing regulated operations to subsidize 
nonregu lated operations and esse ntially an image building campaign. 
The ma i n point of the campaign was the sale or lease of business 
telephone e qu i pment relying o n the image of the local telephone 
company to s upport the equipment. Base d on our r o v iew of the "Or.e 
Phone Compa ny" campai gn, we agree with OPC that, except f or 
individual products sales promotion which is specifica lly 
alloc ated , the campaign is image building and tends to support the 
no nrc gula ted operations of the Company with the image of the 
r e gulated Company and is not appropriate as a regulated operating 
expense. 

United has i ncluded $101 ,638 {of which $74, 622 is intrastate, 
of community affairs adve rtising) i n its test y ear operat ing 
expens e. Those advertisements falL unde r the g e nera l category of 
i ns t i tutional or image advertising a nd Uni t ed believes these 
expenses s hould be allowed. OPC c ontends that these advertisements 
c onstitute c haritable contributions. 

United also included community support advertising for the 
Nestle Pro Am Golf Tournament , the Prudentia l-Bache Te nnis Clas&ic , 
and other sport e vents i n i ts operating expenses. United asserts 
that communi ty support advertising is a necessary business expense 
and thus warrants inclusion in its oper ating e xpenses . OPC 
c ontends that these advertisements are institutiona l or image 
building. It is our view that these advert i s eme nts are 
i nsti tutional or image buildi ng. 

United has identified $848,000 in i ntrastate institutional o r 
image advertising a nd $427,000 in intrastate "One Phone Company" 
campaign e xpenses which the Company asserts s hould remain i n t est 
year operat i ng e xpe nses . OPC argues that $84 8 ,000 of institutional 
or ima ge advertising and $407,036 of " One Phone Company'' campaign 
c osts should be removed from i ntr state operating expenses . As we 
discussed earlier , we find i t appropriate to remove $77 3,378 of 
intrastate institutional advertising and $74,622 of intrasta te 
comm~nity affairs advertising from operating expense for a total 
i ntras tate ad j ustment of $848,000. We also find that the remaining 
$407 , 03 6 of i ntrastate advertising expense of the "One Phone 
Company" camp ign should be r emoved from ope rating e xpe nsQ . 
Therefore, we fi nd that $1,2 55 , 036 of intrastate operating expense 
a s soc iated with i nstitutional and communit'l affairs advertising 
s hal l be removed from r egulate d ope rations . 

, 
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c. Time Reporting 

United's method of time reporting is appropriate with respect 
to the allocation between regulated and nonregulated operations as 
provided in its Cost Allocation Manual which is filed with the FCC. 
On January 1, 1990, the Business Services Division sales force was 
switched from exception to positive time reporting due to over 
reporting of time to nonrequlated operations. Unless s imilar 
problems are identified in other areas, United will continue having 
some employees report on a positive basis and the remainder by 
exception. Based on the foregoing, we find United's method of t ime 
reporting reasonably accurate and cost effective, a nd therefore, 
appropriate. 

D. cost Allocation Procedures 

United's cost allocation procedures, as set forth in the Cost 
Allocation Manual , were developed in accordance with FCC 
guidelines . These guidelines were designed to prevent cross I 
subsidization of nonregulated act.ivities by regulated services. 
The United procedures have received two unqualified opinions from 
the Company 1 s outside auditors and are continually verified by 
internal audit. An unweighted factor in the general allocator is 
appropriate. Estimating the projected employee l evels of the 
unregulated subsidiaries is speculative and does not consider the 
rela.ti ve changes in the other factors. Thus, we find the current 
allocator to be reasonable. 

E. pisclosure of Related Party Transactions 

The 1989 records of United do not reveal any signifir.:ant 
departures from the requirements of Rule 25-4.018, Florida 
Administrative Code. The nature and extent of all related party 
transactions are on Schedule Z-7 of the 1989 Annual Report with the 
exception of long distance telephone service purchased from UTLD 
which is excluded from t .he reporting requirements . Thus, we find 
that United has adequately disclosed the nature and extent of all 
related party transactions for 1989 in its annual report, in 
accordance with Rule 25-4 .018, Florida Administrative Code. 

F. Affiliated Transactions Between United and UTLD 

United maintains that irrespective of the ~act that UTLD is an 
affiliate, the decision to use one carrier or another should be I 
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based on tho cos t and service provided. Uni t e d asserts that UTLD 
is competitive i n both of these areas . OPC conte nds that United 
has not shown that its calling needs are more cost effectively met 
through the use of UTLD rather than U. S . Sprint. We agree with 
United that there would be no benef i t to the ratepayer s resulting 
from our requiring United, in purchas i ng its MTS services , t o 
change from UTLO t o a nother affiliate with comparable tariffed 
rates . 

G. GS&L Costs Associated with UTI ' s Role as 
Owne:r;:/Inyestor 

United contends that the costs allocated to it by UTI through 
GS&L, identified by OPC Witness Brosch as owner/inves tor costs , are 
more properly def i ne d as ma nagement costs and , as s uc h, are 
beneficial to the ratepaye r as a valuable and i rrepl aceable 
service. OPC notes that in the last rat e case , this Commission 
disallowed costs allocated to United and its Florida affiliates 
Florida Telephone a nd o r ange City Telephone by UTI t hrough GS&L 
allocations as not being a direct be nefit to Florida ratepayers. 
These costs t otal $1 , 133 , 038, with $815 , 453 applyi ng t o the 
intrastate jurisdiction. OPC Witness Brosch analyze d the GS&L 
allocations and proposed adjustments in the areas of ownership 
costs, proprietary d isallowances a nd return on inve s tment . Witness 
Brosch identified certain allocated costs which a r e more properly 
att ributable t o the owner . These costs would not be recoverable 
from regulated ratepayers if Un i t e d we r e owned by i ndividual 
investors. The cost s Witness Brosch recommends disallowing a r e the 
cost s allocated to account 6711 , the costs of the chief executive 
and other high level executive de partments with the exception of 
the sen ior v ice presidents for operat ions and for fi na ncial 
serv ices . He maintains that these departments are only indirectly 
involved i n providing specific d e tailed technical advice and 
assist nee to the loca l telephone comp nies. OPC points to their 
lengthy c ross of Witness Baker on t h e UTI flight logs i n which they 
attempted to s how these executives are spending a great deal of 
time traveling tor the benefit of u.s. Sprint, bolstering UTI ' s 
image or attending non-UTI boa rd meetings. The costs allocated to 
account 6712 arc the c osts of UTI ' s mergers and acquisitions, 
business development and strategic planning departments . The costs 
allocated to a ccount 6721 are the c os t s of UTI 's treasurer with the 
exception of tho business a nalysis and strategic planning 
departments . These cost s pri marily support management of UTI ' s 
consolidated cash, i nvestments a nd oorrowing as wel l as financing 
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its equity investment in its s ubsidiaries and are appropriately 
considered ownership costs. 

Tho costs allocated to account 6725 are one-half the costs of 
the corporat secretary, Department 190 . The department provides 
legal s upport for the purchase, sale and reorganization o f 
subsidiary companies as well as filings and reporting required of 
UTI by the secretary. Witness Brosch concludes tha t t his 
department supports activities of the UTI parent legal entity and 
a re redundant in light of the obligation of each subsidiary to 
perform similar functions . The cost allocated to account 6728 i~ 
the int a ngi ble tax on subsidiary dividends which would not be 
recoverable from ratepayers if United was owned by individual 
invest ors . We find merit in the Company's argument that these 
allocated costs do have the character of management costs and are 

I 

of some benefit to the ratepayer . The arguments of OPC also have 
merit , esp cially when taken i n the light of our decision on this 
Company ' s last rate case a nd OPC's cross-examination of Witness 
Baker on the usc of the corporate aircraft. Witness Brosc h has I 
taken the posi tion that these costs r epresent the costs o f UTI a s 
an owner/investor in Un i ted. These costs have attributes of both 
positions and, therefore, we f ind it appropriate t o disallow one-
half th allocated costs of Departments 105, 110 , 130, 190, and 
260 . Based on Witness Brosch's testimony and exhibits, we find it 
appropriate to fully disallow the allocated costs of de partments 
131, 135, 136, 195, 197, 203 and the intangible tax on dividends. 
Therefore , we disallow $533,740 intrastate, o f the Company ' s test 
year operating expenses. 

H. GS&L Costs Not Appropriate if Incurred by United 

United asserts that the costs r esulting from these four 
categories of services wh i ch a r e necessary for the Company t o 
ulfill i t s responsibilities t o its customers, community and 

c a ployees, corporate aircraft, certain legal functions, external 
relations and i ncentive componsation. These cos ts are reasonable , 
lead to produc tivity improvements ancl would have to be absorbed by 
United i n the absence of UTI . OPC Witness Brosch c haracterizes 
these c"ots as proprietary costs not recoverable if direc tly 
incurred by United and believes they should be disallowed . The 
corporate aircraft costs allocated to United in the amount of 
$401,348, total Company, represent the costs of the two aircraft 
and aircra t op rations not directly a s signed to user de partments 
based on passenger travel c harged a t first class airfare rates. I 
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Witness Brosch contends that the aircraft are utilized " in a 
relatively inefficient and wasteful manner" based on low passenger -
loadings . OPC reinfor ced this argument with a selective small 
sample of flight logs during the cross-examinatior. of Witness 
Baker. OPC recommends disallowing the $4 01, 348 allocation of these 
unrecovered aircraft costs. We agree . 

Witness Brosch characterizes operations of the "External 
Relations" Departments and the " Law and External Af r airs" 
Departments as lobbying and regulatory influencing activities which 
are of questionable benefit to the ratepayers and consider able 
benefit to the nonregulated subsidiaries of United. OPC recommends 
disallowing these activities from departments 161, 165, 166 and 167 
as well as disallowing one half the allocated c osts of department 
162 which provides legal support. The total Company disallowance 
proposed by OPC is $410,715. Recognizing the limited benefit to 
the ratepayers , we will allow 25\ of departments 161 , 165, 166 and 
167 and 50\ of department 162 . 

OPC recommends t"emoving the allocation of $972, 077 from 
departments 163, 170, 171, 174 through 176, 178 and 301 which 
Witness Brosch characterized as corporate image and public 
relations activities . These activities include national image 
advertising campaigns and corporate contributions to social servic e 
agencies, colleges , fine arts programs and museums less $485,000 
already removed as national image advertising. The incentive 
compensation plan, which Witness Brosch identifies as appruxirnately 
85\ of the costs from department 552 , is $1 , 053 , 496. This plan 
rewards parent company employees for the attainment of goals which 
are not consisten t with the goals of regulation, s uc h as avoiding 
regulatory scrutiny, abusing affiliated relationships and producing 
operational inefficiencies . We agree in part with OPC on this 
issue that these costs are either of marginal o r no be nefit to 
United or, if incurred by United , would be disallowed, and 
therefore we will disallow sot of the amount rerna1n1ng in 
department 552 , after the total disallowance of the intangible tax 
on dividends which was previously discussed . The public relations 
costs clearly fall in the same categories as those costs which we 
disallowed for United earlier . The corporate aircraft could be a 
benefit to Company officials, but the low utilization cited by 
Witness Brosch a nd the large amount of costs not directly allocated 
to user departments leave it a questionable value to the ratepayers 
of United . We must remove $485~000 tocal Company expense related 
direc tly to image advertising which has alr~ady been dealt with . 
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Using our corporate operations separation factor, the appropriate 
intrastate disallowance amount is $1,390,860. 

I. United ' s Rate of Return on Parent Company Investment 

United asserts that the rate of return on parent company 
investment a llocated to United and the other UTI operating 
subsidiaries is calculat ed and charged in a manner that equitably 
distributes to each affiliate the capital c osts associated with the 
parent ' s i nvestment. The rate of return utilized is the weighted 
average pretax cost of capital of all o f the tel ephone s ubsidiar ies 
combined using the weighted average authorized returns on common 
equity of each. This allows UTI to recover the same rate of return 
from each subsidiary using a ROE which reflects d ecision s made in 
the various regulator y j urisd ictions in which the compan ies 
oper a te. Al though the rate will undoubtedly not exactly match the 
overall allowed returns of most of the compan ies it has provided a 
fair , consistent means for UTI to r e cover a return on i ts 
investment supporting the r egulate d t elephone s ubsidiaries . 

OPC argues that we should reduce this allocation by $104,414 
to $26 7,165 to show a return which is compose d o nly of debt , 
assuming all e quity is assigned to u.s . Sprint . We find the GS&L 
allocat i ons from UTI to Unite d include a return on i nvestme nt used 
to support parent company services to its subs i diaries . The retu rn 
u s ed is the composite al lowed return on capital for the UTI l ocal 
exchange t elephone companies. The intrastate amount so a l located 
is $371,579 which UTI considers fairly appor tioned debt a nd equity 
components i n the composit e return . We agree that United should 
ha ve to pay no more return on pare nt investment than it does on its 
own . However, we disagree with OPC tha t only the deb t financing 
should be recognized because tha t amounts to tracing of funds which 
is inconsistent with other return calculations . We h a ve addressed 
the question of a return on parent investment and have concluded 
that the return pa id to the parent should not exceed the cost the 
utility recovers on its own i nvestment . We find appropriate a 
return on parent investment of no more tha n 9 .82% to be 
appr opriate . This represents the weighted average cost of capital 
i n this case. Thus , the appropriate reduction t o GS&L allocatio ns 
is $72,875 . 

