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SOUTHERN BELL TELEPHONE AND TELEGRAPH COMPANY 

TESTIMONY OF DAVID B. DENTON 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 920260-TL 

JULY 2, 1993 

PLEASE STATE YOUR NAME, ADDRESS AND POSITION WITH 

BELLSOUTH TELECOMMUNICATIONS INCORPORATED. 

I AM DAVID B. DENTON. MY BUSINESS ADDRESS IS 675 

WEST PEACHTREE STREET, ATLANTA, GEORGIA. MY 

POSITION IS OPERATIONS MANAGER IN THE REGULATORY 

POLICY AND PLANNING DEPARTMENT OF BELLSOUTH 

TELECOMMUNICATIONS INC. D/B/A SOUTHERN BELL 

TELEPHONE AND TELEGRAPH COMPANY (SOUTHERN BELL OR 

THE COMPANY). 

PLEASE GIVE A BRIEF DESCRIPTION OF YOUR BACKGROUND 

AND EXPERIENCE. 

I SERVED IN THE UNITED STATES MARINE CORPS FROM 

1954 TO 1958. I WAS GRADUATED FROM THE UNIVERSITY 

OF MIAMI IN 1961 WITH A BACHELOR OF BUSINESS 
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ADMINISTRATION DEGREE CUM LAUDE IN ECONOMICS AND 

WAS AWARDED A MASTER OF ARTS DEGREE IN ECONOMICS IN 

1964 FROM THE SAME UNIVERSITY. IN 1979, I WAS 

AWARDED A MASTER OF SCIENCE DEGREE IN ADVANCED 

MANAGEMENT FROM PACE UNIVERSITY. 

I BEGAN EMPLOYMENT WITH SOUTHERN BELL IN 1962 AND 

HELD VARIOUS POSITIONS IN THE COMMERCIAL DEPARTMENT 

BEFORE JOINING THE HEADQUARTERS RATES ORGANIZATION 

IN 1966. I HAVE HELD VARIOUS POSITIONS AT SOUTHERN 

BELL HEADQUARTERS IN ATLANTA AND AT AT&T 

HEADQUARTERS IN NEW YORK CITY IN THE RATES AND 

TARIFF AREA. SINCE NOVEMBER 1991, I HAVE BEEN IN 

THE BELLSOUTH TELECOMMUNICATIONS HEADQUARTERS 

REGULATORY POLICY AND PLANNING DEPARTMENT. I HAVE 

TESTIFIED BEFORE THIS COMMISSION AND BEFORE THE 

GEORGIA, NORTH CAROLINA, AND SOUTH CAROLINA 

COMMISSIONS. ATTACHED TO MY TESTIMONY IS AN 

EXHIBIT (DBD-1) LISTING THE SPECIFIC STATE DOCKETS 

IN WHICH I HAVE TESTIFIED. 

22 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

23 

24 A. THE PURPOSE OF MY TESTIMONY IS: (1) TO DEMONSTRATE 

25 THE SUCCESS OF THE EXISTING INCENTIVE SHARING PLAN 
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APPROVED BY THE FLORIDA PUBLIC SERVICE COMMISSION 

("FPSC" OR "COMMISSION") ON OCTOBER 13, 1988, IN 

ORDER NUMBER 20162; (2) TO OUTLINE THE CHANGES 

THAT HAVE OCCURRED IN THE EVOLVING 

TELECOMMUNICATIONS INDUSTRY SINCE 1988 AND 

PARTICULARLY IN THE LAST FEW YEARS; AND ( 3 )  TO 

REQUEST AN EXTENSION OF THE CURRENT PLAN. 

PLEASE DESCRIBE THE BACKGROUND OF THIS PROCEEDING. 

SOUTHERN BELL HAS OPERATED UNDER ITS CURRENT 

INCENTIVE SHARING PLAN SINCE OCTOBER OF 1988. IN 

ADOPTING THIS PLAN, THE COMMISSION CLEARLY 

RECOGNIZED THE CHANGING ENVIRONMENT IN FLORIDA. 

SPECIFICALLY, IN AUTHORIZING SOUTHERN BELL'S 

INCENTIVE SHARING PLAN, THE COMMISSION SAID: 

THE TELECOMMUNICATIONS INDUSTRY HAS BEEN AND 

CONTINUES TO BE IN A STATE OF CHANGE. MORE AND 

MORE ASPECTS OF THE RELEVANT MARKETS ARE 

BECOMING COMPETITIVE. A LOCAL EXCHANGE COMPANY, 

SUCH AS SOUTHERN BELL, MUST ADAPT TO THE NEW 

COMPETITIVE WORLD IN WHICH IT FINDS ITSELF. 

THIS COMMISSION MUST ALSO RECOGNIZE THESE 

FUNDAMENTAL CHANGES IN THE INDUSTRY AND ALLOW 
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SOUTHERN BELL TO TRANSITION ITSELF FOR THESE 

CHANGES. WE THUS BELIEVE THAT THE INCENTIVE 

ASPECTS OF THIS PLAN WILL ASSIST IN THIS 

TRANSITION PROCESS. (PAGE 6) 

SINCE 1988 THE TELECOMMUNICATIONS ENVIRONMENT IN 

FLORIDA HAS CONTINUED TO CHANGE. THE NEW 

TECHNOLOGY, INCREASED COMPETITION AND REGULATORY 

POLICY DECISIONS THAT HAVE RESULTED IN MANY 

BENEFITS FOR FLORIDA CONSUMERS HAVE, AT THE SAME 

TIME, CREATED CHALLENGES FOR SOUTHERN BELL. AS THE 

TESTIMONY IN THIS CASE WILL DEMONSTRATE, SOUTHERN 

BELL HAS RESPONDED PROPERLY TO BOTH THE 

OPPORTUNITIES AND CHALLENGES THAT HAVE ARISEN FROM 

INCREASING COMPETITION. 

SECTION 1: ACCOMPLISHPIENTS UNDER THE INCENTIVE 

SEARING pLAN 

WHAT WAS THE INTENT OF THE 1988 INCENTIVE SHARING 

PLAN? 

THE INTENT OF THE INCENTIVE SHARING PLAN WAS TO 

IMPROVE SOUTHERN BELL'S INCENTIVES TO INCREASE 

EFFICIENCIES AND TO SEEK OUT NEW REVENUE 
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OPPORTUNITIES. AS DR. WILLIAM TAYLOR STATED IN HIS 

JUNE 10, 1988 REBUTTAL TESTIMONY IN DOCKET NO. 

880069-TL: 

SUCH IMPROVEMENTS IN INCENTIVES WILL PROVIDE 

IMMEDIATE AND DIRECT BENEFITS TO FLORIDA 

RATEPAYERS IN TERMS OF LOWER COSTS AND IMPROVED 

SERVICES. IN ADDITION, THIS PLAN WILL PROMOTE 

THE GROWTH OF COMPETITIVE VALUES WITHIN SOUTHERN 

BELL'S MANAGEMENT WHICH WILL PRODUCE LONG-RUN 

BENEFITS FOR FLORIDA TELECOMMUNICATIONS 

CONSUMERS. 

REGULATORY INCENTIVE PLANS, SUCH AS FLORIDA'S 

INCENTIVE SHARING PLAN, ARE DESIGNED TO REWARD BOTH 

LONG TERM PLANNING AND SHORT TERM ACTIONS TO REDUCE 

COSTS AND IMPROVE SERVICE. THEY MORE CLOSELY 

RESEMBLE THE TYPE OF INCENTIVES THAT COMPETITIVE 

FIRMS FACE. 

21 Q. PLEASE DESCRIBE THE RESULTS AND ACCOMPLISHMENTS 

22 UNDER THE PLAN. 

23 

24 A. IN ORDER TO BECOME MORE SUCCESSFUL IN THE 

25 INCREASINGLY COMPETITIVE TELECOMMUNICATIONS 
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ENVIRONMENT, SOUTHERN BELL HAS BECOME MORE 

EFFICIENT AND HAS PROVIDED EVEN MORE VALUE TO ITS 

CUSTOMERS. I WILL DISCUSS EFFICIENCIES IN SOME 

DETAIL FIRST AND THEN TURN TO OTHER INITIATIVES. 

SOUTHERN BELL HAS ACHIEVED SIGNIFICANT COST SAVINGS 

SINCE 1988, CREATED MAINLY THROUGH CONSOLIDATING 

OPERATIONS, STREAMLINING PROCESSES, INTRODUCING 

MECHANIZATION WHEREVER PRACTICAL, REDUCING 

MANAGEMENT FORCE AND FURTHER ENCOURAGING 

COST-CONSCIOUS DECISIONS. 

JUST A FEW EXAMPLES INCLUDE THE FOLLOWING: 

-- IMPLEMENTATION IN 1990 OF AUTOMATED ALTERNATIVE 
BILLING SERVICE, WHICH ALLOWS FOR AUTOMATIC 

COMPLETION OF STATION COLLECT AND THIRD-NUMBER 

BILLED CALLS, HAS RESULTED IN MORE THAN $13 

MILLION IN SAVINGS THROUGH YEAR END 1992. 

-- MECHANIZING THE ADMINISTRATIVE PROCESSES 
ASSOCIATED WITH ENGINEERING WORK ORDERS HAS 

REDUCED COST BY APPROXIMATELY $1.5 MILLION. 

-- CONSOLIDATION OF THE INTEREXCHANGE CARRIER (IXC) 
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SERVICES CENTER OPERATION IN 1991 HAS CREATED 

SAVINGS OF MORE THAN $3.5 MILLION THROUGH 1992. 

OTHER EXAMPLES INCLUDE ENHANCEMENTS TO THE 

BELLSOUTH DATA NETWORK, REGIONALIZATION OF FLEET 

OPERATIONS, PROPERTY AND ADMINISTRATIVE SERVICES, 

AND IMPLEMENTATION OF DIGITAL AUTOMATIC CALL 

DISTRIBUTORS WHICH REDUCE OPERATOR WORK TIME. 

ADDITIONAL DETAIL FOR THESE EXAMPLES CAN BE FOUND 

IN THE MINIMUM FILING REQUIREMENTS (MFRS), 

SCHEDULES C-19 SUBMITTED IN MAY, 1992 AND JULY, 

1993. 

THE COMPOSITE OF THE VARIOUS EFFICIENCIES 

INTRODUCED SINCE 1988 HAVE CONTRIBUTED TO OUR 

OVERALL REDUCTION OF COST OF SERVICE PER ACCESS 

LINE FROM $520.10 IN 1988 TO $501.83 IN 1992. THIS 

IS ESPECIALLY SIGNIFICANT CONSIDERING THAT PRICE 

INFLATION HAS INCREASED BY JUST OVER 21% DURING 

THIS TIME. THESE COSTS PER ACCESS LINE ARE 

DESCRIBED BY OUR ACCOUNTING WITNESS, MR. WALTER 

REID AND INCLUDE ADJUSTMENTS FOR COMMISSION 

ALLOWANCES, DISALLOWANCES AND SPECIAL ACCOUNTING 

CONVENTIONS. 
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THE "EMPLOYEES PER 10,000 ACCESS LINE" RATIO IS 

FURTHER TANGIBLE EVIDENCE OF OUR ENHANCED 

EFFICIENCY. THIS MEASURE REFLECTS IMPROVEMENT FROM 

48 EMPLOYEES (11 MANAGEMENT, 37 NON-MANAGEMENT) PER 

10,000 ACCESS LINES IN 1988 TO ONLY 37.1 (7 

MANAGEMENT, 30 NON-MANAGEMENT) IN 1992. THESE 

RESULTS ARE CALCULATED BASED ON ACCESS LINE GROWTH 

FROM APPROXIMATELY 4.1 MILLION AT YEAR END 1988 TO 

MORE THAN 4.8 MILLION AT YEAR END 1992. THEREFORE, 

RESULTS HAVE BEEN ACHIEVED NOT ONLY THROUGH A 

REDUCTION OF TOTAL EMPLOYEES, BUT ALSO WITH A 

SUBSTANTIAL INCREASE IN THE NUMBER OF ACCESS LINES. 

REFLECTED IN THIS MEASURE ALSO IS AN IMPROVEMENT IN 

OUR MANAGEMENT-TO-CRAFT EMPLOYEE RATIO BY NEARLY 

27% FROM 1: 3.43 IN 1989 TO 1: 4.35 IN 1992. THIS 

REPRESENTS DRAMATIC IMPROVEMENT WHEN COMPARED TO 

THE 4% CHANGE FROM 1985 (1: 3.26) TO 1988 

(1: 3.39). THESE RESULTS INCLUDE OUR 1990 AND 1991 

EARLY RETIREMENT OFFERS THAT WERE TAKEN BY 989 

FLORIDA MANAGEMENT EMPLOYEES, THEREBY PROVIDING FOR 

ONGOING COST REDUCTIONS AND AN OPPORTUNITY TO 

FURTHER IMPROVE EFFICIENCY. 

IN ADDITION TO THE EFFICIENCIES THE COMPANY HAS 
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1 ACCOMPLISHED, PLEASE DESCRIBE OTHER INITIATIVES 

2 THAT HAVE ENHANCED VALUE TO CUSTOMERS. 

3 

4 A. SOUTHERN BELL HAS STRENGTHENED ITS EFFORTS TO ADD 

5 VALUE FOR CUSTOMERS BY INTRODUCING NEW SERVICES, 

6 EXPANDING THE AVAILABILITY OF OPTIONAL VERTICAL 

7 SERVICES, AND IMPLEMENTING COMPETITIVE PRICING. 

8 SUCH EFFORTS HELPED SOUTHERN BELL SUSTAIN ITS 

9 EARNINGS THROUGHOUT THE PLAN PERIOD DESPITE THE 

10 UNEXPECTED RECESSION, A DISASTROUS HURRICANE, AND 

11 THE INCREASING ONSLAUGHT OF COMPETITION. 

12 

13 SINCE THE IMPLEMENTATION OF THE INCENTIVE SHARING 

14 PLAN, SOUTHERN BELL HAS CONTINUED TO BRING MANY NEW 

15 PRODUCTS AND SERVICES TO THE MARKETPLACE. FROM 

16 1988 TO 1992, NEARLY 80 NEW TARIFF OFFERINGS WERE 

17 INTRODUCED IN FLORIDA, AS COMPARED TO APPROXIMATELY 

18 42 BETWEEN 1983 AND 1987. ALSO, WE HAVE CONDUCTED 

19 MORE THAN 30 SPECIAL PROMOTION AND "GET ACQUAINTED" 

20 OFFERS SINCE 1988 TO INTRODUCE OUR CUSTOMERS TO THE 

21 BENEFITS OUR SERVICES PROVIDE. 

22 

23 IN ADDITION TO THESE NEW TARIFF OFFERINGS, THE 

24 COMPANY ALSO HAS DEVELOPED INNOVATIVE IDEAS FOR 

25 PACKAGING EXISTING SERVICES. FOR EXAMPLE, THE 
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MULTI-FEATURE DISCOUNT PLAN WAS SUGGESTED BY OUR 

CUSTOMER SERVICE REPRESENTATIVES IN FLORIDA TO 

SIMPLIFY THE PRICING STRUCTURE FOR MULTIPLE 

DISCRETIONARY SERVICES (I.E. CUSTOM CALLING 

SERVICES, TOUCH STAR^,  RINGMASTER^) . THE RESULTING 
PROPOSALl WHICH WAS APPROVED BY THIS COMMISSION, 

PROVIDES A COMMON, UNDERSTANDABLE RATE STRUCTURE. 

FURTHER, WE HAVE INTRODUCED DISCOUNT TOLL PLANS 

SUCH AS WATSSAVER~ AND SAVER SERVICE^ WHICH WERE 
BOTH IMPLEMENTED IN 1989. THESE CALLING PLANS 

ENABLE OUR ACCOUNT TEAMS TO OFFER COMPETITIVE TOLL 

RATES TO CUSTOMERS BASED ON VOLUME USAGE SIMILAR TO 

THE RATE STRUCTURE OF OUR COMPETITION. 

SINCE 1988 WE HAVE REDUCED RATES FOR INTRALATA 

MESSAGE TELECOMMUNICATIONS SERVICE (MTS) BY 30% TO 

BENEFIT OUR TOLL CUSTOMERS. WE ALSO HAVE REDUCED 

RATES FOR SWITCHED ACCESS SERVICES BY 4 0 %  SINCE 

1988. THESE REDUCTIONS TO INTEREXCHANGE CARRIERS 

CAN PROVIDE ADDITIONAL BENEFITS TO CUSTOMERS 

THROUGH EXPECTED INTEREXCHANGE CARRIER TOLL RATE 

REDUCTIONS. FURTHER ACCESS REDUCTIONS ARE PROPOSED 

IN THIS PROCEEDING. 
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ARE THERE ADDITIONAL PROGRAMS THAT SOUTHERN BELL 

HAS IMPLEMENTED TO BENEFIT CUSTOMERS? 

YES. AS SOUTHERN BELL CONTINUES TO FOCUS FIRST 

AND FOREMOST ON THE NEEDS OF ITS CUSTOMERS, IT HAS 

DEVELOPED AND IMPLEMENTED CUSTOMER-ORIENTED 

PROGRAMS. FOR EXAMPLE, "QUICKSERVICE" IS A NEW 

PROGRAM WHICH CAN ESTABLISH AND MAINTAIN A WORKING 

LINE FROM THE CENTRAL OFFICE TO THE CUSTOMER'S 

LOCATIONl ALLOWING THE COMPANY TO PROVIDE SAME DAY 

SERVICE. 

OUR BUSINESS OFFICE HOURS AND DAYS OF OPERATION 

HAVE BEEN EXPANDED TO MEET MORE CLOSELY THE NEEDS 

OF OUR CUSTOMERS. OUR RESIDENCE BUSINESS OFFICES 

ARE NOW OPEN FROM 7 A.M. TO 10 P.M. MONDAY THROUGH 

FRIDAY, AND 7 A.M. TO 6 P.M. ON SATURDAY. OFFICES 

THAT SERVE OUR BUSINESS CUSTOMERS ARE NOW OPEN FROM 

8 A.M. TO 6 P.M. MONDAY THROUGH FRIDAY, AND 8 A.M. 

TO 4:30 P.M. ON SATURDAY. 

AS FURTHER EVIDENCE OF OUR EFFORTS TO IMPROVE 

CUSTOMER SERVICE, WE HAVE ESTABLISHED 

INTERDEPARTMENTAL TEAMS TO SMOOTH THE INTRODUCTION 

AND DELIVERY OF THE COMPANY'S PRODUCTS AND 
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SERVICES. THESE CHANGES, AS WELL AS OTHERS, HAVE 

BEEN PUT INTO PLACE TO MAKE OUR SERVICE MORE 

CONVENIENT FOR CUSTOMERS AND TO PROVIDE THEM WITH 

THE FEATURES THAT THEY DESIRE. 

ALTHOUGH NOT ALL INCLUSIVE, THESE ARE SOME OF THE 

SPECIFIC STEPS THAT WE HAVE TAKEN TO INCREASE 

EFFICIENCIES AND ADD VALUE FOR OUR CUSTOMERS. 

WHILE UNDER THE INCENTIVE SHARING PLAN, HAS THE 

COMPANY CONTINUED TO INVEST IN AND ENHANCE ITS 

INFRASTRUCTURE? 

YES. THROUGH PRUDENT, WELL PROGRAMMED INVESTMENT 

SUPPORTED BY THIS COMMISSION, SOUTHERN BELL 

ACCOMPLISHED THE FOLLOWING LEVELS OF INFRASTRUCTURE 

DEVELOPMENT BY YEAR END 1992: 

18 
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25 

-- 98% OF ACCESS LINES ARE EQUIPPED WITH SYSTEM 

SIGNALING SEVEN ( S S 7 ) ,  THE TECHNOLOGY WHICH 

ENABLES SUCH SERVICES AS CALL RETURN OR CALLER 

ID TO OPERATE BETWEEN CENTRAL OFFICES. IN 

1988, ONLY 51% OF ACCESS LINES WERE SO 

EQUIPPED. 
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97% OF ACCESS LINES ARE EQUIPPED WITH THE 

ABILITY FOR OUR CUSTOMERS, THROUGH THEIR 

INTEREXCHANGE CARRIERS, TO USE THE ABOVE 

REFERENCED FEATURES BEYOND SOUTHERN BELL'S 

LATAS. IN 1988, THERE WERE NO ACCESS LINES 

WITH THIS CAPABILITY. 

98.5% OF FLORIDA'S CENTRAL OFFICES HAVE FIBER 

OPTIC INTEROFFICE FACILITIES, INCREASING THE 

RELIABILITY AND CAPACITY OF THESE ROUTES. IN 

1988, ONLY 81% OF CENTRAL OFFICES WERE SO 

CONFIGURED. 

58% OF FLORIDA'S CENTRAL OFFICES HAVE DIVERSE 

FIBER OPTIC FACILITIES TO THEIR RESPECTIVE 

SERVING TANDEMS, PROVIDING ADDITIONAL NETWORK 

RELIABILITY. THIS IS COMPARED TO 14% IN 1988. 

BACK-UP ACCESS TANDEMS FOR NETWORK 

SURVIVABILITY NOW SERVE THE SOUTHEAST, ORLANDO 

AND JACKSONVILLE LATAS. 

THESE ENHANCEMENTS BENEFIT CUSTOMERS IN MANY WAYS. 

AS AN EXAMPLE, THE VALUE OF BACK-UP AND ALTERNATE 

FACILITIES WAS DEMONSTRATED ON DECEMBER 18, 1991, 
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WHEN WE EXPERIENCED A MAJOR CABLE CUT IN THE 

FACILITIES SERVING THE WEST PALM BEACH LATA TANDEM. 

DUE TO THE INHERENT DISASTER RECOVERY CAPABILITY 

THAT HAD BEEN PLANNED AND BUILT INTO SOUTHERN 

BELL'S NETWORK, TRAFFIC WAS IMMEDIATELY ROUTED TO 

THE MIAMI LATA TANDEM WHICH MINIMIZED CUSTOMER 

SERVICE DIFFICULTIES. SUCH ROUTE DIVERSITY AND 

BACK-UP ALTERNATIVES ARE BASICALLY TRANSPARENT TO 

CUSTOMERS BUT ALLOW FOR THE PROVISION OF 

UNINTERRUPTED TELECOMMUNICATIONS SERVICE. 

CAN YOU DESCRIBE ADDITIONAL BENEFITS WHICH 

CUSTOMERS HAVE RECEIVED WHILE SOUTHERN BELL HAS 

OPERATED UNDER THE CURRENT INCENTIVE SHARING PLAN? 

YES. ONE OF THE MOST IMMEDIATE BENEFITS TO 

CUSTOMERS WAS THE RATE REDUCTIONS AND REFUNDS OF 

MORE THAN $1.18 BILLION THROUGH 1992. OBVIOUSLY, 

NOT EVERY CUSTOMER RECEIVED THE SAME BENEFIT, 

HOWEVER, ASSUMING APPROXIMATELY 4.5 MILLION ACCESS 

LINES IN SERVICE, THIS WAS EQUIVALENT TO $262 PER 

ACCESS LINE. CUSTOMERS ALSO BENEFITED FROM A CAP 

ON RESIDENTIAL LOCAL TELEPHONE RATES, WHICH REMAIN 

AMONG THE LOWEST OF ANY STATE IN THE NATION. 
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NOT ONLY HAVE OUR CUSTOMERS RECEIVED THESE TANGIBLE 

BENEFITS, BUT FLORIDA'S LEVEL OF UNIVERSAL SERVICE, 

AS DEFINED BY TELEPHONE PENETRATION, HAS CONTINUED 

TO IMPROVE. THE MOST RECENT FCC STATISTICS ON 

TELEPHONE SUBSCRIBERSHIP LEVELS INDICATE THAT THE 

TELEPHONE PENETRATION IN FLORIDA HAS CONSISTENTLY 

SHOWN AN UPWARD TREND FROM AN AVERAGE OF 92.2% IN 

NOVEMBERl 1988 TO 93.7% IN NOVEMBER 1992. 

SUBSCRIBERSHIP CONTINUED TO INCREASE EVEN DURING 

THE RECENT RECESSION, WHEN FLORIDA'S UNEMPLOYMENT 

ESCALATED FROM 5.6% IN 1989 TO 8.2% IN 1992. 

WHAT HAVE SOUTHERN BELL'S EARNINGS BEEN UNDER THE 

CURRENT INCENTIVE SHARING PLAN? 

SOUTHERN BELL'S ACHIEVED INTRASTATE EARNINGS IN 

FLORIDA HAVE BEEN 13.69% FOR 1988 AND 1989, 13.81% 

FOR 1990, 13.17% FOR 1991, AND 12.36% FOR 1992. 

MR. WALTER REID, SOUTHERN BELL'S ACCOUNTING 

WITNESS, WILL PROVIDE ADDITIONAL INFORMATION 

REGARDING SOUTHERN BELL'S EARNINGS. 

THESE RESULTS ARE IN SPITE OF OPTIMISTIC FORECASTS, 

INCREASED COMPETITION, SEPARATIONS CHANGES AND A 

SEVERE ECONOMIC DOWNTURN. IN ADDITION, SINCE OUR 
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FILING IN 1992, SOUTHERN BELL HAS EXPERIENCED THE 

DEVASTATING EFFECTS OF HURRICANE ANDREW, WHOSE 

HUMAN AND ECONOMIC COSTS WILL BE BORNE FOR MANY 

YEARS TO COME. 

WITHOUT THE IMPROVEMENTS AND PROGRAMS PREVIOUSLY 

DESCRIBED, WE MAY NOT HAVE EARNED WITHIN THE 

AUTHORIZED RANGE. INSTEAD WE MIGHT WELL HAVE BEEN 

BEFORE THIS COMMISSION ASKING FOR AN OVERALL RATE 

INCREASE. 

IN YOUR OPINION, WOULD THE SAME RESULTS HAVE 

OCCURRED UNDER TRADITIONAL RATE BASE REGULATION? 

NO. WHILE IT IS DIFFICULT TO ATTRIBUTE SPECIFIC 

COMPANY PROGRAMS OR ACTIONS SOLELY TO THE INCENTIVE 

SHARING PLAN, THE POSITIVE RESULTS LEAD US TO THE 

OPINION THAT THESE RESULTS WOULD NOT HAVE OCCURRED 

TO THE SAME DEGREE UNDER TRADITIONAL RATE BASE 

REGULATION. INDEED, THESE RESULTS WERE ACHIEVED IN 

SPITE OF THE NEGATIVE, UNFORESEEN EVENTS WE FACED 

DURING THE PLAN'S TERM. 

WHAT IS CERTAIN IS THAT THE INCENTIVE PLAN HAS 

ENCOURAGED THE COMPANY TO EVOLVE A 100-YEAR OLD 
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MONOPOLY WAY OF THINKING TO ONE THAT IS BASED ON 

COMPETITION. THE PLAN HAS CREATED AN ENVIRONMENT 

IN WHICH PROCESS IMPROVEMENT, COST REDUCTION, AND 

SERVICE INNOVATION ARE PART OF OUR DAILY 

ACTIVITIES. TANGIBLE EVIDENCE DOES EXIST THAT THE 

COMPANY HAS BEEN SUCCESSFUL IN THIS EFFORT. THE 

BENEFITS AND RESULTS OF INCENTIVE REGULATION HAVE 

BEEN DESCRIBED GENERALLY IN MR. WALTER REID'S AND 

MY TESTIMONY. 