I 
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I 
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J. Complex Billing Systems Costs 

United asserts that it should be authorized to recover costs 
a ssoc iated with designing and building a new billing system for 
United and all other UTI operating telephone companies. The 
Company contends that its present bi lling system is becoming 
increasingly incapable of handling the more complex environment of 
telecommunications and must be replaced to meet requirements of new 
services. The Company argues that if a new system were not being 
designed, significant costs would be required to modify the 
existing system and that such expense would be an allowable cost in 
ratemaking. It is a normal recurring expense to develop new, or 
expand upon existing, systems to meet i ncreased customer and 
bus iness needs . 

The present billing system utilized by United was developed in 
the late 1970's with older technology . It is not flexible and does 
not meet today•s needs. UTI is developing a new billing system t o 
replace the existing systems for UTI ' s local exchange telephone 
c ompanies to enable them to achieve the needed flexibility. Th~ 
position taken by United is that this system is needed by the local 
telephone companies and is not for the benefit of unregulated 
affiliates . The costs of development of the system have been 
accounted for in accordance with the USOA as th€! costs are 
inc urred. United expects the projected level of costs to c ontinue. 

OPC objects to test year allocation of the p rojected 
$2 1 ,400,000 in development costs. These costs represent 
approximately one-half the costs of the project, and thus inflate 
test year expense. OPC recommends amortizing the entire cost of 
the project, $41,500,000, over the five year life of the project by 
reduc ing operating expense by $3,406,793 ($2,515,613 intrastat e). 

After review of the testimony of Witnesses Brosch and Baker, 
we agree with United that the project is necessary, does not 
subsidize nonjurisdictional affiliates and that the costs should be 
recovered through rates. However, Witneos Brosch does point out 
that most of the cost of the project falls in the test year which 
results in an overstatement of operating expense. Therefore, we 
find amorti zation of these costs over the four year rate case cycle 
to be appropriate . To reflect the amortized development cost in 
operating expense, $2 ,867,168 of total company billing system 
development costs is hereby removed from operating expense and 
deferred to future periods. The intrastat e amount is $2,520,298. 
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~inca tho costa removed from operating expense will be deferred to 
futuro periods, a deferred debit of $711,512 must be added to 
working capital to show the amount deferred on average over the 
mortization period . 

K. Data Processing Costs Allocated to United by UDSI 

Un i ted asserts that expenses projected for the test year by 
United are intended to reflect the expected normal business costs 
of 1991. The Company states that its projections were based on 
actual expenses of prior periods and adjusted by the budget 

apartment based on known and forecasted data. The Company 
maintains that 1ts return on investment and other expenses are also 
normal costs of doing business and should be i ncluded and 
recognized by this Commission. UDSI costs allocated to United have 
been increased by a 5\ inflation factor which United considers 
reasonable given the 4\ to 6\ levels of increases over the last 
t hree years. 

I 

OPC argues for reducing both the direct allocations from UDSI I 
to United by $547,000, and tho i ndirect allocations through GS&L by 
$302 ,000, for a total reduction of $849,000. The intrastate impact 
ot this reduction is $611,029 . OPC asserts that the inflation 
rates applied to UDZI costs do not include productivity i ncreases 
a nd economics o scope and scale and that the rates are, t herefore, 
overs tated. OPC' s recommended adjustment holds the UDSI alloc ation 
a t the 1990 level. 

Based on historical inflation rates, we 
i nflation factors applied to UDSI costs are 
t herefore, no adjustment is warranted. 

find tt.at 
reasonable 

the 
and, 

L. Matching Test Year Expenses With Savings on Revenues 
Generated By the Expenses 

United is continually undertaking special projects to enhance 
service, increase productivity or both. B cause such projects are 
continually undertaken, there is a constant mismatch of costs and 
oavings. To tho extent that these projects will incur expenditures 
i n 1991, it 1s likely that the full impact of anticipated savings 
will not occur until 1992 or beyond. Conversely, for projects 
implemented prior to 1991, the full impact of the savings is 
include d in the test year with none of the associated 
implementation costs . Because these t ypes of projects are I 
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continually in process , it is not appropriate to attempt to match 
11 costs and savings from t hese projects in this proceeding. 

However, fairness requires t hat if a n adj ustment for savings 
realized after the test year is to be made, t hen, to the extent 
that savings were realized in the test year resulting from costs 
inc urred in prior years , a n adjustment should also be made to 
i nc lude those costs in the test year. 

United ' s test year operating expense i ncludes the costs of 
implementing projects which are designed to increase productivity 
o r generate additional revenue. United continually undertakes such 
p r oj e c t s and savings are being realized currently which are the 
resu l t of past expenditures. United sees no adjustment necessary. 

OPC is satisfied that many of the product savings adjustments 
r ecommended by Witness OeWard have been properly accounted for in 
t he Company's revised MFR filing. However, two projects, 
SignalRi ng a nd Low Bit Error Rate Grooming {LBER), were not. The 
revis ed MFRs contain $1,412,000 for software costs for 
impl mentation of SignalRing. The completion date for the project 
is March, 1991. 1991 revenues in the budget are $171,000 while the 
1992 revenues are projected to be $820,000. OPC argues in favor o f 
a nnua l iz ing the projected 1991 revenues to s how the ongoing amount 
of $820,000 by increasing i ntrastate local servi ce revenue by 
$649 ,000. The Company ' s planning documents show s avings from 
implementation of LBER of $1,000,000 which are not reflec ted in the 
budget. OPC argues that we should decrease operating expense by 
$700, 657 to s how the intrastate effect of these savings. 

We agree with United that the projected savings of LBER are 
difficult to measure and speculative at this time . The Signa lRing 
proje c t c an be considered with the other projects from which United 
is implement i ng or receiving revenue . In consideration of the 
o ngo ing nature of these projects, we find no adjustment i s 
necessary . 

M. Tes t Yea r Operati ng and Maintenance Expense 

United' s per book test year intrastate operating and 
maintenanc e expense is $248,606,498. The Company has adjusted this 
amount t o show canceled and abandoned projects, contributions and 
membe r s h i p s , reversal of the GS&L credit for intercompany profits 
and rec lassi f i cat Lon of information services. The adjusted amount 
is $251, 521,498. United has further reduceJ this amount by 
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$666,540 to r emove software development costs which will not be 
incurred in the test year . Therefore , Uni ted asse rts that its 
adjusted i ntrastate amount of operation and maintenance expense is 
$250,854,958 . 

OPC has no t recommended any adjustment for the softwar e costs, 
but does recommend adjustment to show reinstatement of the GS&L 
i ntercompany prof its credit and removal of lobbying and PAC 
expenses , meals and entertainment of spouses of company officers 
a nd executives, sporting event ticket costs , severance pay ~nd 
additional depreciation associated with the transfer of operator 
servi ces, contri butions and memberships, ins titutional or image 
advertising costs , depreciation associated with excess 
construc tion, GS&L allocations due to oversta ted allocation, GS&L 
allocations associated with the costs of ownership or investment , 
propri tary costs al l ocated through GS&L, excess return on pare nt 
investment, customer billing system development costs , UDSI 
projected cost i ncreases, and the expected saving from LBER. OPC' s 

I 

total adjustment is a decrea se of $12 , 152 , 394 which leaves a I 
balance ot intrastate ope ration and maintenance expense of 
$239,369 ,104 , which is $20,682 lower than OPC ' s position on this 
issua. The remainder of OPC ' s calculations are based on this lower 
amount . 

We find appropriate the Company ' s adjustment for software 
costs . We also find appropriate portions of OPC ' s adjustments in 
several other categories as set out above . Our adjustments 
discussed a bove res ult in a reduction of i ntrastate operation a nd 
maintenance expense to $241, 90 3 , 756 . 

N. Test Year Depreciat ion Expense 

United has proposed adjusting pla nt . in service to s how the 
reclassifica.tion of information services and has ad j usted 
depreciation e xpense to reflect this reclassification . I ntrastat e 
depreciation expense as filed is $99,436,490 . 

OPC recommends addit ional adjustments to utility plant in 
addition to corollary adjustments t o r educe such intrastate 
depr~ciation expense by $650 , 984. OPC further recommends 
disallowing tho e ntire effect of transferring operator services to 
u. s . Sprint during t he tes t year . The transfer included $589 , 583 
of intrastate depreciation expense accelerate d into the test year. 
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The two recommended adjustments would reduce test year intrastata 
depreciation expense by $1,240,567 to $98,195,923 . 

We do not find OPC's reduction of plant appropriate for 
reasons stated in our earlier discuosion regarding the transfer of 
operator services to u.s. Sprint and, therefore , we deny OPC ' s 
proposed adjustment. However , we find the r emoval of the 
additional depreciation charged in the test year resulting from the 
transfer to be appropriate. Therefore, test year i ntrastate 
depreciation expense is hereby reduced by $589,583 to $98,846, 907 . 

o. Taxes Other Than Income for Test Year 

United • s amount of test year intrastate taxes other than 
income per its books is $16,736,722. The Company adjusted this 
amount to show the effects of the reclassification of information 
systems. The adjusted amount as filed is $16 , 737,722. I n its 
calculat ion of the regulatory assessment fee, United estimated that 
this Commission would raise the rate from 0.125t to 0.1875% which 
is one-halt of the po t ential increase. When informed of our 
decision to set the rate at 0.15t , United recalculated the 
r gulatory assessment fee to reflect that rate. Although the 
Company 's brief maintains that the original amount wa~ uncontested, 
the recalculation is a part of the Company's proposed r evenue 
r quiremont calculation. The 0 . 15t rate reduces intrastate taxes 
other than income by $177,000 to $16 , 560,722 . 

The only adjustment sought by OPC represents the effect of 
OPC ' s adjustments to revenue on the regulatory assessment fee 
calculated at 0 . 125t, the rate in effect prior to our decision to 
raise the rate to 0 .15t . OPC's adjustment increases filed 
intr astate taxes other than income by $6 , 620 to $16,744,342. We 
find tho Company's recalculation of the regulatory assessment fee 
to be appropriate . This recalculation results i n taxes other than 
income of $16,560,722. 

P. Parent Debt Adiustment 

Rule 25-14.004, Florida Administrative Code, is based on the 
promise that debt at the parent level supports a portion of the 
parent ' s equity investment in the utility. Since the interest 
exponoe on ouch debt is deductible by the parent for income tax 
purposes, the income tax expense of the regulated subsidiary is 
reduced by that tax effect. 
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Under the Rule, it is a rebuttable presumption that the 
parent 's investment in a subsidiary shall be cons i dered to have 
been made in the same ratios as the parent's capital structure. 
Company Witness McRae testified under cross-examination that the 
amount of equity invested by UTI i n United has not changed since 
1982. While the level of debt of UTI grew from $307 million in 
1982 to $1,945 million in 1989, UTI ' s investment in United ' s equity 
was stable at $183 million. The debt component incre sed 
sign ificantly because of UTI • s investments in other companies. 
Witness McRae argued that the parent debt adjustment should not 
change when the pare nt's capital structure changes, but only wh~n 
the amount of equity invested by the parent in the subsidiary 
changes . Witness McRae testified that h is pr imary argument is that 
the Rule is unfair and t herefore should not be applied. 

It is OPC ' s position that to comply with the Rule, the parent 
debt adjustment should be made by using the current parent 
company ' s capital structure. OPC ' s calculation results in a tax 
expense decrease of $2, 399, 000. 

It is the policy of this Commission to use the current capital 
structure of the parent, which s upports the current equity 
investment in the subsidiary. Disagreement with a rule is not an 
adequate basis Cor not applying the rule . Normally, we would find 
it appropriate to make a parent debt adjustment in accorda nce with 
our Rule 25-14 . 004, Florida Administrative Code , where there is a 
parent/subsidiary relationship and a consolidated federal income 
tax return is filed. 

However, we find we must take administrative notice of the 
proposed regulations published by the Internal Revenue Service or 
November 27, 1990, subsequent to the hearing in this case . The 
effective d te of the proposed r egulations is Decembe r 20, 1990 . 
Therefore, if such regulations become final, they will be effective 
for all orders which become final after December 20, 1990. These 
proposed regulations provide that determining a utility ' s 
ratemaking tax expense, either current or deferred , by taking into 
account the income, losses, deductions, or credits of other 
t a xpayers with whic h it files a consolidated return violates the 
normalizatton requirements of the Internal Revenue Code. A 
regulated utility that violates normalization is prohibited from 
using accelerated depreci ation, both prospectively and 
retroactively, for income tax purposes. This eliminates all zero 
cost deferred taxes from the capital str ucture, resulting in a 
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higher rate of return a nd higher revenue requirement. our 
application of Rule 25-14.004 , Florida Administrative Code, in this 
case would clearly put Uni ted in the position of violating the IRS ' 
normalization requirements according to the provisions of these 
proposed regulations. 