SECTION 2: CBANGES IN TEE TELECOMMUNICATIONS 

INDUSTRY 

WHAT HAS HAPPENED IN THE TELECOMMUNICATIONS 

INDUSTRY SINCE SOUTHERN BELL'S FILING IN 1988? 

THE LANDSCAPE OF THE TELECOMMUNICATIONS INDUSTRY 

HAS CHANGED DRAMATICALLY. TECHNOLOGY, STRATEGIC 

ALLIANCES, AND POLICY DECISIONS HAVE CHANGED THE 

STRUCTURE OF THE MARKET. THESE FORCES WILL 

ACCELERATE THE PACE OF COMPETITION IN ALL AREAS OF 

THE LOCAL TELEPHONE BUSINESS. TO DEMONSTRATE THIS 

VERY IMPORTANT POINT, I WILL ADDRESS THESE THREE 

AREAS SEPARATELY. 
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TECHNOLOGY 

DO YOU EXPECT THE IMPLEMENTATION OF NEW TECHNOLOGY 

TO CONTINUE DURING THE PROPOSED EXTENSION OF THE 

CURRENT PLAN, WITH A CONSEQUENT INCREASE IN THE 

LEVEL OF COMPETITION FOR SOUTHERN BELL'S SERVICES? 

ABSOLUTELY. FOR EXAMPLE, TELECOMMUNICATIONS 

TECHNOLOGY HAS MADE POSSIBLE PERSONAL 

COMMUNICATIONS SERVICE (PCS), A FORM OF WIRELESS 

COMMUNICATIONS THAT IS EXPECTED TO HAVE A 

SUBSTANTIAL IMPACT ON THE TELECOMMUNICATIONS 

INDUSTRY. TRADITIONALLY, THE BULK OF OUR REVENUES 

AT RISK HAVE BEEN ASSOCIATED WITH THE BUSINESS 

MARKET. PCS, THOUGH, MAY BE ATTRACTIVE TO THE 

RESIDENTIAL USER AS WELL AND, AS THE TECHNOLOGY 

IMPROVES, WIRELESS SERVICES WILL LIKELY NOT ONLY 

COMPLEMENT BUT ALSO PROVIDE MANY OF THE SAME 

SERVICES OFFERED TODAY BY THE LOCAL EXCHANGE 

COMPANY (LEC) WIRELINE. 

THE POTENTIAL IMPACT TO THE LECS IS CLEAR. 

CELLULAR IS PROJECTED TO GROW AT ABOUT 33% FOR THE 

NEXT YEAR, AND THAT IS BEFORE WIDESPREAD DEPLOYMENT 

OF PCS. AT THAT RATE OF GROWTH, THE "LAST MILE" 
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WILL BE INCREASINGLY SUBJECT TO WIRELESS 

COMPETITION. 

CHANGES IN COST TOGETHER WITH TECHNOLOGICAL CHANGES 

ARE NOT ONLY IMPACTING LEC FIBER DEPLOYMENT, BUT 

ALSO CABLE TELEVISION (CATV) INDUSTRY FIBER 

DEPLOYMENT. THE IMPORTANT RESULT FOR BOTH THE CATV 

AND LEC INDUSTRIES IS THAT FIBER ALLOWS MORE THAN 

ONE APPLICATION. JUST AS TELEPHONE COMPANIES CAN 

CARRY VIDEO OVER FIBER, CATV COMPANIES CAN CARRY 

VOICE OR DATA OVER THEIR OWN FIBER. 

INDEED, THERE MAY BE ENTIRELY NEW TECHNOLOGIES 

IMPLEMENTED. AN EXAMPLE IS BEING PROMOTED BY FIRST 

PACIFIC NETWORKSl INC., A CALIFORNIA-BASED 

MANUFACTURER OFFERING TELEPHONE EQUIPMENT THAT 

PROVIDES CATV OPERATORS THE ABILITY TO DELIVER 

SWITCHED VOICE SERVICE TO THE HOME OVER EXISTING 

COAXIAL CABLE. FIRST PACIFIC'S PATENTED TECHNOLOGY 

ENABLES TELEPHONE AND DATA COMMUNICATIONS TO 

COEXIST WITH BROADCAST VIDEO TRANSMISSION OVER 

HYBRID FIBER/COAXIAL CATV NETWORKS. THIS EQUIPMENT 

CAN OPERATE WITHIN A WIDE SERVING AREA AND IS WELL 

SUITED TO THE FIBER OPTIC MODERNIZATION PLANS OF 

THE CATV INDUSTRY. 
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WILL OTHER TECHNOLOGY DEPLOYMENT PLANS WITHIN 

SOUTHERN BELL'S NETWORK EXPAND COMPETITION AND THE 

AVAILABILITY OF NEW SERVICES? 

YES. SOUTHERN BELL IS DEPLOYING AN ADVANCED 

INTELLIGENT NETWORK (AIN) TO MEET INCREASING 

CUSTOMER NEEDS. IN THE AIN, SERVICE APPLICATIONS 

ARE MOVED FROM THEIR TRADITIONAL PLACE IN END 

OFFICE SWITCHES TO ADJUNCT COMPUTERS LINKED TO THE 

SWITCHES VIA SIGNALING SYSTEM 7 TECHNOLOGY. 

THIS CHANGE ALLOWS FOR MORE RAPID SERVICE 

DEVELOPMENT, MORE FLEXIBLE, CUSTOMIZED SERVICE 

APPLICATIONS, AND LESS RELIANCE UPON SWITCH VENDORS 

FOR SERVICE DEVELOPMENT. 800 SERVICE NUMBER 

PORTABILITY AND EXPANDED BILLING VALIDATION 

SERVICES ARE AIN SERVICE APPLICATIONS WHICH ARE 

ALREADY AVAILABLE. FURTHER, RESIDENTIAL CUSTOMERS 

WILL SOON BENEFIT FROM THE INTRODUCTION OF AN AIN 

SERVICE, CALLER ID DELUXE, WHICH WILL ALLOW 

DELIVERY OF THE DIRECTORY NAME ASSOCIATED WITH AN 

INCOMING CALL. 

SINCE SERVICE DEVELOPMENT WILL NO LONGER BE 

-20- 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 Q. 

21 

22 

23 A. 

24 

25 

CONTROLLED BY SWITCH VENDORS, DEPLOYMENT OF AIN HAS 

THE POTENTIAL FOR EXPANDING COMPETITION FOR THE 

PROVISION OF END USER SERVICES ON SOUTHERN BELL'S 

NETWORK. BELLSOUTH INTENDS TO FILE WITH THE FCC A 

PLAN FOR AIN SERVICES WHICH WILL ALLOW THIRD PARTY 

SERVICE PROVIDERS TO DEVELOP AND PROVIDE THESE END 

USER SERVICES. 

IN SUMMARY, THESE TECHNOLOGIES AND MORE ARE ALREADY 

MOVING FORWARD RAPIDLY. WE CAN EXPECT THAT THE 

PACE WILL CONTINUE AND SIGNIFICANT CHANGES WILL 

OCCUR IN THE YEARS TO COME. CONSEQUENTLY, THE 

STRENGTH AND SHEER NUMBER OF COMPETITORS, ACTING 

ALONE AND IN STRATEGIC ALLIANCES, WILL ALSO GROW. 

CORRESPONDINGLY, THE RISKS TO SOUTHERN BELL, AND 

INDEED TO EVERY LEC, WILL CONTINUE TO GROW. 

COMPETITORS AND STRATEGIC ALLIANCES 

WHAT ARE SOME OF THE PARTICULAR ACTIONS BY 

COMPETITORS IN FORMING STRATEGIC ALLIANCES? 

THERE HAS BEEN A DRAMATIC INCREASE IN STRATEGIC 

ALLIANCES IN THE TELECOMMUNICATIONS INDUSTRY. 

THESE ALLIANCES ARE BEING FORGED IN UNPRECEDENTED 
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WAYS, AMONG MANY ALREADY WELL ESTABLISHED 

COMPETITORS. EXAMPLES INCLUDE THE FOLLOWING: 

(1) IN MAY, U . S .  WEST ANNOUNCED THAT IT WOULD 

INVEST $2.5 BILLION FOR A 25% SHARE OF TIME WARNER 

ENTERTAINMENT. TIME WARNER IS THE COUNTRY'S SECOND 

LARGEST CATV OPERATOR WITH SEVEN MILLION 

SUBSCRIBERS. ONE BILLION DOLLARS OF THE INVESTMENT 

WILL BE TARGETED TO ACCELERATE THE BUILDING OF FULL 

SERVICE NETWORKS, SUCH AS THE ONE ANNOUNCED IN THE 

ORLANDO AREA. THESE NETWORK MODERNIZATION PROJECTS 

ARE EXPECTED TO BE COMPLETED BY 1998 FOR THE 

MAJORITY OF TIME WARNER'S CATV SYSTEMS. EARLIER 

THIS YEAR, TELE-COMMUNICATIONS INC. (TCI) ANNOUNCED 

PLANS TO SPEND $1.9 BILLION BY 1996 SIMILARLY TO 

UPGRADE ITS NETWORK WITH FIBER OPTIC FACILITIES. 

( 2 )  TCI AND COX ENTERPRISES, TWO OF THE LARGEST 

CATV OPERATORS IN THE COUNTRY, PURCHASED TELEPORT 

COMMUNICATIONS GROUP LAST YEAR. THEN, IN 1993, 

THEY SOLD 40% OF TELEPORT TO COMCAST AND 

CONTINENTAL CABLEVISION. THESE TRANSACTIONS HAVE 

RESULTED IN THE SECOND LARGEST ALTERNATE ACCESS 

VENDOR (RAV) IN THE U.S. BEING OWNED BY CATV 

COMPANIES THAT SPAN THE COUNTRY AND HAVE FACILITY 
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BASES IN MANY DISPERSED AREAS. 

(3) IN APRIL OF 1992, CONTINENTAL CABLEVISION OF 

JACKSONVILLE ANNOUNCED A JOINT VENTURE WITH 

HYPERION TELECOMMUNICATIONS, INC. OF STUART. 

HYPERION IS A SUBSIDIARY OF ADELPHIA 

COMMUNICATIONS, A CATV COMPANY. THE NEW COMPANY, 

OPERATING UNDER THE NAME ALTERNET, IS NOW OFFERING 

PRIVATE LINE AND DATA SERVICES, INCLUDING DS-3, TO 

JACKSONVILLE CUSTOMERS. 

( 4 )  THE SPRINT/CENTEL TELEPHONE MERGER RESULTED IN 

SPRINT BECOMING THE FIRST COMPANY TO OPERATE IN THE 

INTERSTATE LONG DISTANCE, LOCAL AND CELLULAR 

TELEPHONE BUSINESSES. SPRINT NOW PROVIDES LOCAL 

TELEPHONE SERVICE THROUGH 5.9 MILLION ACCESS LINES 

IN 19 STATES. 

(5) 

ALREADY WELL ESTABLISHED SEPARATE COMPETITORS INTO 

A SINGLE FORMIDABLE COMPETITOR CAPABLE OF COMPETING 

IN THE TRADITIONAL SERVICES, CELLULAR, AND PCS 

ARENAS. 

THE AT&T AND MCCAW ALLIANCE WILL COMBINE TWO 

(6) IN EARLY JUNE, BRITISH TELECOM ANNOUNCED PLANS 
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TO INVEST $4.3 BILLION TO BUY A 20% STAKE IN MCI. 

THE TWO COMPANIES WILL FORM A NEW $1 BILLION JOINT 

VENTURE TO DEVELOP AN INTELLIGENT NETWORK PLATFORM 

TO PROVIDE A WIDE ARRAY OF SOPHISTICATED SEAMLESS 

GLOBAL VOICE AND DATA TELECOMMUNICATIONS SERVICES. 

THE CASH INFUSION WILL ALLOW MCI TO PURSUE ITS TWIN 

CORE STRATEGIES OF FORMING GLOBAL ALLIANCES AND 

EXPANDING ITS PRESENCE IN LOCAL COMPETITION AND NEW 

AREAS OF TELECOMMUNICATIONS SUCH AS MULTIMEDIA, 

WIRELESS, AND PCS. 

( 7 )  ALSO IN EARLY JUNE, TELEPORT ANNOUNCED JOINT 

VENTURES WITH ELEVEN MAJOR CATV OPERATORS TO BUILD 

NEW LOCAL FIBER NETWORKS IN CITIES AROUND THE 

COUNTRY, INCLUDING IN MIAMI. 

HAS THE PACE AT WHICH COMPETITORS ARE FORMING 

STRATEGIC ALLIANCES ACCELERATED IN THE PAST YEAR? 

DEFINITELY. THE ACCELERATED PACE OF COMPETITION IN 

OUR INDUSTRY IS STAGGERING EVEN BEYOND THE 

EXPECTATIONS OF A YEAR AGO. STRATEGIC ALLIANCES, 

AS PREVIOUSLY DESCRIBED, ARE BEING FORMED AMONG 

ENTRENCHED COMPETITORS, FURTHER STRENGTHENING THEIR 

TECHNOLOGICAL AND COMPETITIVE POSITIONS. 
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ARE THERE OTHER EXAMPLES OF INDUSTRY DEVELOPMENTS 

THAT MAY HAVE IMPLICATIONS FOR FLORIDA? 