Although the regulations are not final , and it cannot be 
determined when, or if, they will become final , we believe that it 
is necessary to avoid the very serious risk of causing United to 
violate the IRS ' normalization requirements. Therefore, we hereby 
a uthorize United to collect the revenues associated with the parent 
debt adjustment while placing subject to refund , or other 
disposition, an amount that would make it possible for United to 
refund to its ratepayers the revenues, with interest, that would 
have been removed had a parent debt adjustment been made in this 
proceeding . The Company is hereby directed to request a letter 
ruling on this matter from the IRS within 60 days of the issuance 
of this Order. Upon the later of the issuance of a letter ruling 
or final regulations on this subject by the IRS, Uniterl shall 
dispose of the revenues and interest in question as directed by 
this Commission . We find that this is the most appropriate way to 
protect the ratepayers . Therefore , United shall place subject to 
refund or other d isposition $3,750,130. This amount repre sents the 
annual parent debt e djustment of $2,317,449 grossed up t o a revenue 
level. 

Q. Income Tax Expense 

United asserts that its appropriate amount of test year 
intrastate income tax e xpense is $23,083,409 as revised from its 
updated MFRs for the tax impact of the Universal Service Fund, 
software expense and the regulatory assessment fee adjustments. 

The amount of income tax requested in the MFRs was 
$41,442,000 . This amount should be adj usted by $(13,618 , 992) for 
the tax effect of other NOI adjustments. An adjustment of 
$ ( 14 4, 644) shall be made for ITC interest synchronization and 
interest reconciliation. As discussed earlier, no parent debt 
adjustment ~hall be made . Based on these adjustments, we find a 
total i ntrastate tax expense of $27 , 785 , 142 . 

VII. Revenue Requirement 
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Tho revenue requirement of a utility is derived by 
establishing its rate base, net operating i ncome and fair rate of 
return. A test period of operations , traditionally based upon one 
year of operations, is used to derive these factors. Multiplying 
the rate base by the fair rate of return provides the net operating 
income the utility is permitted to earn. Comparing t he permitted 
net operating income with the test year net operating income 
determines the net operating income deficiency or excess. The 
total test year revenue deficiency or excess is determined by 
expanding this net operating income deficiency or excess for taxes. 

United's rate base is $929,700,970 multiplied by its required 
rate of return of 9.82\ equals the Company's required net operating 
income of $91,296,635. The test year net operating income is 
$88,490,876, which results in an NOI deficiency of $381 ,804 . The 
deficiency multiplied by the revenue expansion multiplier of 
1.618215 produces a required increaae in revenue of $4 , 540,000 . 

I 

VIII. Disposition of United ' s Revenues Placed Subiect to I 
Refund 

Order No. 22377, dated January 8, 1990 , set the authorized ROE 
f or United at 12 . 80\, with a range of reasonableness of 12.30% to 
13 .30%. That Order also required United to place $7,605,000 of its 
r e venues subject to this Commission ' s disposition , protected by 
corporate undertaking, in the event that United ' s 1990 earnings 
we re found to exceed he authorized level . United has asser~ed 

that our decision on this issue is not subject to the outcome of 
th is proceed i ng and that we cannot take further action until the 
level of earn i ngs for 1990 can be determined. We do not agree. By 
Order No. 22377, the Commis sion placed $7 , 605,000 annually subject 
to refund with interest effective January 1, 1990 . This Commission 
plac ed this revenue subject to refund based on our determination of 
the Company ' s appropriate ROE resulting from a limited proceeding 
on December 14, 1989. We took this action pursuant to our 
autho rity set forth in Section 364.14, Florida Statutes. In that 
c ase, we determined that United ' s last authorized ROE was too high 
and therefore placing money subject to refund under the interim 
s tatute would not have provided adequate protection t o the 
ratepayers during the pendency of this full rate proceeding. 
Therefore, the Commission held a hearing on December 14, 1989 to 
d e t ermi ne a more current ROE for the limited purpose of placing 
money s ubject to refund . 

I 
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In calculating the amount of money to place subject to refund, 
we paralleled the requirements of the interim statute by placing 
tho amount of revenue i n excess of the newly determined authorized 
ROE coiling subject to refund. The procedure whic h we utilized in 
t hat case is the same procedure outlined in the interim statute 
except for our decision to use a current ROE . 

United proposes that we wait until 1990 is over and then 
conduc t a separate overearnings r eview of 1990's financial results . 
We do not be lieve tha t another hearing is necessary or required t o 
true-up the interim period . This Commission does not conduct full 
reviews of interim pe riods to determine if interim awards were 
e xactly corr ect. This Commission has always used surrogate data to 
approxima te the financia l results of the interim pe riod. 

We believe that the Company ' s June 30, 1990 earnings 
s urveillance report is the most current informati on ava ilable, and 
this is the most appropria te surrogate for United ' s earnings f o r 
1990 . This s urveillance report shows net operating income for the 
twelve month pe riod ending June 30, 1990 , to be $86, 567 ,784 . We 
have ad justed this NOI to s how reve rsal of the $1,156,24 8 GS&L 
credit for deferred taxes on intercompany profits, the June 1990 
level of unli s ted/nonpublished reve nue of $2 , 556 ,767, $1 50 , 000 as 
a n estimate of the data processing costs and a $706 , 337 ad j u s tment 
for the GS&L adjustments from the last rate case . A portion of the 
GS &L expenses were disallowed in the las t rate case, but t his i s 
not reflected by the Company on any earnings surveillance reports . 
Un ited maintains that these expenses were not clearly i dentified in 
the order and, as such, could not be calculated. We find it 
appropriate to use the amount of these disallowances from the las t 
case as a surrogate for current calculat i ons and we have , 

heroforc, applied this amount to 1990. The allowance for working 
capital was reduced by $379 , 630 to show reversal of the GS&L 
credit. The effect of these adjustments, net of taxes , is t o 
i nc r ease 1990 NOI by $2,850,356 to $89,418,140. Also, consiste nt 
with our discussion in the NOI Section , paragraph P , of this Order 
regarding the parent debt adjustment and the possible impact of the 
proposed IRS regulations, we have removed the parent company debt 
adjustment of $3 , 689,000 from 199 0 ' s estimated earnings . We have 
annualized the decline in earnings from December 1989 to June 1990 
in ord e r to more closely approximate 1990 • s earni ngs . This 
produces a n ROE for the period of 13.84 \ wh ich exceeds the 
company ' s authorized midpoint of 13.0% ROE by 84% . The revenue 
associated with these excess earnings is $6,151, 700 . Therefore, 
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tho revenue subject to disposition with interest calculated 
according to Rule 25-4. 114 ( 4), Florida Administrative Code, is 
$6, 406 , 949. We find it appropriate, however , to establish a 
deferred credit of $6 , 151,700 plus $255 ,249 of interest through 
December 31, 1990. This amount should continue to accrue i nterest 
until tho time i t is applied in United ' s next depreciation 
r prescription. In a ddi t ion, t he balance of the $7 , 605, ooo of 
United ' s 1990 earnings placed subject to refund at the outset of 
this proceeding, which totals $1,453 , 300, shall continue to b e held 
subject to this Commission's dispos ition. These e a rnings shall be 
held, and shall accrue interest, pending the later of the issuance 
of a letter ruling or final regulations by t he IRS regarding the 
applicability of its proposed regu lations to the parent debt 
adjustment. 

IX. Cost of Capital 

A. Fair Rate of ROE 

I 

The Commission must establish the fair rate of return which I 
the Company will be a uthorized to earn on its investment i n rate 
base . The allowed rate of return s hal l be es t a blished in order to 
~aintain tho Company' s financial integrity and enable it to attract 
c a pital at reasonable costs. 

The ultimate goal o f provi ding a fair return is to allow an 
appropriate return o n the equity-financed portio n of t he investment 
in rate base . The Commission has traditionally considered all 
sources of capital (with appropriate adjustments) in estab lishing 
a fair rate of return. 

The establishment of a utility's capital structure serves t o 
identify the sources of capital employed by the utility, together 
with the amounts and cost r ates associated with each. After 
identifying the sources of capital , the weighte d a verage cost of 
capital is determined by multiplying the r e lative percentages of 
the capital structure componen ts by their associated cost rates a nd 
then s umming the weighted average costs. The net utility rate base 
multiplied by the weighte d average cost of capital produces an 
appropriate overall r eturn whic h i nc ludes a return o n the equity­
financed portion of the investment in rate base. 

To arrive at a fair overall rate of return, it is necessary 
that. the Commission usc its judgmen t to esta blish the allowed I 
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return on common equity. In this proceeding, two expert witnesses 
presented testimony concerning the fair rate of return on common 
equity (ROE) for United . Witness Charles M. Linke, testifying on 
behalf of United , recommended an ROE of 14.0%. Witness James A. 
Rothschild , testifying for OPC, r ecommended an ROE of 11.4 %. 
Witness Linke utilized two methodologies in arriving at his return. 
First, he performed a Discounted Cash Flow (DCF) analysis on the 
Regional Bell Holding Companies (RBHCs). Next, he performed a Risk 
Premium analysis using the Capital Asset Pricing Model . Witness 
Rothschild also used two methodologies to arrive at his recomrne~ded 
return. First, he performed a OCF analysis on tho RBHCs as well as 
on UTI , United ' s parent corporation. Next , he compared the results 
from the OCF analyses with the ROE earned by the companies in the 
Dow Jones Industrial Average . Based on our review of the testimony 
of these witnesses and t he extensive analyses they have performed 
in deriving their recommendations regarding a reasonable cost of 
equity for United , as well as current market conditions , we find it 
appropriate to set rates for United that will produce a 13 .0% ROE. 

Traditionally , our practice has been to set an ROE and to 
establish a 100 basis point range above and below this midpoin t 
ROE . This creates a zone of 200 basis points within which the 
company's earnings are considered r easonable. We belie ve that such 
a range is also appropriate in this case. Therefore , we establish 
for United a 13. ot ROE midpoint for all prospective r egulatory 
purposes with a 100 basis point range on either side . This results 
in a top of the allowed ROE range for United of 14 . 0% and a bottom 
of the allowed ROE range of 12.0\. 

B. Capital Structure 

We find that United's proposed test year equity ratio is 
reasonable. Un ited ' s equity r a tio of 60 . 9% as a percentage of 
investor-supplied capital appears high when compared to the parent 
company's equity ratio of 32.8%. However , investors recognize that 
a high level of equity in a company ' s capital structure reduces the 
company ' s financial risk and take this relations hip into a ccount 
when determining their required ROE . The ROE which we are 
approving in this proceeding recognizes investors ' perception of 
tho lower financial risk ass ociated with United ' s level of equity 
c~pital . Therefore, we find United ' s test year equity ratio of 
60.9\ to be reasonable . 

, 
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Based upon the proper components, amounts, and cost rates 
associated with the capital structure for the test year ending 
December 3 1 1 19 91 1 we conclude that the appropriate weigh ted 
average cost of capital for United is 9 . 82t. Based on our revie w 
of the record 1 wo f i nd that the capital structure components , 
amounts and cost rates set out on Attachment A hereto appropriate 
and he reby approve them. In arriving at this approved capital 
structure , we have made several adjustments to the Company • s 
proposed c apital structure as set forth below. 

1. Adiustrneots to Equity Capital 

I 

By Order No . 18939, issued March 2, 1988, we g r a nted United 
Telephone Long Distance (UTLD) a certificate to operate as an IXC, 
allowed UTLD to be s tructured as a subsidiary of United , and 
authorized United to finance UTLD with both debt and equity 
capital . United a sserts that, because o f that Order, its 
investment i n UTLD s hould be removed pro rata from all e l ements of 
invostor-prov ided capital , i nc luding both short and long-term debt, I 
preferr ed stock , and common equity. However, our practice has been 
to remove non-regulated investments from the capital structure 
solely from common equity unless the Company can show that t o do 
otherwise would res ult in a more equitable determination of the 
cost of capital for regulatory purposes. We follow this practice 
because tho cost of capital allowed for ratemaking purposes s hould 
be the cost of capital a ssociated with the provision of u t ility 
service. Furthermore , regulated utilities are of relative l y low 
risk and have correspondingly lower cos ts of capital . Thet e are 
very few investments a utility can make that are of lowe r or equal 
r1sk. United Witness McRae admitted that UTLD, as a competitive 
IXC , is s ubject to more business risk than United. As a result, 
the UTLD investment will almost certainly increase the utility ' s 
cost of capital. We conclude that . removi ng non-regulated 
investments solely from equity recognizes their greater risks, 
prevents financial cross s ubsidization through the cost of capital , 
and sends a clear signal to utilities that ratepayers will not 
subsidize non-utility related costs. Therefore , we find it 
appropriate to remove United ' s investment in UTLD from its c apital 
structure solely from common equity. 