YES. CLEARLY, NETWORK MODERNIZATION PLANS BY MAJOR 

CATV OPERATORS MAY HAVE SIGNIFICANT IMPLICATIONS 

FOR FLORIDA WELL BEYOND TIME WARNER'S FULL SERVICE 

NETWORK IN THE ORLANDO AREA. FOR EXAMPLE, TIME 

WARNER, ALREADY CERTIFIED AS AN AAV IN FLORIDA, CAN 

NOW PROVIDE PRIVATE LINE AND SPECIAL ACCESS 

SERVICES. WITH THE RECENT ANNOUNCEMENT OF THE 

PURCHASE OF AN AT&T ASYNCHRONOUS TRANSMISSION MODE 

(ATM) SWITCH, THE CAPABILITY OF THE ORLANDO FULL 

SERVICE NETWORK WILL BE GREATLY ENHANCED. 

INTERMEDIA COMMUNICATIONS, INC., HEADQUARTERED AND 

OPERATING IN FLORIDA SINCE 1988, ANNOUNCED THE 

ADDITION OF SWITCHING CAPABILITY TO ITS NETWORK 

LAST YEAR. IN ADDITION TO INTERMEDIA AND TIME 

WARNER, TWELVE OTHER COMPANIES HAVE BEEN CERTIFIED 

TO OPERATE AS AAVS IN FLORIDA SINCE JANUARY 1992. 

COMPETITIVE DEVELOPMENTS IN THE LONG DISTANCE 

SEGMENT OF THE INDUSTRY WILL AFFECT INTRALATA TOLL 

SERVICES. THIS IS EVIDENCED BY THE RUSH OF SERVICE 
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ENHANCEMENTS AND ADVERTISING REGARDING 800 NUMBER 

PORTABILITY, ONGOING MERGER AND ACQUISITION 

ACTIVITY AMONG THE SMALLER LONG DISTANCE PROVIDERS, 

AND THE INTRODUCTION OF NEW CALLING PLANS SUCH AS 

AT&T'S "THE i PLAN", MCI'S 1-800-COLLECT SERVICE, 

AND SPRINT'S PARTNERING WITH VISA TO PROVIDE 

ALTERNATIVE BILLING OF LONG DISTANCE CALLS. 

ADDITIONALLY, VERY SMALL APERTURE TERMINALS (VSATS) 

PRESENT A VIABLE ALTERNATIVE FOR LOW SPEED DATA 

TRANSMISSION SUCH AS POINT-OF-SALE TRANSACTIONS. 

RECENT TECHNOLOGY IMPROVEMENTS, HOWEVER, PERMIT THE 

USE OF VSAT FOR VOICE APPLICATIONS AND 

BROADCAST-QUALITY VIDEO AS WELL. AN EXAMPLE OF THE 

IMPACT OF VSAT COMPETITION INVOLVES A MAJOR GROCERY 

STORE CHAIN IN FLORIDA WHICH IS PLANNING TO TRIAL A 

VSAT NETWORK THIS FALL WITH SUBSEQUENT INSTALLATION 

AT ALL LOCATIONS EARLY IN 1994. WITH THE FULL 

DEPLOYMENT OF THIS NETWORK, SOUTHERN BELL COULD 

LOSE NETWORK SERVICES AMOUNTING TO MORE THAN 

$700,000 PER YEAR. 

AS DISCUSSED, THE NUMBERS OF COMPETITORS AND THEIR 

STRATEGIC ALLIANCES CONTINUE TO GROW, AS DOES THE 

VIABILITY OF THEIR OFFERINGS. THE PACE AT WHICH 
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THIS IS OCCURRING IS EXTREMELY RAPID AND IS 

EXPECTED TO ACCELERATE. 

POLICY DECISIONS 

HAVE FEDERAL COMMUNICATIONS COMMISSION (FCC) POLICY 

DECISIONS ENCOURAGED FURTHER COMPETITION SINCE THE 

IMPLEMENTATION OF THE INCENTIVE SHARING PLAN? 

YES. IN THE FEDERAL ARENA, THE FCC HAS ALLOWED 

GREATER COMPETITION THROUGH NUMEROUS POLICY 

DECISIONS. ON OCTOBER 19, 1992, FOR EXAMPLE, THE 

FCC ORDERED THE LECS TO OFFER PHYSICAL COLLOCATION 

TO ALL INTERCONNECTORS WHO REQUEST IT FOR THE 

PROVISION OF SPECIAL ACCESS SERVICES. AS A RESULT, 

LEC INTERSTATE TARIFFS BECAME EFFECTIVE IN JUNE FOR 

EXPANDED INTERCONNECTION SERVICE. 

IN ADDITION, ON OCTOBER 16, 1992, THE FCC RELEASED 

A SECOND NOTICE OF PROPOSED RULEMAKING CONCERNING 

COLLOCATION OF TRANSMISSION EQUIPMENT FOR THE 

PROVISION OF SWITCHED TRANSPORT. THE FCC’S ACTIONS 

IN THIS PROCEEDING COULD HAVE SIGNIFICANTLY GREATER 

FINANCIAL IMPACT ON LECS BECAUSE THERE ARE 

SUBSTANTIALLY LARGER SWITCHED ACCESS REVENUES 
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INVOLVED. THE POTENTIAL EFFECT ON INTRASTATE 

SWITCHED AND SPECIAL ACCESS SERVICES WILL GROW AS A 

RESULT OF THESE FCC ACTIONS. 

THE FCC IS NOW WRESTLING WITH PCS ISSUES, 

INCLUDINGl BUT NOT LIMITED TO, SPECTRUM ALLOCATION. 

WHEN RESOLVEDl THESE ISSUES PROMISE TO SPARK PCS 

GROWTH WITH PROFOUND IMPLICATIONS, AS PCS MIGHT 

ULTIMATELY BECOME A RELIABLE AND COST EFFECTIVE 

ALTERNATIVE TO LOCAL WIRELINE SERVICES. 

WHAT FPSC DECISIONS IN FLORIDA HAVE ENCOURAGED 

COMPETITION? 

THE FPSC HAS ESTABLISHED POLICIES THAT ENCOURAGE 

COMPETITION IN MANY AREAS. THESE INCLUDE OPERATOR, 

PRIVATE LINE, SPECIAL ACCESS, SHARED TENANT AND 

INTRALATA TOLL SERVICES. 

SOME EXAMPLES SINCE 1988 INCLUDE FPSC ORDERS 

ALLOWING FOR OPERATION OF ALTERNATE OPERATOR 

SERVICE PROVIDERS, AUTHORIZING AAVS TO PROVIDE 

DEDICATED COMMUNICATIONS SERVICES BETWEEN 

AFFILIATED ENTITIES, AUTHORIZING SPECIAL ACCESS 

BETWEEN AN END USER AND AN IXC'S SWITCH, AND 
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AUTHORIZING LOCAL SERVICE RESALE FOR KEY SYSTEMS. 

ANOTHER MAJOR FPSC DECISION ELIMINATED FLORIDA'S 

TOLL MONOPOLY AREAS, THEREBY ALLOWING IXCS TO 

PROVIDE INTRAEAEA INTEREXCHANGE TRANSPORT WITHOUT 

COMPENSATION TO SOUTHERN BELL. THE COMMISSION ALSO 

HAS OPENED A DOCKET TO CONSIDER INTRALATA 

PRESUBSCRIPTION. 

ARE THERE ANY DECISIONS PENDING BEFORE THE FLORIDA 

COMMISSION THAT WOULD AFFECT COMPETITION? 

YES. THE COMMISSION RECENTLY OPENED THREE DOCKETS 

TO ADDRESS SOME KEY ISSUES THAT WILL AFFECT 

COMPETITION. 

THE COMMISSION HAS INITIATED A DOCKET TO 

INVESTIGATE WHICH LOCAL EXCHANGE COMPANY SERVICES 

ARE EFFECTIVELY COMPETITIVE. THIS DOCKET COULD 

RESULT IN A CHANGE IN THE TYPE OF REGULATION THAT 

IS APPLIED TO ANY SERVICE DETERMINED TO BE 

EFFECTIVELY COMPETITIVE. ALSO, THE COMMISSION HAS 

INITIATED A DOCKET TO INVESTIGATE INTRALATA 

PRESUBSCRIPTION. 
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ADDITIONALLY, THE COMMISSION IS CURRENTLY ANALYZING 

INTERMEDIA'S PETITION FOR EXPANDED INTERCONNECTION 

FOR AAVS WITHIN LEC CENTRAL OFFICES. THIS DOCKET 

WILL ADDRESS THE IMPLICATIONS OF THE FCC'S DECISION 

AS APPLICABLE TO FLORIDA. 

THE THREE PENDING FPSC DOCKETS DESCRIBED ABOVE HAVE 

THE POTENTIAL TO CHANGE DRAMATICALLY THE PRICING 

AND PROVISIONING OF TOLL AND ACCESS SERVICES AS 

WELL AS THE VERY MANNER IN WHICH SOME SERVICES MAY 

BE REGULATED. SOUTHERN BELL WILL BE ACTIVELY 

INVOLVED IN THESE DOCKETS AS THEY UNFOLD. 

WHAT IS THE OVERALL RESULT OF THESE MANY CHANGES IN 

THE TELECOMMUNICATIONS INDUSTRY, INCLUDING ADVANCES 

IN TECHNOLOGY, EMERGENCE OF NEW COMPETITORS, 

FORMATION OF STRATEGIC ALLIANCES, AND VARIOUS 

REGULATORY DECISIONS? 

THESE CHANGES WILL DEFINITELY INCREASE THE AMOUNT 

AND EXTENT OF COMPETITION THAT LECS WILL FACE IN 

ALL AREAS OF THEIR BUSINESS OPERATIONS. ALONG WITH 

THAT INCREASE IN COMPETITION COMES A SIGNIFICANT 

INCREASE IN BUSINESS RISK. 
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SECTION 3: EXTENDING THE INCENTIVE SEARING PLAN 

HOW DO ALL OF THE CHANGES YOU HAVE DESCRIBED AFFECT 

SOUTHERN BELL'S PROPOSAL TO EXTEND ITS INCENTIVE 

SHARING PLAN? 

AS STATED PREVIOUSLY, SIGNIFICANT CHANGES IN 

COMPETITION, FEDERAL AND STATE POLICY AND INDUSTRY 

STRUCTURE HAVE OCCURRED SINCE 1988 AND HAVE 

ACCELERATED OVER THE LAST TWELVE MONTHS. THIS 

COMMISSION'S ACTIONS IN PENDING DOCKETS -- EXPANDED 
INTERCONNECTION, 1+ PRESUBSCRIPTION, IDENTIFICATION 

OF COMPETITIVE SERVICES AND THE APPROPRIATE 

REGULATION OF THESE SERVICES -- ALONE COULD 
SIGNIFICANTLY AFFECT THE LOCAL TELEPHONE BUSINESS 

AS WE KNOW IT TODAY. 

THESE DOCKETS AND THEIR RELATED ISSUES, ALONG WITH 

THE EXPLOSION OF OTHER COMPETITIVE EVENTS, LEAD TO 

A LOGICAL CONCLUSION THAT REGULATION MUST CHANGE IN 

ORDER TO PROTECT THE RATEPAYER AND, AT THE SAME 

TIME, PROMOTE FAIR COMPETITION FOR ALL PROVIDERS OF 

TELECOMMUNICATIONS SERVICES. SOUTHERN BELL 

SUGGESTS THAT THE COMMISSION DEVELOP A 

COMPREHENSIVE STRUCTURE THAT ENABLES THE FPSC TO 
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EXAMINE INTERRELATED ISSUES AND DEVELOP APPROPRIATE 

INTEGRATED POLICY. AN OVERALL VIEW CANNOT BE 

OBTAINED IF EACH DOCKET AND THE RELATED ISSUES ARE 

REVIEWED IN ISOLATION. IN THE INTERIM, WE ARE 

REQUESTING AN EXTENSION OF THE CURRENT INCENTIVE 

SHARING PLAN WITH ITS EXISTING PARAMETERS. 

WHAT ARE THE CURRENT EARNINGS PARAMETERS FOR THE 

INCENTIVE SHARING PLAN? 

THEY ARE: 

- 11.5% ROE AUTHORIZED FLOOR 

- 14.0% ROE SHARING BEGINS 

- 16.0% ROE AUTHORIZED CEILING AFTER SHARING 

- 60:40 CUSTOMERS/COMPANY SHARING RATIO 

ADDITIONALLY, THOSE EARNINGS THAT ARE EXCLUDED FROM 

SHARING ("IN THE BOX") WOULD REMAIN THE SAME: ALL 

RATE CHANGES OTHER THAN REGROUPINGS; CHANGES 

RESULTING mon SIGNIFICANT GOVERNMENTAL ACTIONS, 
SUCH AS TAX CHANGES, SEPARATIONS CHANGES AND 

DEPRECIATION CHANGES, WITH A MINIMUM IMPACT OF 

$3,000,000 ON REVENUE REQUIREMENT; REFINANCING OF 

HIGHER COST DEBT; AND, MAJOR TECHNOLOGICAL CHANGES. 
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ESTABLISHED, THE COMMISSION ADOPTED A BROAD RANGE 

OF REASONABLENESS (11.5% - 16.0% ROE) IN 

CONJUNCTION WITH THE EARNINGS SHARING MECHANISM IN 

ITS EFFORT TO ENCOURAGE EFFICIENCY AND INNOVATION. 

IF EXISTING RATES, AFTER THE ADOPTION OF THE 

CHANGES PROPOSED BY MS. SIMS IN HER TESTIMONY, 

PRODUCE EARNINGS WHICH FALL WITHIN THIS ZONE OF 

REASONABLENESS, THEN SUCH RATES SHOULD BE DEEMED 

JUST AND REASONABLE. 