I 
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2. Adjustments Related to Deferred Taxes 

a. Accumulated Deferred Investment Tax Credits 

United proposes that the appropriate amount is $22,14 7 ,000 , 
while OPC maintains that the proper amount i s $21 , 543,000 . No 
parties disagree with t he total company investment tax c redit 
b lance of $32,572,333. However, pro rata adjustments made b y the 
parties in reconciling the total company capital structure to rate 
base result in differing jurisdictional balances . We find that the 
total Company pro rata adjustment is $3 53 ,161. After the balance 
is multiplied by the jurisdictional factor, the final 
jurisdictional balance is $22,234 , 797. Therefore, we find that the 
appropri to balance of accumulated deferred invest.ment tax credits 
(ITC) for the test year i s $22,234,797. 

b. Accumulated Qeferred Income Taxes 

The Company has proposed that its appropriate amount of 
intraotato test year accumulated deferred income taxes is 
$137,720,000. The accumulated total company deferred income tax 
b lance in its original filing was $184,348,293. This was 
increased by United to $193 ,152 , 502 , based on the Company's October 
budget review. This balance was also increased by $6 , 140, 283 of 
deferred taxes on intercompany profits. We calculated a pro rata 
adjustment of $ ( 2, 160, 80G) to reconcile rate base and capital 
structure. Before making the intrastate jurisdictional s eparations 
adjustment, United segregated $6,160, 250 totally r elated to 
intrastate operations , then added them back intact to the 
intrastate deferred tax balance. When our jurisdictional factor of 
0 . 688982 is applied to the balance, the result is the i ntrastate 
deferred tax balance of $137,951,887. Therefore, we find that the 
appropriate balance of intrastate test year accumulated deferred 
income t a xes is $137,951,887. 

c. peferred Taxes Due to Intercompany Profits 

Rule 15-14 . 010, Florida Administrative Code, r equires 
regulated utilities to i nclude deferred taxes on intercompany 
profits in their capital s tructures. To comply with this Rule, 
United has proposed that deferred taxes of $6,140 ,283 due to 
intercompany profits should be included in its capital structure , 
with an offsetting debit to Accounts Receivab ~e-Affiliates. In 
addition, United asserts that the GS&L credit should be reversed. 
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We discussed the issue of intercompany profits when we 
determined the allowa nce for working capital, which we increased by 
$455 , 000 to cover the effect of the GS&L credit . Again, we reject 
United ' s proposal to reverse the GS&L credit . However , we agree 
with the Company • s adjustment which effectively transfers t he 
deferred taxes t o the capital s tructure . As stated in the 
testimony of United Witness McRae, unde r the Depa rtme nt of Treasury 
tax regulation , the profit made by a manufacturing or sales unit 
when it sells depreciable property to an affiliate is t a xed ove r 
the number of years during which the purchasing affiliate 
depreciates the property . This defe r ral of gross profits res ults 
in United establish i ng a deferred i ncome tax liability. Although 
some public utility holding companies entered into a closing 
agreement with the Treasury Department that allowed them to pass 
back certain deferrals, United's parent, UTI, did not enter i nto 
s uc h an agreement, and is therefore precluded from passing back 
those deferred t axes to i t s s ubsidiar ies. However, UTI does grant 
those affiliates a credit which is designed t o repr esent the 
revenue requiremen t impact as if the taxes had been passed back. 

A company with a holding agreement reduces plant by the amount 
of deferred taxes o n i ntercompany profits, result i ng in a reduction 
of rate base , depreciation expense , and revenue requirements . 
United maintains that the GS&L c redit is intended to result in a 
comparable reduction in revenue requirement. The GS&L c r edit , also 
referred to as a "cost of capital credit, " is a n off-book entry, 
debiting Accounts Receivable - Affiliates a nd crediting GS~L . This 
entry thus increases r ate base and increases expenses . 

To comply with Rule 25-14. 010, Florida Administrative Code, 
the Company has proposed two additional off- book entries . One is 
a debit to Accounts Receivable - Affiliates and a credit: t o 
Accumulated Deferred Taxes - I ntercompany a nd the other reverses 
the GS&L credit by a debit to Corporate Operat ions Expenses - GS&L 
and a credit to Accounts Payable -Affilia t es , with a corresponding 
adjustment to income taxes . The first of these entries debits 
Accounts Receivable for the amount of the deferred taxes , and the 
second credits Accounts Payable for a r evenue r equirement effect . 
The two entries do not offset each other. The res ult of these two 
proposed adjust ments is to include de ferred taxes in the capital 
struct ure, but also t o increase the r e ve nue r equirement by an 
increase in expense. 

I 
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Witness McRae stated in his testimony that the GS&L credit 
results in a theoretical transfer of the deferred taxes from the 
parent company to United, and that it would be improper to 
recognize both the zero cost deferred taxes in the capital 
s tructure and the GS&L credit on the books of the Company. 
However, since the Company's GS&L credit has the effect of 
transferring the deferred taxes to the rate base of UnitE>d as if 
thoro were a closing agreement, by adjusting revenue requirement, 
it is then necessary to make only one f urther adjustment to move 
those deferred taxes to the capital structure. Th i s is 
accomplishod by the Company • s propose d debit to rate base and 
credit to deferred taxes. 

We, therefore, find it appropriate to accept United 's 
adjustment effectively transferring the deferred taxes to the 
capital structure , but we reject the Company ' s position that we 
should permit reversal of the GS&L credit. Therefore, deferred 
taxes of $6,140,283 due to intercompany profits s hall be included 
in the capital structure of United. 

3 . Allocation of Customer peposits 

The Company proposes, and we agree, that customer deposits 
should not be allocated 100\ to intrastate. Such d e posits result 
from both intrastate and interstate operations and should be 
allocated to intrastate operations based on the composite 
interstate separation rate. OPC argues that custoner deposits 
should be separated in the capital structure consistent with 
United ' s separation of bad debt or uncollectible expense. Since 
United allocates only 5\ of bad debt to the interstate 
jurisdiction, the n only 5\ of the customer deposits should be 
allocated to inters ate operations. 

We find it appropriate that customer deposits collected by a 
LEC be associated with the group of ratepayers from which they are 
collected. However, the evidence discloses that customer deposits 
arc not raised solely from intrastate operations, nor are deposits 
collected exclusively for the protection of the LEC . In addition, 
as pointed out by United Witness McRae, most customer deposits 
never got applied to uncollectible expense . Customer deposits are 
applied to local and long distance charges billed by United on its 
own and on behalf of the interexchange carriers with which United 
has billing and collection contracts. We find n~ justification for 
OPC ' s recommended allocation. Therefore , based on the evidence 
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present d, we f i nd that United's customer deposits s hould be 
al l ocated based on the separation factor used in the Company ' s MFR 
f i ling. 

x. Rote Design 

A. Gene ral Approa ch to Setting Rates 

Un ited pre pared its rate case fil i ng based upon a projected 
t e st year (1991) using projected billing units. Howeve r, this 
Commission h as typi cally reviewed rate cases which were based upo n 
h istoric tes t year s using h istorical billing units. The i mplicit 
assumption i n us i ng a projec ted test year is that the projected 
uni t s de velope d by the Company will more closely approximate the 
actual un i t s for the proj ected year than wil l the historical units. 

I 

Uni t ed' s f ore cast of demand for services is a key ele ment in 
d e ter min i ng p r o j e c ted revenues. Reasonable estimat e s of uni t 
d emand are c r i tic al for protecting the integrity of the rate case, I 
s ince t h e r e is a d i rec t c orrelation between the number of billed 
units a nd r e ve nues . The company's forecasted demand is the 
proj ect e d bil l i ng uni t s for each s e rvice. For most services, tha 
p r oject e d demand (u n i ts) and the proposed rate(s) are the two key 
e lements the company uses to determine projected revenues. 

The project ed uni t s for each service were developed using one 
o f t wo different methods . United used the "bottom- up forecast j ng 
approach 11 predominantly in developing units. The "botto::n-up" 
a pproach i s done before the budget is prepared. In the "bott om- up " 
a pproach, the Compa ny uses a variety o f techniques for estimating 
the g r owth i n uni t s such as access line growth projections, l inear 
regressio n of acc e ss minutes, and market penetration leve ls . Whe n 
t h e Company was una b l e to dete rmine units using the "bottom-up" 
a ppr oach, the " top-down" approach was used to estimate the numbe r 
ot pro ject e d uni t s . This approach requires f irst projec ting the 
reve nues for the tes t year, then dividing this quantity by the rate 
f or the s ervice . The Company checks these units by taking actua l 
u n i t s for 1989 , then assumes a similar distri bution for the service 
a nd a pplies a growth .f actor to develop the projected un i ts. 

The un i t demand da ta went through a fairly continuous rev isio n 
process during the pendency of this cas e. However, the fina l 
billing unit d a ta appears reasonable as a basis for setting rates 
a nd determining the revenue effect of the a pproved r ate changes . I 
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United proposed in this case that the Commission, because of 
the new environment in whic h LECs operate, depart from its 
traditional rate setting policy. United' s witness Poag proposes 
that we switch from a system of residual pricing of basic local 
service and to a residual pricing system for toll and switched t o ll 
access service . Under this proposal the price for local service 
would be "market based . " The market price would be whatever the 
market would bear without causing a significant drop in the 
penetration rate tor local service. Essentially the proposal would 
set local rates first, deriving as much revenue as posc ible 
according to Mr. Poag's criteria. He also proposed increases to 
other ancillary services such as Directory Assistance, Operator 
Services , Directory List i ngs and Local Private Line . We note that 
Mr. Poag•s proposal produced approximately twice as much in 
increased revenues as the Company 's overall request i n this case . 
To dispose of the excess, he proposed reducing toll rates and the 
BHMOC rate. 

No other party took a position on the specific pricing 
approach proposed by United. However, FPTA advocated that we 
consider the requirements of the newly revised Chapter 364 of the 
Florida Statutes. FPTA acknowledged that the new statute does not 
apply on cases initiated before October 1; 1990. However, FPTA 
argues that " sound public policy" requires that "the new law not be 
contravened by the final order i n this proceeding ." 

United argues that it is appropriate to abandon our historic 
rate setting policy because local rates are too low an because of 
increased competition. We disagree . The policy of r esidually 
pricing local rates was developed long ago in an effort to promote 
one of our most important r egulatory goals, universal serv~ce . 
This concept is generally described as making basic telephone 
service available to as many as possible at a reasonable price . In 
view of our experience with the number of households that have 

olephone service, it appears that there has been considerable 
success in achieving the goal. We would not like to see this trend 
reversed. 

Un1ted ' s proposal also suffers from other flaws . A "market 
price '' for a monopoly service is seemingly oxymoronic. The "market 
price" generally refers to the equilibrium price r eached for a 
particular good or service as a result of consumer decisions based 
on a range of choices. The range of c hoicc s constitutes the 
market. United has selected as its "market" in this case the rates 
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for basic residential service charged by Southern Bell Telephone in 
six southeastern states . These "market" prices were set, not by 
consumer decisions but by regula tors in each of those states . 
Florida ' s local rates should not be based on decisions made in 
other states . This is not sound ratemaking. 

United clearly desires to remain in the toll market. It also 
seems clear that a better approach to the ratemaking question would 
be a "market price" for toll serv ices . Toll rates should be set at 
prices that would maximize contribution but that would not drive 
c ustomers away. United should apply its market pricing principle 
in this arena by analyzing what its competitors are charging for 
those services . This same policy should apply to United ' s other 
competi tive and nonbasic services to derive as much revenue from 
them as is reasonable before looking to raise the prices on local 
rates . If the revenue requirement has not been met after all other 
services have been analyzed and priced, then bas~c local exchange 
rates should be raised . 

B. Loca l Pirectory Assistance 

United proposed to increase the amount charged for local and 
intraLATA directory assistance (DA) calls from $.25 to $.3 5 . The 
purpose of he i ncrease is to cover costs and to generate reve nue 
additional for the Company. 

We set the current DA charge in 1984 at $.25 for dl l local 
excha nge companies based in part on cost recovery and Ln part on 
publ ic interest considerations. See Order No. 13934. Unite d has 
demonstrated, to our satisfaction, that its costs for DA calls have 
increased . It is appropriate to increase United ' s DA r ates to p ut 
tho rata more in line with the cost of providing the service . Upon 
r eview of the data, it appears t hat the existing three call 
allowance should still be adequate to cover most local DA calls 
without subscribers incurring DA c harges. We recognize that 
approval of United's proposal to i ncrease DA represents a deviation 
from the current policy of state-wide uniform DA rates for LECs. 
However, because of the increase in cost, we approve United ' s 
proposal t o incx:ease its local and intraLATA DA rate to $ . 35 . It 
is a ppropriate to recover the cost of DA from this service before 
r aising local rates. 

I 
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c. L9cal Operator Assistance 

United has proposed to increase the rates for local operator 
assistance to make them equal to the existing rates for intraLATA 
toll operator serv i ces. United argues tha t the current rates for 
busy verificat ion and emergency interrupt services are below 
increment al cos t. Witness Poag stated that many o f these calls ar~ 
discretionary and the cost should be recovered from the cost 
causers . Upon consideration, we approve United ' s proposed 
increas e . We note that the proposed rate is similar to those 
al ready approve d for SST, GTEFL , Centel, and ALLTEL. 

D. Directory Listings 

United h s provided no cost data in support of its rate 
c hanges fo r directory listings . The rates f or these services have 
g e nerally been priced based on the value of these services . 
Witness Poag tes tified that these servic es are relatively price 
i ne lastic within the r ange of increases proposed. We agree t hat 
there will be a n insig.nificant repression e f fect . We grant United's 
proposed increase for direc tory listings since we believe it is 
appropr i ate to incre~se the rates for this service before 
i nc r e sing basic local rates. 

E. Miscellaneous Service Arrangements 

United has propos e d changes to certain of its offen.ngs 
contained in its Miscellaneous Service Arra ngements t ariff . 

1 . Extension Line Mileage Rates 

United has proposed to i nc rease its Exte nsion Line rates by 
50\ . Extension line serv ice is provided when ext ension lines are 
needed at a location other tha n the same building as the main 
access line o r for circuit extensions of similar charac t e r. 
Mileage rates ar e c harged per qua r ter-mile for t he extensions, i n 
dddit ion to the basic rates applicable to the particula r service 

he c ustomer purc hased. United argues tha t extens i o n line serv ice 
s hou l d be treated similar t o o ther dedicated services . United also 
a rgue d that it intends to restructure extension l i ne service whe n 
i t r estructures local private line services. we agree that this 
servi ce provided ove r facilities similar to other dedicated 
services. Sinco these services are s imilar, their r . tes should 
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also be similar. United should include extension line mileage in 
its forthcoming restructure of local private line services. 

2 . Special Service Arrangements 

United has proposed 15' increases to the items provided under 
tho Special Service Arrangements subsection of the Miscellaneous 
Serv ice Arrangements that are not covered by contractual payment 
plans. Special Service Arrangements are generally unique tec hnical 
configurations provided for a specific customer. 

United s t a ted that the rates for many of these services have 
not increased i n ma ny year s and that the across the board increase 
ir. appropriat e to recover a portion of i nflation related cost 
increases over time . The Compa ny did not propose a change in 
contract rates because i t is under an agreement for a determine d 
period of time. Upon consideration, we find that United's oroposed 
i ncrease to var ious non-contract plans provided under the Special 
Service Arrangement subsection appear appr opriate. I 

3. Other Miscellaneous Service Arrangements 

United did not propose any increases for the rema~n~ng 

services offered i n its Miscellaneous Services Arrangements Tariff . 
Howe ver , we find that United should increase the rates for 
Automatic Time/Temperature/Weather, Break-I n Ro ~ ry, Directory 
Number Transfer , Fire Alarm Conference Systen , List Service, 
Special Billing Service, Magnetic Tape Billing, S ingle Party Access 
Line Feature, Remote Call Forwarding, and Custom Code Restriction 
and WatchAlert by 10' . This is consistent with our pol icy of 
maximizing contribution from ancillary serv ice . Cnstom Code 
Restrictions, Custom Calling Features , Time and Charges Reporting, 
Special Identity Number Arrangement, Duplicate Bill, 976 Serv ice, 
Bi lled Number Screening, and 900/976 Blocking s hould remain a t 
current rates. 

F. Touch Tone Rates 

United proposed no c hanges to its Touch Tone rates ; however, 
it did propose banded rates for the service with a range from $.50 
to $2 . 00 . We have approved banded rate structures on custom 
calling features in order t o give a company the fl exibility to 
modify i ts rates with i n an ostablishe l ba nd upon thirty dar 
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not ice to i ts subscribers and the Commission . See Order No . 17908 . 

Witness Poag testified that Touch Tone is discretiona ry and 
competitive on the basis that a customer can purchase a s witchable 
pulse Touch Tone phone and access United's Central Processing 
Equipment (CPE) via the digital tones the office generates. We 
agree that a set which can send tones as well as pulses will permit 
access similar to touch tone. However , it is not as convenient as 
simply having a phone which always sends tones. Furthe r, in a 
digital central office, Touch Tone is the standard. Furthermore, 
we do not agree that this is the s ame as true Touch Tone to which 
a customer s ubscribes . 

united' s penetration rates have been growing constantly since 
1984 , and the Company had a 70% for residential pe netrat ion r ate 
for Touch Tone in 1989 . We believe this indicates that customers 
perceive the service to be a very important part of their basic 
telephone service. 

The Florida Pay Telephone Association (FPTA) asserted that 
banded rates on Touch Tone are not appropriate. Specifically, the 
FPTA argued that in order to provide any pay t e l epho ne service , 
competitive pa y telephone providers must subscribe to Touch Tone . 
Although we have not ordered payphone providers to subscribe to 
Touc h Tone from a policy pers pective, they argue there is no other 
source from which they could receive the service. 

United ' s cost to provide Touch Tone is $ . 00118 p e r access line 
per month which is almost zero. We recognize that the ser vice is 
a maj or source of revenue. United projects $10 , 311,192 in revenues 
for 1991 at the current $1.00 rate. Because Touch Tone is s uch a 
major revenue generating source, we will not reduce or e liminate 
United ' s rate at this time. In addi tion , we conc lude that Touch 
Tone is not as discretionary nor as a competitive a service as 
United wi tness Poag has argued . We therefor e be l ieve the banded 
rates as proposed by Uni ted are not appropriate for this service . 

c. Auxiliary Equipment 

Uni t ed proposed no inc reases to the Auxiliary Equipment 
section of its tariff. We find, however , that certain increase in 
various of these rates is appropriate as set forth below . 

., 
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1. Semi-public Coin Equipment - We find that a 10% increase 
to s helves and other booth equ ipment associated with semi public 
coin telephones is appropriate . The subscriber to semi-public 
telepho ne service benefits from having a public paystation on his 
premises . Therefore , the subscriber should bear the cost of the 
equipment associated with semi-public service. 

2 . Long Line Equipment - Specifical l y these offerings are the 
Voice Frequency (VF) Repeater and Signaling Package rates . The 
Company has proposed no increases because with the proposed 50% 
increase in Loc al Private Line Services , an increase on Auxiliary 
Private Line Services would not be appropriate. We disagree. The 
Company ' s Long Line Equipme nt rates should not be immune when other 
r 4 tes are being i ncreased. Therefore, we find that a lOt increase 
should be applied to thes e r3tes. 

3 . Hearing Impaired Equipment - United has proposed no 
c hanges t o its offerings Hearing and Speech Impaired equipment. By 

I 

Orde r No. 13906 , we required that the TOO and other equipment I 
associated with provision of service for the hearing and speech 
impaired be made available a nd priced at cost. Uni ted ' s rates for 
the hearing impaired auxiliary equipment, except for the hearing 
impaired handset, are based on previously provided cost data. The 
cost for the hearing impaired handset has been updated . currently, 
most of the costs for the hearing impaired equ ipment are either 
equal to or slightly higher t han the rates currently being charged. 
These services provide a needed serv ice to a special community of 
c ustomers . Since the costs are i n line with the r ates, we find 
that no change should be made to these rates. 

H. Interconnection of Mobile Services 

The Interconnection of Mobile Services tariff provides 
interconnec tion arrangements for all mobile carriers . This service 
is separate from United ' s own mobile telephone service which 
provides end-to-end service to United's own mobile customers. The 
only cha nge United proposed is to reduce the usage rates to reflect 
the proposed ch~nges in United's switched access rates . The other 
pa rtios did not address this issue . 

The c urrent interc onnecti on rate is a flat rate per minute 
comprised of a local and toll component and is based on switched 
a c cess charges . See Order No. 20475 . Order No. 20475 also , 
requires that as switched access rates change, those changes s hould I 
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be reflected in the mobile interconnection usage rate. Consistent 
wi th Order No. 20475, we find it appropriate to reduce the 
interconnection rate by the reduc tion in BHMOC rate appro ved 
heroin. Upon consideration, we find that the mobile 
i nterconnection usage rate should be reduced to 3 . 86¢ pe r minute 
on-peak a nd 2 . 82¢ off-peak. 

In Docket No. 900079-TL, the Florida Radio Telephone 
Association (FRTA) filed a petit ion which sought to have the 
Commission implement a separate one-way DID trunk service offe ring 
at a reduced rate within the mobile interconnection tariff. We 
denied the petition; however, we directed our staff to revie w the 
trunk rates in this proceeding . FRTA argued in its petition that, 
contrary to the record on which Order No. 20475 was based, the 
RCCs ' interconnection is inferior to the Type 1 interconnection 
used by the CHCs, and should therefore be offered at lower rates . 
In the mobile i nterconnection proceeding, FRTA testified that RCCs 
did t ake Type 1 interconnection and should pay the same rates as 
cellular carriers . We decline to implement a separate trunk rate 
for RCCs. we note that trunk rates for RCCs identical to those 
that PBX trunk subscr ibers currently pay would raise the trunk 
rates for RCCs in United ' s territory . We decline to do that. We 
further note that FRTA did not intervene in this p roceeding. 

I . United ' s Mobile Service 

United has propose d to increase the rates for its own mobile 
service by 1St as well as obsolete the service with ,o end date 
proposed. United ' s mobi le telephone service is tite Company's own 
mobile service in which it provides end-to-end service to its own 
mobile c us tomers. United states it wishes to obsolete this service 
due to its dec lining demand. In addition, witness Poag testif ied 
that the infrastructure facilities that are required to maintain 
tho service are expensive. The Company proposed to increase i t s 
rates to offset the Company ' s ongoing maintenance costs. 

Since there is an alternat ive service to which customers can 
move , and because of dramatic decrea se in demand, it is 
appropria t e to obsolete this service . When a service is made 
obsolete the current cus tomers are maintained , howe ver no 
additiona l service can be added and new service cannot be 
installed. 
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Upon consideration, we approve United' s proposed 15\ increase 
in mobile rates . We will also approve the company ' s r eques t t o 
obsolete the service but will impose an ending date. As of 
December 31 , 1992 all remaining customers will have to c hange to 
another service . This will give customers who curre ntly s ubscribe 
time to make the appropriate changes. 

J. I nforma t ion Serv ices Investigation 

In Docket No . 880423-TP, the information services docket, all 
LECs wore required to s ubmi t quarterly reports containing specific 
information on i ndus try requests for basic s ervice elements (BSEs). 
According to United's quarterly reports, it has not received any 
requests for BSEs f rom Information Services provider s . 

I 

In addition, we asserted our juris diction over Information 
Services provided by LECs. United has acknowledged our 
jurisdiction in t his case b y placing the revenues d Od expenses from 
its voice messaging service , called Messageline, above the l i ne . I 
Thus Hessageline revenues and expenses are be i ng treated for 
ratcmaking purposes in this case. As yet this Commission has not 
determined the extent to which it will regulate voice mail services 
and has not required that LECs s ubmit tariffs. 

K. oirect-in-oialing Seryice 

Direct-in-Dialing service (DID) provides a custome r the 
ability to direct i ncoming calls directly to a called party i ns t ead 
of having to go t hrough a l i ve operator or receptionist. United 
proposed to both restructure and reprice its DID service . The 
Company proposes to separate its current single c harge for a block 
ot 100 DID numbers into a trunk termination charge and a block of 
numbers charge. In a ddition, United added a 20 number block 
option. The company also proposed banded rates . United argues 
that the charges wi ll make the application of DID rates more 
c o nsistent among the other services with whic h i t is used . 

Upon considerat ion, we approve of United • s proposed 
restructure/DID rates . This will give the DID tariff the same 
structure as the mobile i nterconne ction tariff. The addition of 
the 20 number block wil l give smaller customers an option a nd will 
conserve DID number s . 

I 
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Whilo tho restructure is appropriate, banded rates are not. 
Banded rates were not created to phase in rates. Banded rates are 
intended for services that tace a competitive environment. Since 
DID service is a monopoly service it is inappropriate for banded 
rates. However, we find the proposed current monthly rates are 
appropriate without the bands. We also approve of United' s 
proposed NRC of $~0.00 for the 20 number blocks. 

L. Telephone Answering Service 

United proposed two changes i n the rates associated with 
Telephone Answering Service . The first is to modify its direc tory 
listings charge assessed to TAS prov iders f rom the current charge 
of sot of the appropriate PBX trunk rate to $20. oo . United ' s 
second proposal is to increase its mileage charge for an off­
premises extension line or individual access line from $1.20 to 
$1.80 per quarter-mile. We find that United's proposal to charge 
$20.00 per number is inappropriate. The charge for a TAS directory 
listing shall be the same as for all other directory listings . We 
approve the increase in the mileage charge. The mileage rate 
increaso for TAS is the same as similar extension line offerings . 

H. Private Line 

The Company proposes a sot across-the-board increase for its 
local private line services . The other parties particir3ting i n 
this docket have t aken no position on this proposal. ~he Company 
currently is not prepared to restructure the private line tarif f 
but proposes the rate increase as one step to be taken in the 
restructuring process. 

United's current rates for local private line services are 
lower than the rates recently approved for intra/ interexchange 
private line and special access services. The current rates are 
well below comparable market rates nd e ven though the Company has 
not provided cost support in the required format , current rates do 
appear to bo below cost. Thus, it is appropriate to phase-in the 
rates that may result from a restructure. To this end, United ' s 
proposal is reasonable and the sot across-the-board increase is 
appropriate . 

The Company shall file a proposed restructure of i ts local 
private line services by July 1 , 1991 . The r estructure s hall use 
a rate otructure similar to that which was approved for the 
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1ndustry for i nterexchange private line and special access services 
as outlined in Order No. 23400. 

N. Foreign Excbange service 

United proposed to increase the monthly mileage rate for 
Foreign Exchange Service (FX) by 50\ , from $5.39 to $8. 09. This 
cileage charge is applied per mile by airline measurement. The 
Company proposed to increase its mile ge rate for Foreign Central 
OfCico Service (FCO) by 50\, from $2.15 per quarter-mile to $3.23 
per quarter-mile. This is the same treatment as the Company 
proposed for other private line services. The Company intends to 
restructure this portion of FX/FCO services at the same time it 
restructures i ntraoxchange private line services and proposed no 
additional changes to ito FX/FCO services in this docket. 