ADDITIONAL ADJUSTMENTS SHOULD NOT BE REQUIRED 

UNLESS ACTUAL EARNINGS TRIGGER ONE OF THE EARNINGS 

THRESHOLDS, I.E. THE FLOOR OF 11.5% OR THE 

THRESHOLD POINT WHERE SHARING BEGINS AT 14.0%. THE 

RANGE BETWEEN THE FLOOR AND THE SHARING THRESHOLD 

POINT IS A NEUTRAL ZONE WHERE NO RATE ADJUSTMENTS 

ARE NECESSARY. 

AS DESCRIBED IN MR. REID'S TESTIMONY, SOUTHERN 

BELL'S PROJECTED EARNINGS FOR 1994 FALL WITHIN THIS 
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NEUTRAL ZONE. IF RATES WERE TO BE ADJUSTED 

DOWNWARD TO THE RATESETTING POINT, THEN ANY 

EFFICIENCIES GAINED BY SOUTHERN BELL OVER THE LAST 

FIVE YEARS WOULD BE TAKEN AWAY. THIS WOULD DENY 

THE REWARD SIDE OF INCENTIVE REGULATION. 

BASICALLY, WE ARE SAYING LET THE EARNINGS SHARING 

MECHANISM WORK AS IT WAS ORIGINALLY STRUCTURED. 

HOW LONG SHOULD THE PLAN BE EXTENDED? 

SOUTHERN BELL DOES NOT BELIEVE THAT THERE SHOULD BE 

A DEFINED PERIOD FOR THE EXTENSION. THIS EXTENSION 

WILL NOT PRECLUDE US FROM SEEKING, NOR THE 

COMMISSION FROM ADDRESSING, A MORE COMPREHENSIVE 

REGULATORY FRAMEWORK AT AN APPROPRIATE TIME. 

ARE THERE ANY OTHER ISSUES THAT YOU WOULD LIKE TO 

ADDRESS ? 

YES. SOUTHERN BELL'S WITNESS MS. NANCY SIMS 

DISCUSSES IN DETAIL THE $49 MILLION CREDIT TO BE 

DISTRIBUTED AND OTHER PROPOSED RATE CHANGES. IN 

ADDITION THERE ARE TWO ISSUES THAT I WOULD LIKE TO 

ADDRESS BRIEFLY. SOUTHERN BELL'S WITNESS MR. 

WALTER REID WILL PROVIDE FURTHER DETAILS. 
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FIRST, THE COMPANY PROPOSES THE ESTABLISHMENT OF A 

CASUALTY LOSS RESERVE SIMILAR TO THE ONE RECENTLY 

APPROVED FOR FLORIDA POWER AND LIGHT. SUCH A 

RESERVE WOULD ASSIST IN PREPARING FOR SUCH NATURAL 

DISASTERS AS HURRICANE ANDREW, HURRICANE HUGO, AND 

THE WINTER STORM OF 1993. DUE TO THE RECENT 

INCREASE IN THE SEVERITY AND FREQUENCY OF SUCH 

DISASTERS, IT IS BECOMING MORE AND MORE DIFFICULT 

FOR COMPANIES TO SECURE REASONABLE INSURANCE ON 

OUTSIDE PLANT FACILITIES. AT THIS TIME THE COMPANY 

HAS BEEN ABLE TO SECURE ONLY $20 MILLION IN OUTSIDE 

PLANT INSURANCE FOR 1993. 

IT IS EVIDENT FROM THE DAMAGE CAUSED BY HURRICANE 

ANDREW THAT THE SIZE OF CASUALTY LOSSES CAN BE 

ENORMOUS AND THAT AVAILABLE INSURANCE IS NOT LIKELY 

TO BE SUFFICIENT. FOR EXAMPLE, THE COMPANY HAD 

$70 MILLION IN OUTSIDE PLANT INSURANCE WHEN 

HURRICANE ANDREW HIT. SINCE THE CASUALTY LOSSES IN 

FLORIDA TOTALED IN EXCESS OF $122 MILLION, THE 

COMPANY ABSORBED THE DIFFERENCE, WHICH IN TURN 

AFFECTED THE COMPANY'S EARNINGS. 

IF FUNDS DO BECOME AVAILABLE IN THE FUTURE DUE TO 
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AMOUNTS FROM 1993 EXOGENOUS EVENTS, EARNINGS 

SHARING OR SET ASIDE AMOUNTS, THE COMMISSION SHOULD 

CONSIDER DESIGNATING A PORTION OF THE FUNDS TOWARD 

A CASUALTY RESERVE. THE COMPANY ALSO PROPOSES TO 

ACCRUE $6 MILLION OF EXPENSE PER YEAR BEGINNING IN 

1994 TO A RESERVE FOR CASUALTY DAMAGES. 

SECOND, THE COMPANY PROPOSES THAT THE RESERVE 

DEFICIT CREATED BY HURRICANE ANDREW BE TREATED AS 

AN EXOGENOUS EXPENSE IN 1993. SINCE EXTRAORDINARY 

RETIREMENT OF PLANT DUE TO HURRICANE ANDREW WAS NOT 

CONSIDERED WHEN DEPRECIATION RATES WERE RESET, THIS 

ACTION WOULD ALLOW FOR A PARTIAL OFFSET TO THE 

REDUCTION IN DEPRECIATION EXPENSE CREATED BY ORDER 

NO. PSC-93-0462-FOF-TL, DATED MARCH 25, 1993, IN 

DOCKET NO. 920385-TL. 

SECTION I :  SUMMARY OF TESTIMONY 

PLEASE SUMMARIZE THE BENEFITS OF EXTENDING SOUTHERN 

BELL'S CURRENT INCENTIVE SHARING PLAN. 

IN 1988, THE COMMISSION RECOGNIZED FUNDAMENTAL 

CHANGES IN THE TELECOMMUNICATIONS INDUSTRY AND THE 

NEED TO PROVIDE ADDITIONAL INCENTIVES BEYOND THOSE 
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PROVIDED THROUGH TRADITIONAL REGULATORY PRACTICES. 

THE COMMISSION ADOPTED AN EARNINGS SHARING 

FRAMEWORK WHICH BROADENED THE EARNINGS RANGE OF 

REASONABLENESS TO ENCOURAGE ADDITIONAL EFFICIENCIES 

AND INNOVATION BY SOUTHERN BELL. IF SUCCESSFUL IN 

REACHING THE SHARING THRESHOLD, SOUTHERN BELL WOULD 

SHARE SUCH EARNINGS WITH CUSTOMERS. AT THE SAME 

TIME, CERTAIN UPFRONT BENEFITS WERE PUT INTO PLACE 

FOR CONSUMERS. 

SOUTHERN BELL HAS IMPROVED OPERATING EFFICIENCIES, 

INTRODUCED NEW SERVICES AND INVESTED IN THE NETWORK 

TO MAKE FEATURES MORE WIDELY AVAILABLE AND LAY THE 

FOUNDATION FOR FUTURE OPTIONAL SERVICES. WE HAVE 

MAINTAINED QUALITY SERVICE, EXPANDED CUSTOMER 

SERVICE HOURS, AND MECHANIZED MORE SERVICE 

FUNCTIONS TO MEET CUSTOMER NEEDS AND EXPECTATIONS. 

OVER THE PAST FIVE YEARS, CUSTOMERS HAVE BENEFITED 

FROM STABLE LOCAL RATES, REDUCTIONS IN PRICES OF 

CERTAIN SERVICES, AND THE INTRODUCTION AND 

EXPANSION OF NEW SERVICES. CUSTOMERS WILL CONTINUE 

TO BENEFIT FROM THESE ACTIONS AND ALSO FROM THE 

COMPANY'S INVESTMENT IN ITS NETWORK, WHICH IN TURN 

HELPS PROMOTE ECONOMIC DEVELOPMENT FOR THE STATE OF 
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FLORIDA. 

SOUTHERN BELL'S EARNINGS HAVE BEEN WITHIN THE 

AUTHORIZED RANGE ESTABLISHED IN THE SHARING 

FRAMEWORK. WHILE WE HAVE STREAMLINED PROCEDURES 

AND REDUCED COST, WE DID NOT FORESEE THE SEVERITY 

OR LENGTH OF THE CURRENT RECESSION OR THE 

DEVASTATING DISASTER OF HURRICANE ANDREW. WE 

RECOGNIZED FROM THE OUTSET THAT THE INCENTIVE 

SHARING PLAN CARRIED ADDITIONAL RISKS AS WELL AS 

THE POTENTIAL FOR ADDITIONAL REWARDS. WE HAVE 

EXPERIENCED THE RISKS, AND NOW WE MUST BE ALLOWED 

TO BENEFIT FROM THE ACCOMPLISHMENTS WE HAVE 

ACHIEVED DURING THE LAST FIVE YEARS. 

WE ARE REQUESTING AN EXTENSION OF THE INCENTIVE 

SHARING PLAN. WE BELIEVE THAT CURRENT RATES 

ADJUSTED FOR OUR PROPOSED CHANGES ARE APPROPRIATE 

AND THAT THE EXISTING SHARING PARAMETERS PROVIDE 

REASONABLE INCENTIVES AT THIS TIME. WE URGE THE 

COMMISSION TO APPROVE THE CONTINUANCE OF THIS PLAN. 

/-- 

23 Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

24 

25 A. YES, IT DOES. 
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GEORGIA 

YEAR STATE 

FLORIDA 1985 

- 

1986 

1987 

1988 

1988 

1988 

1988 

1989 

1990 

1991 

1993 

1974 

1982 

1984 

1985 

1985 

1985 

1986 

FPSC Exhibit Number * 
FPSC Docket 9 2 0 2 6 0 - r  
Denton Exhibit DBD-1 
Personal Qualifications 
Page 1 of 3 

DAVID B. DENTON 

STATE WCKET ACTIVITY 

DOCKET 

No. 820537-TP, Intrastate Access Charges for Toll Use 
of Local Exchange Services 

No. 820537-TP, Intrastate Access Charges for Toll Use 
of Local Exchange Services - Bypass Restriction 
No. 860984-TP, Intrastate Access Charges for Toll Use 
of Local Exchange Services - Recovery of Non-traffic 
Sensitive Costs 

No. 860984-TP, Investigation into NTS Cost Recovery- 
Phase I1 Level 

No. 880069-TL, Petition for Rate Stabilization and 
Implementation Orders and Other Relief 

No. 871394-TP, Alternative Operator Services 

No. 871254-TL, Investigation into Regulatory 
Flexibility for LECs 

No. 880812-TP, Investigation into Equal Access 
Exchange Areas (EAEAs), Toll Honopoly Areas (TIIAs), 
1t Restriction and Elimination of the Access Discount 

No. 880069-TL, Petition for Rate Stabilization and 
Implementation Orders and Other Relief 

No. 890183-TL, General Investigation Into the 
Operations of Alternate Access Vendors 

No. 910757-TP, Investigation Into the Regulatory Safe 
Guards Required to Prevent Cross-Subsidization by 
Telephone Companies 

No. 2632-U, General Rate Application 

No. 3369-U, VATS Restructure and Resale 

No. 3494-U, Resale of Local Exchange Service Via 
Privately Provided Coin Phones 

No. 3430-U, Intrastate Access Charges 

No. 3488-U, Regulation of Inttastate Interexchange 
Resellers 

No. 35184, General Rate Application 

No. 3550-U, Restructuring of Outvard VATS and 800 
Services 



FPSC Exhibit Number- * 
FPSC Docket 920260-TL 
Denton Exhibit DBD-1 
Personal Qualifications 
Page 2 of 3 

STATE DOCKET ACTIVITY, cont. 

Georgia 1987 No. 3710-U. Uniform Telephone Charges for Selected 
Services 

1988 No. 3783-U, Alternative Operator Services 

1988 

1989 No. 38214, IntraLATA Toll Compensation 

1989 

No. 37654, ESSX and Digital ESSX Tariff Filing 

No. 38834, AT&T's Petition for Investigation of 
the Level and Structure of Intrastate Access 
Charges 

1990 No. 3905-U, Rule NISI: Business Risk; BAPCO Contract 
Issues: HTS and VATS Rate Changes: Proposed Incentive 
Regulation Plan 

1990 No. 39214, Compliance With and Implementation of 
Senate Bill 524, Issue Related to Incentive Regulation 

NOBTB &I.INA 1974 No. P-55, Sub 733, General Rate Application 

1975 No. P-55, Sub 742, General Rate Application 

1975 No. P-100, Sub 34, Application to Change Toll Prices 

1982 No. P-100, Sub 61, Resale of Telecommunication 
Services 

1985 No. P-100, Sub 72, Resale of InterLATA VATS and HTS 

1985 No. P-100, Sub 72, Resale of IntraLATA VATS and HTS 

1986 No. P-100, Sub 86, Restructuring of Outvard VATS and 
800 Services 

1986 No. P-140, Sub 9. ATT-C General Rate Application 

1986 No. P-100, Sub 72, IntraLATA Competition 

1986 No. P-100. Sub 65, Access Charges 

1987 No. P-100, Sub 65 and 72, Billing of Dedicated Access 
Line and the Dedicated Access-Line Extender 

1987 No. P-100, Sub 65 and 72, Access Charges and IntraLATA 
Competition 



FPSC Exhibit Number * 
FPSC Docket 9 2 0 2 6 0 - r  
Denton Exhibit DBD-1 
Petsonal Qualifications 
page 3 of 3 

STATE DOCKET ACTIVITI, cont. 

som CAROLM6. 1981 

1984 

1985 

1985 

1985 

1986 

1986 

1987 

1988 

1988 

1990 

No. 81-28-C, Application of TSI, Inc. for a 
Certificate of Public Convenience and Necessity 

No. 82-134-C, Exchange Netvork Access Facilities 
Tariff 

No. 82-134-C, IntraLATA One-Plus Dialing 

Nos. 84-430C, 431C, 433C, 435C. 452C, Applications of 
Resellers for Certificates of Public Convenience and 
Necessity 

No. 85-157-C, Application of PalmettoNet, Inc. for a 
Certificate of Public Convenience and Necessity 

No. 86-10-C, Proposal of ATT-C to Provide Custom 
Netvork Services 

No. 82-134-C, Exchange Netvork Access Facilities 
Tariff 

No. 85-398-0, Pricing of Competitive/Supplenental 
Service Offerings 

No. 88-74-C, ESSX and Digital ESSX Tariff Filing 

No. 88-213-C, SouthernNet's Proposal to Introduce 
Operator Services 

No. 90-305-C, Proceeding to Consider Alloving Local 
and IntraLATA O+ Collect Authority for COCOT Providers 
Serving Confinement Facilities 

ALL-IN-ONE/DENTON 
7- 3/22/93 
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SOUTHERN BELL TELEPHONE AND TELEGRAPH COMPANY 

TESTIMONY OF WALTER S. REID 

BEFORE THE 

FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 920260-TL 

JULY 2 ,  1993 

PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND 

POSITION WITH BELLSOUTH TELECOMMUNICATIONS, INC. 