I 

United asserted that these similar services should be 
subjected to the same rate changes because they are generally well 
below cost. We agree. These services are similar to other private I 
line-like services , and should have the same rate changes as other 
private lin -like services. United ' s proposal to increase the 
mileage rates for FX/FCO services is appropriate as a way to 
temporarily reprice these services. However, United must submit a 
restructure of these mileage rates when the Company restructures 
its intraexchange (local) private line services. 

o. Service Connection Cbarges 

United asserted that service connection charges should, in the 
aggregate, recover their costs and where possible, the more 
discretionary charges should provide contribution above their unit 
coots. Unit d also proposed the introduction of a new element, a 
$5 record change charge to be as~essed when subscribers request 
changes , other than name a nd address corrections, in their 
directory listings . United proposed to move the cost for the 
premises visit into the access line rate element. Under United ' s 
proposal tho premises v isit charge would be discontinued as a 
separate element on new installations. 

We find that basic costs for connection s hall be averaged over 
all customers as are basic network access c harges because whether 
the Company is required to go to the customer premises on a new 
connect is outside of the control of the customer and because this 
is an important part of the universal service pol_cy. With this I 
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decision, the premises visit charge shall only be applied for 
s ubsequent customer initiated activities, such as moving the drop 
wire. 

United ' s costs f or residential and business new service 
connections total $48.84 a nd $50.88, respectively. We ha ve 
reviewed the Company ' s service connection cost study and based on 
our review, we find that the costs as stated are reasonable. 
Service c onnection charges should be set close to costs . Thus, we 
find tha the Company's proposals are appropriate with three 
exceptions . 

First, the bus iness primary service order charge should 
i ncrease to $25 .00 rather than reduce to $20.00. United's proposal 
establishes 1dentical rates for business and residential primary 
serv ice order charges. However , the cost of a bus i ness primary 
service order is more than the residence. This higher unit cost, 
p l us the consideration of the value of service for a business 
ve rsus that for a resident justify a rate which is $5.00 more for 
business c u s tomers tha n residence subscribers for this element. 

Second, the secondary serv ice order charges for business 
subscribers should increase to an amount higher tha~ that p roposed 
by United. Un1ted did not propose that business secondary service 
order charges be increased even though they are considerahly be low 
unit costs . We find that the charges for this ser ·ice should 
recover costs. For this reason, we find that the rates for business 
secondary service charges should be raised to $16. 

Third , the restoral of service c har ge should be increased f r om 
$15.00 to $20 .00 for business customers. The cost for a business 
r estoral is greater than the cost for residential r est o r al 
justifies a rate differential. The $15~ 00 restoral of service 
charge for residents should remain at $15.00. 

We approve the introduction of a $5.00 record c hange c harge 
proposed by United. Currently, requests for r ecord changes are 
made at no charge to the customer with the costs associated with 
this s ervice borne by the general body of ratepayers. We find that 
i . is more appropriate to assign the costs for this discretionary 
service to the c ost causer rather than to the general body of 
ratepayers . 
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With the aforementioned exceptions, we find that the Service 
Connection Charges proposed by United are appropriate. 

P. Advanced Business Connection Service 

The only changes that United has proposed for ABC or Enhanced 
ABC Service are for those rate elements already tied to the B-1 
rate or the PBX trunk rate. Any changes approved by the Commission 
to those rates will flow through to the ABC Services. TheCompany 
opposes additional increases because there is already substantial 
contribution and because of the extremely competitive nature of the 
service. 

Costs for these types of features are generally minor, and 
they have tradit i onally been good revenue sources. We note that 
PBXs are becoming more sophisticated and can provide an increasing 
number of competitive features. Accordingly, we find that the 
Company 1 s current pricing relationships on these features are 
satisfactory. 

Touchtone should be viewed in a different light. Unlike the 
features discussed above, only the LEC can provide Touchtone 
effectively. Thus, we find that it is appropriate to make 
Touchtone charges comparable. The $1.00 per line rate currently 
assessed to other business users should be assessed to ABC users on 
a per main station line basis as well. 

With the changes discussed above, we find that the rates and 
structure are reasonable and should be continued. 

Q. Stimulation and Repression 

United has not included any estimates of stimulation or 
repression that may result from its proposed rate changes, 
including those pertaining to reductions to toll and access rates. 

OPC argues that stimulation associated with toll and access 
reductions should be recognized. However, OPC never identified the 
amount of stimulation that would occur as a result of the toll and 
access rate reductions proposed by United. No other parties have 
taken a position on this issue. 

We recognize that there may be some stimulation and r epression 
which will occur as a result of cha nging rates for United 1 s 

I 

I 

I 



I 

I 

I 

ORDER NO. 2 4049 
DOCKETS NOS. 891231-TL a nd 891 239-TL 
PAGE 58 

telecommunication services. However, such stimulation and 
repression cannot be estimated with a reasonable l evel of 
confidence. While both United and OPC contend that the rate 
changes i n toll a nd access proposed by United will c ause 
s t imulation, neither party offered an estimate of what that 
s timulation will be. 

While the commission is sympathetic with OPC's desire t o have 
the c us tomers receive the full benefit of access and toll 
reduct i ons, no one provi ded sufficient evidence to determine if, 
when or how much s t imulation will occur. Therefore, we find that no 
s timulation a nd repression shall be i ncluded in determining t ne 
r e venue requirements of United . 

R. Intrastate MIS Toll Rates 

United proposes to reduce its MTS rates and split its two 
lowes t mileage bands (0-10 and 11-22 miles) int o three mileage 
ba nds (0-8, 9-16, a nd 17-22 miles). United ' s intrastate MTS rates 
c urrently are identical in structure a nd price levels to t hose of 
the other LECs in Florida, except for Southern Bell . 

United contended that it should be allowed to r educe MTS rate5 
and restructure i ts mileage bands in order to: {1) re lieve EAS 
pressures ; (2 ) alleviate the threat of bypass ; (3) price toll to 
meet competition expected to occur due to the end of the toll 
transmission monopol y areas on December 31 , 1991 ; and ( 4 ) reduc e 
the disparity between intrastate and i nterstate toll r q tes while 
maintaining toll rates in the aggregate above a ccess charge s . 

Th e on ly other party to take a position on th is issue was OPC. 
OPC arguo s that Un i t e d should not be allowe d to fund r eductions in 
toll rates with i ncreases in local rates . OPC notes that al l 
customers must pay local rates to have telephone service but a 
large percent of United ' s s ubscri bers make l i ttle or no use of toll 
services. 

In propos i ng MTS rate reductions, Un ited did not use a 
"market- based approach"; i ns tead, the Company first determined the 
e xcess revenues resulting from changes to local exchange rates and 
then proportiona ely decreased intrastate toll a nd access rates by 
this amount. Since United ' s current toll rates cover their 
associated access c harges , the method .employed by United would 
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ensure that its proposed MTS rates, in the aggregate, wi ll cover 
their a cce s s charges. 

Un i ted argued that EAS pressures would be reduced by splitting 
the fir s t two mileage bands i nto three bands and by substantially 
reduc ing rates tor calls ot 22 miles or less. The largest 
reduc t i ons in MTS rates wou ld be in the proposed first mileage band 
\Ca l l s of 8 miles or less), where rates would decline by more than 
4 0\ . There are some 16 toll routes under 23 miles that are 
possible E.AS "hot spots ." However, the data does not appear to 
unequivocally s upport the Company's proposal. 

Mo r eover, although approxima tely 40t of the Company ' s traffic 
volu mes a r e und r 23 miles, onl y 2t occurs in the 0-8 band, 12 t in 
the 9-16 band, and the remaining 27t in the 17-22 mileage band. 
Un fortunat e ly, the traffic characteristics of the 16 short-haul 

I 

t o ll r outes which may be subject to EAS pressures are unknown. 
Absent s uc h data, as well as further detailed analysis, we are 
unab le to ascerta in if the large percentage decreases proposed by I 
the Company in the first two mileage bands are an appropriate 
r e sponse to thes e potential EAS problems. Although some decreases 
i n t he lowe r mi leage bands may be warranted, in and of itse lf this 
is a n i ns ufficient basis to restructure the rate bands . 
Ac cord i ng l y, the existing mileage bands shall be retained. 

we do not conc ur with United's rate design propos al for MTS 
rates a nd find that a market-based approach wo uld be mor e 
appropr i a t e f or setting MTS rates. To position itself for the 
for t hc o ming toll competi tion after the end of toll transmission 
monopoly areas , the Compa ny should have thoroughly analyzed the 
unique c ha rac t e r istics of its service area in orde r to a s c e rtain 
where i t may be vulnerable , and formulated specific rate design 
solutions t argeted to maintain key submarkets. Based on the 
evidence i n tho rec ord, it does not appear tha t United has done 
thi s . 

I t is appropriate to lower United's rates to levels which in 
the aggreg a t e s till rec over a cce s s charges while positioning United 
to meet IXC c omp e t i t ion. We approve the following: 
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Mileage Band 

0-10 
11-22 
23-55 
56-124 

125-292 

First Minute 

.17 

.26 

. 35 

. 45 

.51 

Additional Minute 

.07 

. 16 

. 25 

. 32 

.34 

s. ?rooosed Agency Action Implementing S.25 Message Rate 
for Message Toll Service 

In Paragraph R immediately above, we have approved rates for 
MTS toll services . However, we find it appropriate to implement an 
innovative message rate plan for the 0 - 10 mileage band. Under 
this plan, each telephone call within the 0 - 10 mileage band will 
be charged $.25 in lieu of the MTS rate approved above . For Pay 
Telephone Providers, calls in the 0 -10 mileage band s hall be 
treated as local calls for interconnection and end-user rate 
purposes . This plan recognizes the generally expanding communities 
of interest in United ' s various population centers. The plan will 
help relieve pre~sure for traditional EAS. We recogni ze that i t is 
a novel concept that was not thoroughly explored in this 
proceeding . In addition , because this plan will impact interLEC 
toll routes between United and both Southern Bell and Vista - United , 
we will issue this part of this Order as a Proposed Agency Ac tion . 
A protest of this part shall not prevent any other part of this 
Order from becoming effective. If our action in this part becomes 
final, the MTS rate for tho 0 - 10 mileage ba nd set forth above 
shall be codified consistent with this part. 

T. Telesaver Toll Calling Plan 

United proposed an optional discount intraLATA toll plan name d 
ToloSavor . TeleSavor is targeted for high-volume intraLATA toll 
users . For a monthly fixed charge of $2 for residence and $6 for 
business access lines this plan would provide subscribers with a 
40\ discount on all intraLATA toll calls . United maintained that 
TcloSaver would s~rve, along with its proposed MTS reductions, to 
reduce EAS pressures. Although we have approved Option Calling 
Plans (OCP) for other LECs , we have serious rese~vations about the 
Tolosaver plan . 
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First, the Company admitted that this plan fails to cover its 
associated access charges in the aggregate. We find that an OCP 
must adequately cover access charges in order not to have an unfair 
competitive advantage relative to the IXCs with whom it competes 
and to whom it provides access to the local network. See Or der 
No. 23540. 

Second, we have misgivings about the design and support for 
the proposed TeleSaver OCP. The Company has asserted that this plan 
will enable it to retain a greater portion of its high-volum~ toll 
us ers; however, it does not appear that the p lan is targeted 
s pecifically towards this market segment -- or truly targe ted to 
any particular group of customers. The plan merely allows any 
c ustomer to obtain an additional 40\ discount on All toll calls for 
a mi nimal rec urring monthly charge. 

I 

Uni ted's proposed TeleSaver is too " broad brush" and ma y 
i nadvertently result in unanticipated, and perhaps adverse, 
i mpacts . Relative to other OCPs which we have approved, the I 
proposed 40\ discount on all traffic at all times of day for a very 
low mo nthly charge ( $2 for residential , $6 for business) se~ms 

o verly generous. We are concerned that if the forecaste d 
s ubscr i bcrship tor TeleSaver assumed by United --2 . 4 5\ of all 
a c cess linea - - is too low, a significant revenue s hortfall cou l d 
res ult. Moreover, if there is migration from other s e rvices such 
a s OUTWATS additional losses could occur . 

The Company's single proposal appears intended to address a 
va r i ety of potential competitive problems. However, the Company 
has pres ented no market research or any analysis to iGentify where 
pricing anomalies may exist with the advent of competi tion . A~sent 

s uc h information we are unable to determine in whi ch toll 
submarkots pricing restructure may be warranted a nd, thus, whe ther 
Te l eSaver is an appropriate response. Accordingly, United's 
proposed TeleSaver optional calling plan is hereby denied. 

u. 

Un ited 
relativ to 
tol l r a tes . 
c ha rgea for 

Toll Pac. Valu-Pak . and OEAS 

pro pos ed to mainta in the same percentage disc ounts 
HTS on its optional calling plans which are based on 
United did not propose to change any monthly minimum 

OEAS or Valu-Pak . 
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We find the current monthly minimum rates for Toll-Pac are 
appropriate and shall be maintained . Decreasing the MTS rates, 
whilo increasing the min imums, t e nds to make the break-even point 
h igher. 

United also has two optional local calling plans which are 
route-specific and which are based on a combination of local and 
toll rates. The first is a flat rate , two-way, optional plan 
called Optional Extended Local Calling {OELC). This plan exi sts i n 
only two areas of the state, Ocala-Williston and Bonita Springs -Ft . 
Myers-Naples. The rates for this plan are based on the local rate 
for the distant exchange . Accordingly , with a c h a nge i n loca l 
rates , tho rates for OELC change. 

The other Optiona l Extended Area (OEAS) Plan is a one-way plan 
available on seven rou tes . The service has two options a vailable 
to r esidents, flat rat (Option I) or usage rate (Option II). 
Businesses can only get Option II. Option I is based on a 
combination of the local rate of the dis tant exchange and the 
distance involved. Option II is based on a discount relative t o 
HTS rates. Accordingly, t he rates for the OEAS plans will change 

v. WhTS a nd 8QO Service Rates 

United proposed a 13.1\ reduction in rates for its Outbound 
Wide Area Telecommunications Service (OUTWATS). Through this 
reduction, the Company sought to maintain the existing price 
differential between OutWATS and HTS. Demand for WATS has been 
declining as more toll serv ices are introduced to meet s pecific 
business needs . We agree tha t the existing rate relationships 
between MTS and WATS are a ppropriate and should be maintained. 
However, we have approved a lesser reduction in MTS than those 
proposed by the Company . Therefore , i n order to maintain the 
W~TS/MTS r e lationship, we approve the same reduction in rates for 
WATS. The approved rate5 for OUTWATS is as follows: 

Hours 

0 - 10 
10 . 1 - 25 
25.1 - 50 
50 .1 - 80 
Over 80 

$14.97 
13 . 61 
12.25 
10 . 89 
9.53 

Eveni ng 

$10.33 
9.39 
8.4 5 
7.51 
6. 57 

Ni ght/Weekend 

$5 . 99 
5 . 99 
5.99 
5 . 99 
5.99 
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United has also proposed decreasing INWATS, als o referred to 
as 800 Service, but by a lesser amount than proposed for MTS and 
OUTWATS. The Company asserts that the elasticity of demand for 
800 Service is not as high for MTS or WATS. MTS and OUTWATS 
c harges are assessed to the i ndividual or business who i n itiates 
tho call , whereas with 800 Service the c harges are assessed to the 
individual or business that receives the call . Thus, we believe a 
4\ decrease in usage revenue s is appropriate. The appropriate 800 
Service Rates are as follows: 

Hours ~lAY Evening Night/Weekend 

0 - 10 $15 . 9 4 $11.28 $6. 53 
10.1 - 25 14.02 9.84 6.53 
25 .1 - 50 11.95 8.36 6 . 53 
50 .1 - 80 11. 0 4 7.73 6 . 53 
Over 80 10.08 7.15 6. 5 J 

I 

In addition, United has proposed no changes to its WATS I 
nonrecurring charges. The Company asserts that the current rates 
for WATS are appropriate . However, we belie ve that non-recurring 
c harges for WATS s ubscribers should not be less than those charged 
for basic bus iness subscribers. Therefore, we find it appropriate 
to increase tho WATS access line service charge to $35.00. We also 
find that the second ry service charge for WATS subscribers s hall 
be raised to $16 .00 . Further, the rates for premises work charges 
s hall be increased in the same proportion as they are for basic 
bus i ness rates . 

W. BHMOC Charge 

United proposed to reduce the Busy Hour Minute of Capacity 
(BHMOC) c harge from $6.39 to $3.53. The Company asserted that this 
r eduction will mitigate uneconomic bypass potential, reduce 
interstate and intrastate toll rate disparity, and price switched 
access service more in line with its cost. OPC contended that 
while i t does not oppose lower toll rates, t he Commission should 
not i nc rease local rates in order to fund decreases in toll rates . 

In genera l, the l a rger LECS operating in Florida h ave bee n 
reducing or elia inating their BHMOC rates . We find that the BHMOC 
~hould be reduced to $4. 33 . We have e ncouraged BHMOC reductions in 
order t o give tho LECs more toll pricing flexibility \ 1ith respect 
to their rxc competitor s . See Order No. 23 540 . I 
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X. Billing and Collection Services 

3SI 

Unitod proposed to detariff Billing and Collection (B&C) 
Service . By Order No. 21688, issued August 4, 1989, we determined 
that effective competition does not exist in the Billing and 
Collection market. However, we granted the LECS the authority to 
fil LEC specific tariffs. In this case United contended that B&C 
Service is competitive because only 36\ of the IXCs operating in 
United ' s service area subscribe to United's B&C Service. According 
to the Company, since B&C Service is available from an array of 
providers, the Company needs the pricing flexibility that 
detariffing provides. 

The Florida Pay Telephone Association ( FPTA) argued that 
United ' s B&C Service should not be detariffed. The FPTA noted that 
che Commission investigation into detariffing had just recently 
concluded and that in that investigation the Commission declined to 
allow those services to be detariffed. The FPTA notes that nothing 
has occurred in the short period since order 21688 was issued in 
tho generic proceeding which would justify a change in the 
Commission ' s policy. 

ATT-C did not oppose United ' s proposal to detariff B&C . OPC 
sserted that if the Commission detariffed B&C t hat the likely 

changes in United's rates should be accounted for in revenue 
projections. 

Even though only 36\ of the IXCs may use United's B&C Service, 
that 36\ includes the largest IXCs in Florida. Although no 
specific data was provided by United, we must conclude that the 
majority of United ' s customers are billed for their intraLATA toll 
by United. In our opinion, United has not shown that effective 
competition exists in the B&C Service market in its territory . We 
find that United has not provided sufficient information to support 
its contention that i t faces effective competition. Therefore, we 
fi nd chat United's B&C Service s hould remain tariffed. 

Y. Zone Charges 

united proposed to reduce the number of zone charge rate areas 
!rom 24 to 4, and to generally reduce the zone charge rates. Al l 
zone charge customers would receive a decrease e xcept for Zone A 
s ubscribers i n Orange City who would receive a $.4 5 increase under 
tho Company ' s proposal. The Company asser~ed tha t reducing the 
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number of zones wi ll reduce administrative costs and is in step 
with their eventual total eliminacion. 

Upon consideration, we find that United's proposal to reduce 
the number of zones and zone charges i s appropriate. Eve n thoug h 
Orange City will receive a $.45 increase, we believe those 
customers should pay the same rates as other United customers, and 
that this increase is r e asona ble. In addition, we herepy a pprove 
United ' s tariff filing to expand the Orange City base rate area to 
be effective concurrent with the other rates approved herein. 
Expanding the Orange Ci ty base rate area will reduce the number o ' 
subscribers required t o pay zone charges. The approved zone 
charges are as follows : 

Z2la ~ 

A - B 1. 00 
c - D 2 .00 
E - I 3 . 00 
J - X 5.00 

z. l:i~b~::i~ ~~~ S~stems 

A Hybr id Key System is a type of CPE tha t may function as 
either a key or a PBX . CUrrently, some LECs c harge the PBX rate s 
only , while o thers charge either t ,he PBX or B-1, depend ing on the 
use of the s ystem as s pecified by the subscriber. United auTently 
c harges PBX rates f or all Hybrid Key Systems , asserti ng tha t since 
the hybrids incorporate PBX features , the application of PBX trunk 
r ates is appropr iate. 

I n charging the PBX trunk rate to Hybrid Key System users , 
United may be discouraging smaller customers from purchasing these 
systems . However, by charging only the PBX trunk rate for these 
systems United has also reduced its administration cos ts . 

Upon considerat ion, it appears unreasonable to r equire 
subscr iption to PBX trunks in every case of a Key System. A 
customer s hould be able to choose the appropriate access l i ne based 
on the nature of his usage . Accordingly, on a going forward basis 
beginning February 1, 1991, United is he reby required to request 
that new business customers certify the manner in which their 
Hybrid will be used. United must then charge the appropriate rate. 
Such certification may be oral or writte n. United shall al s o 

I 

I 

I 
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notify PBX cus t omer s of this change in policy in a separate 
mailing . The mailing shall explain the c hange in pol icy and 
request that affected customers contact a Company busi ness office. 
This will allow existing hybrid owners who do not use their CPE for 
access line pooling to be notified o f their elig ibility for a r ate 
decrease. Any revenue impact of this change will be addressed when 
United restructures its local private line services. Accord i ngly, 
Unit ed shall keep trac k o f the units and dollars affect ed by this 
change . 

AA . SrnallTalk - Optional L9cal Measured Service Plan 

United proposed a n opti onal Local Measured Service (LMS) p lan 
named SmallTalk, in part ae: a response to our Model Senior Plan. 
The Company proposed to offer this service only to residence 
subscribers , at a JOt disc ount to the R-1 r ate , and with a measured 
usage rate of 10¢ for t h e first t e n minutes, and 5¢ for each 
additional 10 minutes . I n addition, the plan wou ld incorporate a 
$3 . 00 usage allowance. United estimates 6 percent of i t s 
residential cust omers would s ubscribe to SmallTalk . 

We hereby a pprove SmallTalk with one modification. Instead of 
a measured rate as proposed by United, we will approve a message 
rate of $.10 cent s a call. This modi fication will make the plan 
conform more closely t o the rate structure recommended by our Model 
Senior Plan and will be easier for users t o understand . 

BB. Rate Groups 

United proposed to reduce the numbe r of local exchange rate 
groups from 9 to 7 to cut back on the frequency of exchange 
regroupings and to oase administration. We agree that it may be 
appropriate to reduce the number o f rate groups, but have concerns 
with the Company' s s pecific proposal which is in direct conflict 
with Rule 25-4 . 055, Florida Admin i strative Code . This rule 
provides i n part that no exchange grouping pla n shall contain any 
group i n excess of that which is necessary for the classificat ion 
of the largest exchange of that company. United proposed its ne w 
rate group 7 as an empty rate group, which conflicts with our rule . 

We approve Un ited's p r oposal with t he modi f i cation that the 
7th rate group be eliminated . Thus, rate group 6 will have no 
upper limit, a nd the rate group structure will • hen con form wi th 
Rule 25-4. 055 . 
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cc. LoCal Exchange Rate Relationships 

After the amount of revenue required from local rates has been 
determined , this amount must be spread over the residential and 
business local rate elements for all rate groups. However, in 
order to establish rate levels in a systematic fashion, we must 
first decide what is the appropriate relationship that each rate 
element should bear to the residential one-party (R-1) rate. 
Traditionally , we have set new basic local exchange rates by 
calculating them as a function of the R-1 rate. 

United proposed to change the relationship of basic local 
s ervice access line rates as a proportion of the R-1 rate in f our 
classes of service: 1) reduce the ratio of the residential PBX 
(R-PBX) rate to the R-1 r ate to match that of the business PBX (B-
PBX) to the B-1 rate; 2) i ncrease the semi-public service trunk 
rate to 125% of the B-1 rate; 3) increase the rate for message rate 

I 

PBX trunks to 47% of the flat rate; and 4) realign the rate 
relationsh ips for the Winter Park exchange with those of the rest I 
of the Company. 

1. R-PBX - We decline to reduce the rate relationship for R­
PBXs as proposed. The rate for a PBX used for residential purposes 
s hall be the s ame as a Business PBX. 

2 . Semi -public Pay Telephone Service - Semi-public Service is 
furnished in locations where there is an appreciable demand for 
service by transients yet the demand will not generate sufficient 
revenues to justify a public payphone. A premises owne r that has 
a semi-public pay telephone currently pays the B-1 rate. United 
argues that an i ncrease is needed to appropriately reflect the 
embedded cost of such service. United did not provide any 
incremental cost data for this service. Based on information 
provided by United, the average revenues for semi-public service 
a re approximately $32.00 in local coin calls and $18.00 in 
recurring access line revenues . Increasing the rate to 125% of the 
business line will increase revenues by an average of $12 . 05 per 
s tation. No o ther parties have take n a position on this issue. 

Upon consideration, we approve United ' s proposed rate of 125% 
of the B-1. The primary beneficiary of such service is the 
premis es owner. Therefore , it is appropriate that the premises 
owner bear more of the cost of providing t elephone service to his 
customers . I 
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3. PBX Message Rate Service- United currently offers message 
rate PBX Service only i n the Winter Park and Orange City exchanges . 
United proposed to increase the initial and additional monthly 
trunk rate to 47 percent of the flat PBX trunk rate charge and to 
increase the PBX message rate i n its Orange City exchange from $. 03 
to the $. 07 rate which is currently i n effect in Winter Park. 
United alao proposed to wa i ve nonrec urr i ng charges for a 90- day 
period for those customer s desiring to avoid the i nc r ease . No 
other party took a position on this issue. 

It is inequitable for the current PBX message rate level to be 
offered at a substantially lower trunk charge tha n those offered 
under flat rates for PBX trunks. We find that United's proposal is 
appropridte, and hereby approve both the rates and the 90 day grace 
period. 

4. Winter Park- The Wi nter Park e xcept ion area was originally 
established in connection with t he May 10, 1983 "consolidat ion" of 
the former Orange City, Florida Telephone Corporation, Winter Park , 
and United Telephone compan ies. Howe ver , it was anticipated that 
the Winter Park exception status would be temporary. 

At the time of consolidation, un iform local exchange rates 
were implemented for all of t he companies except Winter Park . 
Since that time, the Wi nter Park exchange c ustomers have benefitted 
from lower local service ra tes relative to other customers with 
similar calling scopes. However, as discussed above , with the 
changes we have approved i n the rate groups, we find that Winter 
Park shall move to , and remain i n, rate group 6. We also find that 
Winter Park ' s local rate relationships must be modified to conform 
with those in rate group 6. We believe that the impact on the 
Winter Pa~k customers is within an acceptab le range under the Rate 
Group restructure approved a bove. 

For the remaining customer c l asses , United' s proposed rates do 
not substantively c hange their relationship to R-1. Accordiugly , 
we approve the relationships proposed by the Company. 