MY NAME IS WALTER S. REID, AND MY BUSINESS ADDRESS 

IS 675 WEST PEACHTREE STREET, ATLANTA, GEORGIA. MY 

POSITION IS DIRECTOR-REGULATORY MATTERS FOR THE 

COMPTROLLERS DEPARTMENT OF BELLSOUTH 

TELECOMMUNICATIONS, INC. D/B/A SOUTHERN BELL 

TELEPHONE AND TELEGRAFW COMPANY (SOUTHERN BELL OR 

THE COMPANY). 

BRIEFLY OUTLINE YOUR EDUCATIONAL BACKGROUND AND 

BUSINESS EXPERIENCE IN THE TELEPHONE INDUSTRY. 

I RECEIVED BACHELOR AND MASTER OF SCIENCE DEGREES 

IN INDUSTRIAL ENGINEERING IN 1969 AND 1971, 

RESPECTIVELY, FROM THE GEORGIA INSTITUTE OF 

1 



r- 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 Q. 

12 

13 A. 

14 

15 

16 

17 

18 

19 Q. 

20 

21 A. 

22 

23 

24 

25 

TECHNOLOGY. I WAS EMPLOYED BY SOUTHERN BELL IN 

NOVEMBER, 1971, AS A MANAGEMENT TRAINEE IN THE 

COMPTROLLERS DEPARTMENT IN JACKSONVILLE, FLORIDA. 

SINCE THAT TIME I HAVE HELD VARIOUS POSITIONS OF 

INCREASING RESPONSIBILITY IN THE AREAS OF BUDGET 

AND FORECAST PREPARATION, COST ACCOUNTING, 

SEPARATIONS, AND REGULATORY MATTERS. I WAS 

TRANSFERRED TO MY CURRENT POSITION AT COMPANY 

HEADQUARTERS IN OCTOBER 1987. 

WHAT ARE YOUR GENERAL AREAS OF RESPONSIBILITIES? 

I AM RESPONSIBLE FOR THE PREPARATION AND ANALYSIS 

OF THE COMPANY'S INTRASTATE FINANCIAL RESULTS, THE 

PROVISION OF ACCOUNTING INFORMATION REQUESTED IN 

PROCEEDINGS BEFORE STATE REGULATORY COMMISSIONS AND 

THE COORDINATION OF OTHER REGULATORY ACTIVITIES. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

IN THIS PROCEEDING THE COMPANY IS REPORTING ITS 

PERFORMANCE UNDER AN INCENTIVE SHARING PLAN 

ESTABLISHED IN LATE 1988, AND IS PROPOSING TO 

CONTINUE TO OPERATE UNDER THIS PLAN FOR 1993 AND 

THEREAFTER. MY TESTIMONY ADDRESSES: 1) SOUTHERN 
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BELL'S FINANCIAL PERFORMANCE UNDER THE INCENTIVE 

SHARING PLAN, 2) SOUTHERN BELL'S CURRENT GOING 

LEVEL EARNINGS POSITION, AND 3) THE EARNINGS 

CONSEQUENCES OF EXTENDING THE INCENTIVE SHARING 

PLAN AS THE COMPANY PROPOSES. 

MY TESTIMONY WILL DEMONSTRATE THAT FLORIDA 

RATEPAYERS HAVE BENEFITED DURING THE PERIOD OF THE 

SHARING PLAN THROUGH THE COMPANY'S DECLINING LEVEL 

OF COST OF SERVICE PER ACCESS LINE. WHILE THE 

COMPANY HAS NOT REACHED THE EARNINGS LEVEL AT WHICH 

SHARING WOULD BE TRIGGERED UNDER THE CURRENT 

INCENTIVE PLAN, THE COMPANY HAS BEEN ABLE TO 

ACHIEVE REDUCED LEVELS OF COST OF SERVICE IN SPITE 

OF JURISDICTIONAL COST OF SERVICE SHIFTS FROM 

INTERSTATE TO INTRASTATE OPERATIONS, THE OCCURRENCE 

OF THE WORST HURRICANE IN THE NATION'S HISTORY, AND 

A GENERAL DOWNTURN IN THE ECONOMY. RATEPAYERS HAVE 

BENEFITED THROUGH STABLE RATES DURING THIS TIME. 

AN EXTENSION OF THE PLAN AS PROPOSED IN SOUTHERN 

BELL WITNESS DAVID B. DENTON'S TESTIMONY IS 

THEREFORE APPROPRIATELY SUPPORTED BY THE FINANCIAL 

ACHIEVEMENTS OF THE COMPANY DURING THE INITIAL 

PERIOD OF THE INCENTIVE SHARING PLAN. 
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SOUTHERN BELL'S PERFORMANCE UNDER THE INCENTIVE 

SHARING PLAN 

HOW HAVE YOU QUANTIFIED THE ACHIEVED REGULATED 

EARNINGS LEVEL OF THE COMPANY'S FLORIDA OPERATIONS? 

FLORIDA PUBLIC SERVICE COMMISSION (PSC) RULE 

25-4.0245 REQUIRES THE COMPANY TO FILE A PERIODIC 

EARNINGS REPORT WITH THE COMMISSION. THE PSC STAFF 

HAS HISTORICALLY SPECIFIED THE FORMAT FOR THIS 

REPORT AND HAS FREQUENTLY REVIEWED UNDERLYING 

FINANCIAL RECORDS OF THE COMPANY TO ENSURE THE 

ACCURACY OF THE REPORTED INFORMATION. THIS 

PERIODIC EARNINGS REPORT IS COMMONLY REFERRED TO AS 

THE FLORIDA SURVEILLANCE REPORT. I HAVE INCLUDED 

AS APPENDIX NO. 1, EXHIBIT WSR-4, TO MY TESTIMONY 

COPIES OF THE CALENDAR YEAR FLORIDA SURVEILLANCE 

REPORTS FOR 1984-1992. 

UNDER THE REQUIRED FORMAT FOR THE SURVEILLANCE 

REPORT, THE COMPANY MUST REPORT AMOUNTS FROM ITS 

BOOKS AND RECORDS FOR REVENUES, EXPENSES, TAXES, 

NET OPERATING INCOME, RATE BASE AND CAPITAL 

STRUCTURE ITEMS. RATES OF RETURN ON INTRASTATE 

RATE BASE AND EQUITY ARE ALSO REPORTED. THE 
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COMPANY ADJUSTS THE REPORTED "PER BOOK" EARNINGS 

INFORMATION FOR COMMISSION ALLOWANCES, 

DISALLOWANCES, OR SPECIAL ACCOUNTING CONVENTIONS. 

THE COMMISSION ADJUSTMENTS ARE GUIDED BY THE 

ADJUSTMENTS REQUIRED IN THE COMPANY'S LAST FORMAL 

RATE PROCEEDING AND IN COMMISSION RULES. THE 

HISTORICAL DATA UTILIZED IN MY TESTIMONY IS 

PRIMARILY DERIVED FROM THE SURVEILLANCE REPORTS IN 

MY APPENDIX NO. 1. 

HAVE YOU COMPARED THE COMPANY'S FINANCIAL RESULTS 

UNDER THE INCENTIVE SHARING PLAN WITH PRIOR PERIODS 

UNDER TRADITIONAL REGULATION? 

YES. MY EXHIBIT WSR-1, PAGES 1 THROUGH 4 ,  DETAIL 

SEVERAL COMPARISONS WHICH I HAVE MADE FOR CERTAIN 

KEY INTRASTATE FINANCIAL STATISTICS DURING THE 

PERIOD 1984-1992. I HAVE REPORTED THE DATA ON BOTH 

A GROSS DOLLAR BASIS AND A DOLLAR PER ACCESS LINE 

BASIS. THIS LATTER ANALYSIS REFLECTS THE RELATIVE 

GROWTH IN CUSTOMERS BEING SERVED. I HAVE ALSO 

CALCULATED A TOTAL INTRASTATE REVENUE REQUIREMENT 

PER ACCESS LINE FOR EACH YEAR TO DEMONSTRATE THE 

TREND IN TOTAL INTRASTATE COST OF SERVICE PER 

CUSTOMER. I PERFORMED THE REVENUE REQUIREMENT PER 
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ACCESS LINE CALCULATIONS ASSUMING A CONSTANT RETURN 

ON EQUITY (ROE) REQUIREMENT OVER THE PERIOD TO 

ELIMINATE ANY FLUCTUATION DUE TO CHANGES IN 

AUTHORIZED ROE. 

I PERFORMED AN ADDITIONAL SET OF REVENUE 

REQUIREMENT PER ACCESS LINE CALCULATIONS ASSUMING 

BOTH A CONSTANT ROE REQUIREMENT AND A CONSTANT 

COMPOSITE DEPRECIATION RATE TO ELIMINATE 

FLUCTUATIONS IN DEPRECIATION EXPENSE. FOR THIS SET 

OF CALCULATIONS I ALSO REMOVED THE EXPENSE EFFECTS 

OF HURICANE ANDREW FROM 1992 RESULTS. 

WHAT CONCLUSIONS DO YOU REACH REGARDING THE 

COMPANY'S COST OF SERVICE PERFORMANCE DURING THE 

INCENTIVE SHARING PLAN YEARS AS COMPARED TO THE 

YEARS BEFORE THE PLAN? 

THE INCENTIVE SHARING PLAN WAS APPROVED BY THE 

COMMISSION IN LATE 1988. THE FULL YEARS UNDER THE 

PLAN ARE, THEREFORE, 1989-1992. BASED ON MY 

ANALYSIS IT IS EVIDENT THAT THE COMPANY'S 

INTRASTATE COST OF SERVICE ON A PER CUSTOMER BASIS 

IS LOWER FOR THE INCENTIVE PLAN YEARS THAN FOR THE 

YEARS PRIOR TO THE PLAN. THIS IS TRUE ON AN 
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ABSOLUTE DOLLAR BASIS EVEN WITHOUT CONSIDERING THAT 

INFLATION HAS MADE THE DOLLAR WORTH LESS EACH YEAR 

AND THAT THE COMPANY IS PROVIDING MORE SERVICES TO 

ITS CUSTOMERS TODAY THAN IN THE PAST. 

TO VISUALLY DEMONSTRATE THE RESULTS OF MY ANALYSIS, 

I PREPARED THE THREE CHARTS AS SHOWN ON WSR-1, PAGE 

4. THE FIRST CHART GRAPHICALLY DEPICTS MY ANALYSIS 

OF REVENUE REQUIREMENTS PER ACCESS LINE ON A PER 

BOOK BASIS. THE SECOND CHART PRESENTS THIS 

ANALYSIS ON A COMMISSION ADJUSTED BASIS. THE THIRD 

CHART PROVIDES A GRAPH OF REVENUE REQUIREMENTS PER 

ACCESS LINE RESTATED ON A CONSTANT DEPRECIATION 

BASIS. THE Y-AXIS FOR EACH GRAPH REPRESENTS THE 

REVENUE REQUIREMENTS PER ACCESS LINE AMOUNTS 

OBTAINED FROM THE THREE ANALYSES SHOWN ON PAGES 1 

THROUGH 3 OF WSR-1. THE X-AXIS FOR EACH GRAPH 

REPRESENTS THE CALENDAR YEARS UNDER REPORT. 

ALTHOUGH EACH CHART REPRESENTS A SOMEWHAT DIFFERENT 

ANALYSIS OF THE ACTUAL RESULTS FOR 1984-1992, THEY 

ALL DEMONSTRATE THAT THE COMPANY HAS ACHIEVED 

SIGNIFICANT IMPROVEMENT IN ITS TOTAL COST OF 

SERVICE DURING THE INCENTIVE PLAN YEARS. 

BASED ON MY ANALYSIS IT APPEARS THAT THE FAVORABLE 
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COST OF SERVICE PERFORMANCE BY THE COMPANY HAS BEEN 

ACHIEVED THROUGH A COMBINATION OF EXPENSE CONTROL 

AND CAPITAL EFFICIENCIES. BOTH EXPENSES (OTHER 

THAN DEPRECIATION) PER ACCESS LINE AND RATE BASE 

PER ACCESS LINE AMOUNTS SHOW A TREND OF IMPROVEMENT 

OVER THE PERIOD STUDIED. 