DO . Basic Local Excha nge Access Line Rates 

United proposed to incr ease basic local e xc hange access line 
rates by $45,667,698 , or 32 . 6\. United proposed to r aise prices 
for basic local residential rates from a weighted average of $7 . 55 
to $10 . 23. The proposed rate level s a r e based on a study of 
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Southern Bell Telephone's residential rates in Alabama, Georgia, 
Louisiana, Mississippi, North Carolina , and South Carolina . 
According to United, the weighted average residential rate of those 
s tates is $14.85 . United ' s witness Poag then s tudied the 
demograph ic characteristics for his Company and concluded that 
c us tomers could withs tand his proposed rates. 

OPC was the only party to comment on this issue . OPC has 
testified in relation to other issues that United has not justified 
its test year revenue r e quirements. The Citizens opposed the 
Company ' s proposal t o shift cost recovery from tol l to local , and 
to fu nd toll reductions with local rate increases. In addition, 
OPC cited evidence that showed that most United cus t omers make few, 
if a ny, toll calls . 

As discussed earl ier, we rejected Un ited ' s proposal for a 
"market based" pri cing for local s ervice because i t is inconsistent 

I 

with our r esidual pricing philosophy . The c umulative result of our 
rate-setting actions herein produces a reven ue shortfall of I 
approximately $15 .98 million . Consis ten t with our rate setting 
philosophy we find it appropriate to increase local rates by this 
amount. The author ized R-1 local rates are a s follows: 

Rate group 

1 
2 
3 
4 
5 
6 

R-l Rate 

6 . 45 
7.20 
7.95 
8.70 
9.45 

10 . 20 

Tho remaining local rates s ha l l be calculated u sing the rate 
relations h ips set forth above. The final r t es s hall be rounde d to 
the nearest five cent inc reme nt. 

EE. Notice of Rate Changes and Effecti ve Date 

Th e bill stu t ter that is ma i led after the decision in this 
case shall contain an overview of t he case . I n addition , it shall 
conta~n the following specific a nnouncements . First , the effective 
date of the rates and an e xplanation of local service charges wh ich 
may be prorated. It should explain any credit th3t may be due the 
customer regarding discontinuance or modi fication of service before I 
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the duo date of the bill. An explanation of new services s hall be 
included. In a dd i tion, a summary of selected widely used services 
such as Dir ectory Assistance and toll rates, if they have been 
adjusted , s hall be included. Local rates s hall s how rate changes 
by exchange. A statement t hat information on new rates is 
available from each of the Company ' s bus i ness offices and ser vice 
centers shall be included. Finally, the bill stuffer shall explain 
the application of the gross receipts tax. This bill stuffer s hall 
be submitted to the Staff within 5 days of our Commission vote. 

The effective date of any rate changes shall be 5 days after 
a cooplete set of correct tariffs has been filed . The revised 
tariffs shall be filed wi th i n 5 days of our final vote. Before the 
tariffs become effective , we s hall have a period of 5 d ays t o 
review those tariffs in the i r final propos ed form in order to 
ensure that the r ates as filed c ompl y with our vote . Billing 
should apply to all service received on or aft er the effective date 
even if it is not actually bille d until the following month. 

Now, therefore, i n consideration of the foregoing, it is 

ORDERED by the Florida Public Service Commission that each a nd 
all of the specific findings set forth h e r ein be and t he same are 
approved in every respect. It is further 

ORDERED that the Mi n imum Filing Re qu irements filed by Vnited 
Telephone Company of Florida support an i ncrease in its rates and 
charges designed to g e nerate $4, 540, 000 in additiona l annual 
revenues, and the Compa ny is here by authorized to collect such 
increased revenues . It is further 

ORDERED that the Company s hall file revised tariffs reflecting 
the rate adjustments appr oved he r ein no later tha n five d ays after 
the vote . These tariffs s hall become effective no later tha n five 
days after correct tariffs h a ve been filed and approved by our 
Staff. It i s further 

ORDERED that Unit ed s hall, wi t hin 60 days of the issuance of 
this Order , request a letter ruling from the IRS regarding whether 
a parent debt adjustment violates the normalization requirements of 
its proposed regulations. It is furthe r 

ORDERED that United s hall d ispose of $6 , 151,70 1 plus $255,2 49 
of interest of the revenues placed s ubject to refund with interest 
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by Order No. 22377 by booking this $6,406,949 total amount as a 
deferred credit earning interest until it can be applied to a 
specific plant reserve at the time of the Company's next 
depreciation represcription . United shall continue to hold subject 
to refund with interest the $1,4 53 ,300 balance left from the 
original $7,605 , 000 placed subject to refund pending the later of 
the IRS' letter ruling or final decision on the proposed 
regulations affecting the parent debt adjustment as reflected 
herein . It is further 

ORDERED that United s hall hold subject to refund or other 
disposition, with i nte rest, $3,750,130 a nnually. These revenues 
shall be so held until the later of the IRS' issuance of a l e tter 
ruling or final regulations regarding the question of a parent debt 
adjustment violating IRS ' normalization requirements. It is 
further 

ORDERED that Docket No. 891231-TL is hereby closed . 
further 

It is 

ORDERED that Docket No . 891239-TL shall be closed if no 
protest is filed to the proposed agency action prov1s1o~s 
implementing the $ . 25 message rate for MTS in the 0-10 mileage band 
in accordance with the requirements set forth below . 

By ORDER of the Florida Public Service Commiss ion, 
31 s t day of ___ J_A_N_U_A_R_Y _______________ , ) 991 

this 

STEVE TRIBBLE, D1rector 
Division of Records and Reporting 

(SEAL} 
SFS/TH/JKA/PAK/CWM ._,y. k:A1t. ~t,_~,..__, L 

C aef, Burea of Records 

Note; Chairman Thomas M. Beard dissented from the Commission • s 
dec ision regarding the following matters: 

a} The removal of United ' s investment in UTLD from United ' s 
capital structure directly f rom comnon equity; 

I 

I 

I 
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b) The removal of institutional or image building 
advertising from United ' s test year expenses in the -
categories of the "One Phone Company" advertis i ng 
campa1gn, the " Public Relations" campaign, and the 
business testimonial advertisemen ts related to the "One 
Phone Company" and "Call on the Strength" ad campaigns 
and which refer to equipment sales , the rental , 
mainte nance and repair of CPE, and nonrequlated sales 
pitches; 

c) The categorization of United ' s community support 
advertisi ng as included in institutional or image 
bu i lding advertis ing and, therefore, excluded from 
United ' s test year expenses; and 

d) The finding that (by placing its revenues from its voice 
messag i ng servi ce above the l i ne) Uni t e d has complieJ 
with the Commission ' s policy set forth in Orders Nos. 
21815 and 23813 in Docket No. 88042 3-TL. Chairman 
Beard ' s opin ion was t hat United ' s action was not 
necessar i ly requi red by Orders Nos. 21815 and 2318 3 . 

NOTICE OF fURTHER PROCEEDINGS OR JUDICIAL REVIE\-1 

The Florida Public Service Commission is required by Section 
120.59( 4), Florida Statutes, to notify parties of any 
administrative hearing or judicial review of Commission orders that 
is available under Sections 120.57 or 120.68, Florida Statutes, a s 
well as the procedures and time limits that apply. This notice 
should not be construed to mean all requests for an administrat~ve 

hearing or judicial review will be granted or r esult in the relief 
sought . 

As 1.dentified in the body of this order, our act i on 
implementing tho $.25 message rate for MTS in the 0-10 mileage band 
is prelimi nary in nature and will not become effective or fi nal , 
e xcept as provi ded by Rule 25-22 . 029 , Flor i da Adminis trative Code. 
Any person whose s ubstant ia l inter ests are affected by the act ion 
proposed by this order may file a petition f or a f o rma l proceeding, 
as provided by Rule 25-22.029( 4) , Florida Administrative Code, in 
the form prov i d ed by Rule 25-22 . 036(7 ) (a ) and (f), Florida 
Administrative Code . This pe tition must be received by the 
Director, Div ision of Re cords a nd Repor ting at his office at 101 



ORDER NO. 24049 
DOCKETS NOS . 891231-TL and 891239-TL 
PAGE 73 

East Gaines Street ~ Talla hassee , Florida 32399-0870, by the close 
of business on Fcorunry 2 1 , 19 9 1 • In the absence of such 
a petition , this order shall become effective on the date 
subsequent to the above date as provided by Rule 25-22.029(6), 
Florida Adminis trative Code. 

Any objection or protest filed in this docket before the 
issuance date of this order is considered abandoned unless it 
satisfies the foregoing conditions and is renewed with in the 
specified protest period . 

If the rele vant portion of this order becomes final and 
effective on the date described above, any party adversely affected 
may request judicial review by the Florida Supreme Court i n the 
case of a n electric , gas or telephone utility or by the First 
District Court of Appeal i n the case of a water or sewer utility by 
filing a notice of ppe al with the Director, Division of Records 

I 

a nd Reporting and filing a copy of the notice of appeal and the 
fi ling fee with the appropriate c ourt. This filing must be I 
comple ted within thirty ( 30) days of the effective date of this 
order, purs uant to Rule 9 .110 , Florida Rules of Appellate 
Procedure . The notice of appeal must be in the form specified i n 
Rule 9.900(a), Florida Rules of Appellate Procedure. 

Any party adverse ly affected by the Commission ' s final actio n 
i n this matter may request : 1) reconsideration of the decision by 
filing a motion for reconside ration with the Director , Division of 
Records and Reporting within fifteen (15 ) days of the issuance of 
this order in the form prescribed by Rule 25-22 . 060, Florida 
Administrative Code; or 2) judicial review by the Flor ida Supreme 
Court i n the case o f an electric, gas or telephone u t i lity o r the 
First Dis trict Court of Appea l i n the case of a water or sewer 
utility by filing a notice o f appeal wi th the Direc t or, Division of 
Records a nd Re por ting and filing a copy of the notice of appeal and 
the fili ng fee with the appropriate court. This filing must be 
completed within thi rty (30) days after t he issuance of this orde r, 
pursuant to Rule 9 .110, Florida Rules of Appellate Proce dure . The 
notice of appeal must be in the form s pecifie d i n Rule 9.900(a), 
Florida Rules of Appellate Procedure. 

I 
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COST OF CAPITAL .... 
N . ' 
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3. Investment In UTLO 0 0 0 0 (2.570, 1 25) 0 0 (2 570, 125) 
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Pro Rita AOlustmtnl$ ~' ·'78,861) (246,203) (\08,762} t&S.21C) (7 ,353,68&) (353. 161) (2. 150.8001 (" 756.6~,, 

Adluatld Tctal Company ~dal $.408,609.884 $22,461,271 $9,922,405 $5,949,49~ $670,882,332 532,219,1 72 $197,'31,979 s t , ;)a7,17e.sJa 
lnttutate O.ltltld Tua on CCOC 0 0 0 0 6 160.250 0 (6. 1 60.2.50) 0 

C&DI'tll SvbJec:t to s.pvatloru $40&,609,884 SZ2,C61,271 $9,922,405 $5 ,949,495 $677,()42,582 $32,219,172 Sl g¢,971 ,729 s 1,3-' 1' 176.538 
Jvrlld\c:ttonal F aetor 0.69011 1 0.690\ll 0.690111 0.690111 0690\11 0.6901'1 0.6901 I I 0 69011' 

s.p.al atld Caolt&l 5281,9&6,061 515.500.764 S6,6.t7 ,558 $4,105,810 $.4 67,23-'.3"3 $22.23-',797 $131 ,791 .637 $929 700,970 

Intrastate O.letrtd Taxa on CCOC 0 0 0 0 (6, 160.2SO) 0 6. 160.2$0 0 

..J 
E-o 

J utbdlttlomllntruutt Cl.pl111 $281 ,9a6.061 S\5,500,76£ S6.847 558 $4,105,810 $461 .07' .093 S22 2JA,797 $137.95' .857 5929.700.970 
I 

<I' 
M 

0\N 
Ptretnt Of T 0111 gg: 30.33~ 1.67 ... 0.7C'olt 0. 4~~ 49 5s~~ 2 ~; .. U !·H· toe o~., 

• a> 
N 

CO$t~te 11.37,. 9.5~ 7.61~ 8.~ t3C·~"' \\ 5"'' 
'2 2 • We!Qtlttd Cost 2.6ol~ 0. 16 .. 0.06,\ 0.04~ 645~ 0 27•• 9 cl'-; 
e;~: 
~~~ 0 c. 

- - -



ORDER NO. 240 49 
[)()("KET t • 891239-TL 
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, 

ONITED TELEPHONE COMPANY OF FLORIDA 
TEST YEAR ENDED DECEMBER 31, 1991 
COST OF CAPITAL 

Pro Rata Adjustments 

ATTACHMEI'lT A 
PAGE 2 OF 2 PAGES 

a. Telephone Plant Under Construction (IDC) ($18 , 020,958 ) 
(481 ' 0 0 0) 

1 , 220,60 9 
4 S.S ,O OO 

b. Ki acellaneous Physical Property 
c. OTF workino Capital Adjustments 
d. GS&L Intercompany Profit (Rate Base Adjust 
e. Operator Services 

f. 

Severance Pay 
Accelerated Depreciation 

Customer Billino System Development 

Tota l Pro Rata Adjustment 

1 

m 

1,113, 2 7 6 
23 4, 868 
711, 512 

($14,76 6 , 693 ) 

I 

I 

I 
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