TURNING TO THE INDIVIDUAL PAGES, 1 THROUGH 3, OF 

YOUR EXHIBIT WSR-1, WILL YOU EXPLAIN WHAT EACH OF 

THESE REPRESENTS? 

YES. PAGE 1 OF EXHIBIT WSR-1, ENTITLED "TRENDS IN 

FLORIDA FINANCIAL STATISTICS - PER BOOK INTRASTATE 
AMOUNTS", IS SEPARATED INTO TWO PARTS. THE TOP 

HALF OF THE SCHEDULE REFLECTS THE DOLLAR AMOUNT FOR 

EACH OF THE MAJOR COMPONENTS OF INTRASTATE COST OF 

SERVICE (I.E., TOTAL REVENUE REQUIREMENTS). THE 

FIRST COLUMN LISTS SPECIFIC COST OF SERVICE ITEMS. 

EACH SUBSEQUENT COLUMN REPORTS THE DOLLAR AMOUNTS 

FOR A CALENDAR YEAR CORRESPONDING TO THE ITEMS 

LISTED IN THE FIRST COLUMN. THE LOWER HALF OF THE 

EXHIBIT REFLECTS THE SAME INFORMATION AS THE TOP 

HALF EXCEPT THAT IT IS STATED ON A PER ACCESS LINE 

BASIS. 
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THE REVENUES, EXPENSES, TAXES, NET OPERATING INCOME 

AND RATE BASE NUMBERS PRESENTED ON THIS EXHIBIT 

WERE DERIVED DIRECTLY FROM THE FGORIDA SURVEILLANCE 

REPORTS. THE NUMBERS ARE PER BOOKS WITH NO 

COMMISSION ADJUSTMENTS APPLIED. FOR 1990, 1991 AND 

1992 RESULTS, I MADE AN ADJUSTMENT TO REMOVE $3.7 

MILLION, $9.3 MILLION, AND $13.2 MILLION 

RESPECTIVELY, FROM INTRASTATE REVENUES AND AN EQUAL 

AMOUNT FROM OTHER TAXES TO RECOGNIZE THE INCREASES 

IN GROSS RECEIPT TAXES IN THESE YEARS. THESE GROSS 

RECEIPTS TAX AMOUNTS ARE "PASS ON" TAXES WHICH ARE 

NOT INCLUDED IN THE COMPANY'S REVENUE REQUIREMENTS 

FOR RATESETTING PURPOSES AND THEREFORE SHOULD BE 

REMOVED FOR THIS ANALYSIS. THE ACCESS LINES USED 

ARE THE AVERAGE NUMBERS REPORTED ON SCHEDULE Z-10 

(OR ITS PREDECESSOR FORM) OF THE ANNUAL REPORT OF 

SOUTHERN BELL TO THE FLORIDA PSC (COMMONLY REFERRED 

TO AS THE FLORIDA FORM M REPORT). THE AMOUNT 

LISTED AS "RETURN REQUIRED" IS THE AMOUNT OF NET 

OPERATING INCOME WHICH WOULD HAVE BEEN REQUIRED 

GIVEN THE PER BOOKS RATE BASE, THE CAPITAL 

STRUCTURE AND COST RATES REPORTED IN THE 

SURVEILLANCE REPORT, AND A COST OF EQUITY CAPITAL 

OF 15%. FOR PURPOSES OF THIS CALCULATION, I 

APPLIED THE CURRENT REGULATORY TREATMENT FOR 
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HANDLING THE EARNINGS REQUIREMENT FOR UNAMORTIZED 

INVESTMENT TAX CREDITS TO ALL YEARS. 

THE CALCULATIONS SHOW THAT ON A PER BOOKS BASIS, 

INTRASTATE COST OF SERVICE PER ACCESS LINE WAS 

$511.83 IN 1984 AND ONLY $497.80 IN 1992. THE FULL 

CALENDAR YEARS AFTER INCENTIVE REGULATION BEGAN 

(I.E., 1989, 1990, 1991 AND 1992) HAVE 

SIGNIFICANTLY LOWER COST OF SERVICE PER ACCESS LINE 

NUMBERS THAN THE YEARS PRIOR TO INCENTIVE 

REGULATION. 

PLEASE EXPLAIN PAGE 2 OF WSR-1, ENTITLED "TRENDS IN 

FLORIDA FINANCIAL STATISTICS-COMMISSION ADJUSTED 

ACHIEVED BASIS". 

THE FORMAT FOR THIS ANALYSIS IS IDENTICAL TO 

PAGE 1 OF THE EXHIBIT. THE AMOUNTS INCLUDED IN 

EACH COLUMN REPRESENT PER BOOKS INFORMATION 

ADJUSTED FOR COMMISSION ALLOWANCES, DISALLOWANCES 

OR SPECIAL ACCOUNTING CONVENTIONS. FOR YEARS 

1987-1992 THE ADJUSTED AMOUNTS CAN BE FOUND 

ON THE SURVEILLANCE REPORTS. I MADE THE SAME 

ADJUSTMENT TO THIS DATA TO REMOVE THE AMOUNT OF THE 

GROSS RECEIPTS TAX WHICH IS PASSED ON DIRECTLY TO 
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RATEPAYERS AS I DISCUSSED IN THE PER BOOKS 

ANALYSIS. FOR YEARS 1984-1986, I HAD TO CALCULATE 

THE ADJUSTED TOTALS FROM THE PER BOOKS AND 

COMMISSION ADJUSTMENTS ITEMS SINCE THE SURVEILLANCE 

REPORT DID NOT REPORT AN ADJUSTED ACHIEVED AMOUNT 

DURING THESE YEARS. 

THE ADJUSTED RESULTS TREAT "OUT OF PERIOD" 

ACCOUNTING ENTRIES IN THE PERIOD TO WHICH THEY ARE 

APPLICABLE. FOR THIS REASON, THE TREND IN COST OF 

SERVICE PER ACCESS LINE SHOWN ON PAGE 2 IS MORE 

REPRESENTATIVE OF PURE YEAR TO YEAR OPERATIONS 

CHANGES THAN THE CORRESPONDING INFORMATION ON 

PAGE 1. 

BASED ON THE ADJUSTED RESULTS SHOWN ON PAGE 2, IT 

IS STILL EVIDENT THAT FLORIDA CUSTOMERS HAVE 

BENEFITED BY LOWER COST OF SERVICE PER ACCESS LINE 

DURING THE INCENTIVE PLAN YEARS 1989-1992. THE 

INTRASTATE COST OF SERVICE PER ACCESS LINE IS 

$510.98, $521.20, $522.86, $502.59, $520.10, 

$499.03, $495.74, $498.58, AND $501.83 FOR THE 

YEARS 1984-1992 RESPECTIVELY. THE DECREASE IN THE 

YEAR 1987 WHEN COMPARED TO THE YEAR 1986 IS DUE IN 

LARGE PART TO THE CHANGE IN THE FEDERAL INCOME TAX 
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RATE FROM 46% TO 34%. THE INCREASE FOR 1988 IS 

PRIMARILY DUE TO INCREASED DEPRECIATION EXPENSE AND 

THE IMPLEMENTATION OF PART 32 ACCOUNTING 

PROCEDURES. THE INCREASE IN 1991 IS PRIMARILY DUE 

TO EXPENSES ASSOCIATED WITH AN EARLY RETIREMENT 

PLAN WHICH THE COMPANY IMPLEMENTED AS A MEANS TO 

REDUCE COST AND INCREASE PRODUCTIVITY. THE YEAR 

1992 IS SIGNIFICANTLY IMPACTED DUE TO HURRICANE 

ANDREW EXPENSES WHICH ARE BEING AMORTIZED OVER A 

FIVE YEAR PERIOD, 1992-1996. 

WOULD YOU EXPLAIN PAGE 3 OF WSR-1, ENTITLED 

"INTRASTATE ACHIEVED AMOUNTS ADJUSTED FOR CONSTANT 

DEPRECIATION"? 

YES. EXHIBIT WSR-1, PAGE 3, SHOWS A FINAL ANALYSIS 

WHICH I PERFORMED ON THE FINANCIAL STATISTICS FOR 

1984-1992. THIS ANALYSIS HAS THE SAME FORMAT AS 

PAGES 1 AND 2. THE DATA USED IN THIS ANALYSIS IS 

PAGE 2 DATA ADJUSTED TO REFLECT DEPRECIATION 

EXPENSE FOR EACH YEAR AS IF IT HAD BEEN CALCULATED 

TO YIELD A CONSTANT RELATIONSHIP TO PLANT IN 

SERVICE (I.E., A CONSTANT COMPOSITE DEPRECIATION 

RATE) AND ADJUSTED TO REMOVE HURRICANE ANDREW 

EXPENSES FROM 1992 RESULTS. THE PURPOSE OF THIS 

12 
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ANALYSIS IS TO ELIMINATE THE IMPACT OF CHANGING 

CAPITAL RECOVERY RATES AND THE IMPACT OF THE 

HURRICANE FROM THE COST OF SERVICE TREND. 

THE RESULTS OF THIS ANALYSIS FURTHER SUPPORT THE 

FACT THAT INTRASTATE COST OF SERVICE IS 

SIGNIFICANTLY LOWER DURING THE INCENTIVE REGULATION 

YEARS THAN IN PRIOR PERIODS. USING THIS 

METHODOLOGY THE INTRASTATE COST OF SERVICE IS 

$533.71, $540.96, $529.48, $498.48, $503.30, 

$491.99, $489.76, $486.21, AND $486.02 FOR THE 

YEARS 1984-1992, RESPECTIVELY. 

CAN YOU QUANTIFY HOW MUCH OF THE IMPROVEMENT IN 

COST OF SERVICE IS DIRECTLY RELATED TO INCENTIVE 

REGULATION? 

NO, NOT DIRECTLY. SINCE IT IS NOT POSSIBLE TO 

RECREATE WHAT "WOULD HAVE BEEN" UNDER A DIFFERENT 

SET OF REGULATORY PRACTICES, I CANNOT CALCULATE A 

SPECIFIC DOLLAR BENEFIT. HOWEVER, I DO AGREE WITH 

THE COMMISSION'S STATEMENT IN ORDER NO. 20162 OF 

DOCKET NO. 880069-TL, PAGE 6 WHERE IT READS: 

...WE DO BELIEVE THAT THIS PROGRAM WILL 
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PROVIDE MORE INCENTIVE TO SOUTHERN BELL THAN 

THE PRESENT PRACTICES OF REGULATION. THIS NEW 

REGIME SHOULD ENCOURAGE EFFICIENCY AND 

INNOVATION BY SOUTHERN BELL... 

WITH THE BELIEF THAT THIS REGULATORY PLAN DOES 

PROVIDE MORE INCENTIVE FOR THE COMPANY TO BE 

EFFICIENT AND THE DATA ON EXHIBIT WSR-1 WHICH 

DEMONSTRATES THAT INTRASTATE COST OF SERVICE IS 

IMPROVINGl I THINK IT IS FAIR TO CONCLUDE THAT THE 

CONCEPT OF INCENTIVE REGULATION IS WORKING. 

SOUTHERN BELL'S CURRENT GOING LEVEL EARNINGS 

HOW HAVE YOU CALCULATED THE COMPANY'S CURRENT GOING 

LEVEL INTRASTATE EARNINGS? 

MY EXHIBIT WSR-2 DETAILS MY CALCULATIONS OF THE 

COMPANY'S INTRASTATE RATE BASE AND GOING LEVEL 

INTRASTATE NET OPERATING INCOME THAT ARE 

APPROPRIATE FOR USE IN THIS PROCEEDING TO MEASURE 

EXPECTED EARNINGS. FOR THESE CALCULATIONS I HAVE 

UTILIZED, AS A STARTING POINT, THE COMPANY'S 1993 

COMMITMENT BUDGET VIEW FOR REVENUES, OPERATING 

EXPENSES (EXCLUDING DEPRECIATION), CONSTRUCTION, 
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PLANT RETIREMENTS, AND SALVAGE. I CALCULATED 

MONTHLY BALANCES FOR PLANT IN SERVICE ACCOUNTS BY 

USING THE 1993 BEGINNING OF YEAR BALANCES, THEN 

ADDING CONSTRUCTION AMOUNTS FROM THE COMMITMENT 

VIEW AND SUBTRACTING THE PLANT RETIREMENTS AS 

APPROPRIATE. I CALCULATED DEPRECIATION EXPENSE BY 

APPLYING THE RATES AND SCHEDULES APPROVED BY THE 

COMMISSION'S ORDER NO. PSC-93-0462-FOF-TL IN DOCKET 

NO. 920385-TL WHICH WAS RELEASED ON MARCH 25, 1993. 

IN ADDITION I CALCULATED TAX EXPENSES BASED ON THE 

NEW DEPRECIATION AMOUNTS. 

FOR PURPOSES OF DETERMINING THE COMPANY'S GOING 

LEVEL EARNINGS, I HAVE UTILIZED FORECASTED 1993 

TEST YEAR DATA BECAUSE THE 1993 INFORMATION IS THE 

MOST REASONABLE DATA AVAILABLE FOR THIS PROCEEDING. 

ACTUAL 1992 RESULTS HAVE BEEN SIGNIFICANTLY 

IMPACTED BY HURRICANE ANDREW, AND THEREFORE, USE OF 

A HISTORICAL TEST YEAR WOULD NOT BE APPROPRIATE. 

THE COMPANY HAS A COMMITMENT VIEW OF 1993 WHICH IS 

BEING USED FOR INTERNAL BUDGET AND EARNINGS 

ANALYSIS PURPOSES. THE 1993 COMMITMENT VIEW DATA 

IS THE BASIC UNDERLYING DATA USED IN MY TESTIMONY. 

THE 1993 FORECAST CAN BE SUBSTANTIATED AND 

SUPPLEMENTED THROUGHOUT THE PROCEEDING WITH ACTUAL 
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MONTHLY DATA. A FORECAST OF THE YEAR 1994 IS NOT 

BEING USED IN THIS PROCEEDING BECAUSE THE COMPANY 

DOES NOT CURRENTLY HAVE A COMMITMENT VIEW OF 1994. 

BASED ON MY CALCULATIONS, THE COMPANY'S GOING LEVEL 

INTRASTATE RETURN ON RATE BASE IS 9.18%. THIS IS 

DETERMINED BY DIVIDING THE ADJUSTED INTRASTATE 

OPERATING INCOME OF $372,338,000 BY THE ADJUSTED 

INTRASTATE RATE BASE OF $4,057,462. THIS RETURN ON 

RATE BASE WOULD RESULT IN A 13.81% RETURN ON EQUITY 

USING THE CAPITAL STRUCTURE AND COST RATES IN MR. 

KECK'S TESTIMONY. 

PLEASE EXPLAIN THE IMPACT OF HURRICANE ANDREW AND 

HOW IT IS REFLECTED IN THE ACCOUNTING DATA FOR YOUR 

TESTIMONY? 

HURRICANE ANDREW MADE LANDFALL SOUTH OF MIAMI ON 

AUGUST 24, 1992. THIS STORM WAS THE MOST 

DEVASTATING STORM IN U. S. HISTORY. ITS IMPACT ON 

THE PEOPLE OF SOUTH FLORIDA, THE SOUTH FLORIDA 

ECONOMY, AND THE COMPANY'S OPERATIONS WILL BE FELT 

FOR MANY YEARS. SOUTHERN BELL REACTED IMMEDIATELY 

TO THIS NATURAL DISASTER BY ORGANIZING REPAIR 

FORCES FROM THROUGHOUT THE 9 STATE BELLSOUTH REGION 
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AS WELL AS SOME FORCES FROM OTHER 

TELECOMMUNICATIONS COMPANIES. THE DAMAGE TO THE 

COMPANY'S FACILITIES WAS EXTENSIVE. MAJOR REPAIR 

EFFORTS INVOLVING HUNDREDS OF LOANED EMPLOYEES AND 

LONG HOURS FOR EVERYONE INVOLVED SPANNED THE 

REMAINING MONTHS OF 1992 AND CONTINUED THROUGH JUNE 

OF 1993. 

THE INCREMENTAL EXPENSE IMPACT OF REPAIRING THE 

HURRICANE DAMAGE WHICH SOUTHERN BELL IDENTIFIED AT 

THAT TIME WAS RECORDED IN 1992. THIS EXPENSE 

INCLUDED ACTUAL EXPENSES, EVALUATED AT $122.1 

MILLION FOR AUGUST THROUGH DECEMBER 1992, PLUS AN 

ACCRUAL OF $50.4 MILLION FOR THE ESTIMATED 

INCREMENTAL EXPENSES WHICH WOULD BE INCURRED IN 

1993, LESS INSURANCE PROCEEDS OF $65.4 MILLION FOR 

A NET INCREMENTAL EXPENSE IMPACT OF $107.1 MILLION. 

ON AN INTRASTATE BASIS THE NET INCREMENTAL 

HURRICANE RELATED EXPENSES WERE IDENTIFIED AS $79.6 

MILLION . 

SINCE CASUALTY EXPENSES, SUCH AS STORM DAMAGES, 

HAVE HISTORICALLY BEEN TREATED FOR RATEMAKING 

PURPOSES BY THE FLORIDA PUBLIC SERVICE COMMISSION 

THROUGH A 5 YEAR AVERAGING PROCEDURE, SOUTHERN BELL 

17 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 Q. 

13 

14 

15 

16 A. 

17 

18 

19 

20 

21 

22 

23 

24 

25 

DETERMINED THAT IT WAS APPROPRIATE TO AMORTIZE THE 

INTRASTATE INCREMENTAL EXPENSE IMPACT IDENTIFIED 

ABOVE OVER 5 YEARS. TO ACCOMPLISH THIS 

AMORTIZATION, THE COMPANY CREDITED 1992 EXPENSES 

FOR $79.6 MILLION TO REMOVE THE TOTAL INTRASTATE 

INCREMENTAL EXPENSE WHICH WAS ORIGINALLY IDENTIFIED 

AND THEN DEBITED 1992 EXPENSES FOR ONE-FIFTH OF 

THIS AMOUNT OR $15.9 MILLION. INTRASTATE RESULTS 

FOR 1992, THEREFORE ONLY REFLECT ONE-FIFTH OF THE 

ENTIRE EXPENSE IMPACT OF HURRICANE ANDREW. 

WHAT IS THE ACCOUNTING JUSTIFICATION FOR AMORTIZING 

THE INTRASTATE HURRICANE EXPENSE OVER A 5 YEAR 

PERIOD? 

AS PREVIOUSLY MENTIONED, THE FLORIDA PUBLIC SERVICE 

COMMISSION HAS HISTORICALLY REGULATED SOUTHERN 

BELL'S EARNINGS WITH A 5 YEAR AVERAGING PROCEDURE 

APPLIED TO CASUALTY EXPENSES. IN DOCKET NO. 

810035-TP FOR EXAMPLE, THE COMMISSION STATED THE 

FOLLOWING REGARDING CASUALTY EXPENSES: 

IN PRIOR RATE PROCEEDINGS WE HAVE 

RECOGNIZED AND INCLUDED AN AVERAGE 

CASUALTY EXPENSE CALCULATED BY 

DETERMINING A FIVE YEAR AVERAGE OF THE 
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EXPENDITURES. WE DO THIS BECAUSE OF THE 

VOLATILE NATURE OF THESE TYPE OF EXPENSES 

AND BY UTILIZING A FIVE YEAR AVERAGE THE 

EXPENSES TEND TO SMOOTH OUT.... 

SOUTHERN BELL HAS ALSO CONSISTENTLY INCLUDED A 5 

YEAR AVERAGING ADJUSTMENT FOR CASUALTIES ON ALL OF 

ITS EARNINGS SURVEILLANCE REPORTS. THE COMMISSION 

HAS ACCEPTED AND USED THE EARNINGS ON THE 

SURVEILLANCE REPORTS FOR VARIOUS REGULATORY 

PURPOSES, INCLUDING THE DETERMINATION OF EARNINGS 

SUBJECT TO REFUND FOR CALENDAR YEAR 1987 RESULTS 

AND FOR MEASURING INCENTIVE PLAN EARNINGS IN 

1988-1992. 

BASED ON THE CLEAR HISTORICAL TREATMENT THAT THE 

COMMISSION HAD CONSISTENTLY APPLIED TO CASUALTY 

EXPENSES, THE COMPANY DETERMINED THAT IT HAD A 

REGULATORY ASSET RELATED TO CASUALTY DAMAGE UNDER 

STATEMENT OF FINANCIAL ACCOUNTING STANDARDS (SFAS) 

NO. 71. THIS ACCOUNTING STANDARD RECOGNIZES THAT 

THE NATURE OF REGULATED ENTERPRISES CAN CAUSE THE 

CREATION OF REGULATORY ASSETS OR LIABILITIES DUE TO 

THE ACTIONS OF THE REGULATOR. THE COMMISSION'S 

REGULATORY DECISIONS RELATED TO CASUALTIES HAS THE 
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SAME EFFECT AS AMORTIZING THESE EXPENSES OVER 5 

YEARS. THE COMPANY'S USE OF SFAS NO. 7 1  TO DEFER 

FOUR-FIFTHS OF THE TOTAL HURRICANE COSTS TO FUTURE 

YEARS AND TO REFLECT ONLY ONE-FIFTH OF THE COST IN 

1992 IS IN ACCORDANCE WITH GENERALLY ACCEPTED 

ACCOUNTING PRINCIPLES (GAAP) AND BETTER MATCHES ITS 

REVENUE AND EXPENSE STREAMS FOR EARNINGS REPORTING 

PURPOSES. 

PLEASE EXPLAIN YOUR EXHIBIT WSR-2 ENTITLED 

"ADJUSTED INTRASTATE RESULTS"? 

THIS EXHIBIT DETAILS THE CALCULATION OF THE 

INTRASTATE RATE BASE AND NET OPERATING INCOME WHICH 

I AM PROPOSING FOR USE IN THIS PROCEEDING. ON 

PAGES 1 AND 2 OF THIS EXHIBIT I HAVE PRESENTED A 

SUMMARY OF THE 1993 TEST YEAR AVERAGE INTRASTATE 

RATE BASE, 1993 INTRASTATE NET OPERATING INCOME, 

SPECIFIC ACCOUNTING ADJUSTMENTS WHICH I AM 

PROPOSING, AND THE RESULTING ADJUSTED INTRASTATE 

RATE BASE AND ADJUSTED INTRASTATE NET OPERATING 

INCOME. 

FOR PURPOSES OF CALCULATING THE APPROPRIATE 

INTRASTATE RESULTS, I HAVE INCORPORATED THE RESULTS 
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OF SOUTHERN BELL WITNESS JOHN MCCLELLAN'S ATTRITION 

STUDY AS ONE OF THE ADJUSTMENTS REQUIRED TO REACH 

MY ADJUSTED TOTALS. MR. MCCLELLAN'S STUDY 

INDICATES THAT THE COMPANY HAS BEEN ABLE TO ACHIEVE 

NEGATIVE ATTRITION, OR ACCRETION, IN EARNINGS IN 

RECENT YEARS DUE TO EXPENSE CONTROL, CAPITAL 

UTILIZATION, AND REVENUE ENHANCEMENT RELATIVE TO 

ACCESS LINE GROWTH. THE INCLUSION OF HIS STUDY HAS 

THE EFFECT OF INCREASING NET OPERATING INCOME AND 

OFFSETTING THE NEGATIVE IMPACT OF OTHER 

ADJUSTMENTS. 

PAGES 3 THROUGH 7 OF EXHIBIT WSR-2 PROVIDE A BRIEF 

EXPLANATION FOR EACH OF THE ADJUSTMENTS WHICH I 

HAVE MADE TO THE FORECASTED TEST YEAR RESULTS SHOWN 

ON LINE 1. THE ADJUSTMENTS INCLUDE A 

QUANTIFICATION OF ALL SIGNIFICANT KNOWN AND 

MEASURABLE CHANGES IN OPERATING CONDITIONS WHICH 

WILL OCCUR BETWEEN 1993 AND 1994, AS WELL AS THE 

EFFECTS OF VARIOUS COMPANY PROPOSALS IN THIS 

PROCEEDING AND TRADITIONAL COMMISSION ADJUSTMENTS. 

SINCE THE COMPANY HAS PROPOSED TO CONTINUE UNDER 

THE INCENTIVE SHARING PLAN, I HAVE CONTINUED TO 

INCLUDE ALL OF THE COMMISSION ADJUSTMENTS WHICH 

WERE UTILIZED IN REPORTING UNDER DOCKET NO. 
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880069-TL WITHOUT DEBATING THESE ISSUES IN THIS 

PROCEEDING. 

WHAT SPECIFIC CHANGES IN OPERATING CONDITIONS HAVE 

YOU IDENTIFIED AND QUANTIFIED? 

I HAVE IDENTIFIED NINE SIGNIFICANT ITEMS WHICH 

REQUIRE RECOGNITION IN ORDER TO PROPERLY ADJUST 

1993 TEST YEAR DATA TO BE REPRESENTATIVE OF 

OPERATING CONDITIONS GOING FORWARD INTO 1994. THE 

NINE ITEMS ARE: 1) SFAS 112, “EMPLOYERS’ ACCOUNTING 

FOR POSTEMPLOYMENT BENEFITS“; 2) VARIOUS BOND 

REFINANCINGS UNDERTAKEN BY THE COMPANY IN 1993; 3) 

HURRICANE ANDREW TRUE-UP ADJUSTMENT; 4) DIFFERENCES 

BETWEEN 1993 AND 1994 DEPRECIATION REPRESCRIPTION 

AMOUNTS, 5) COMPANY PROPOSALS FOR TARIFF CHANGES, 

6) AN ADJUSTMENT FOR THE COMMISSION’S DECISION 

REGARDING A BROWARD COUNTY EXTENDED AREA SERVICE 

(EAS) PROPOSAL; 7 )  AN ANTICIPATED LEVEL OF 

ATTRITION BASED ON A STUDY BY MR. MCCLELLAN; 8) AN 

ACCRUAL TO ESTABLISH A CASUALTY DAMAGE RESERVE AND; 

9) AN ADJUSTMENT TO EXPENSE THE EXTRAORDINARY 

RETIREMENTS RESULTING FROM HURRICANE ANDREW. 

WILL YOU EXPLAIN IN FURTHER DETAIL EACH OF THE 
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NINE SIGNIFICANT ITEMS YOU LISTED. 

YES. THE FIRST ITEM, SFAS 112, IS AN ACCOUNTING 

PRONOUNCEMENT ISSUED NOVEMBER, 1992 WHICH REQUIRES 

ACCRUAL ACCOUNTING FOR CERTAIN POSTEMPLOYMENT 

BENEFITS THAT ARE NOT COVERED UNDER OTHER 

ACCOUNTING PRONOUNCEMENTS SUCH AS SFAS 106, 

"EMPLOYERS' ACCOUNTING FOR POSTRETIREMENT BENEFITS 

OTHER THAN PENSIONS". SOUTHERN BELL CURRENTLY 

ACCOUNTS FOR THE COSTS OF POSTEMPLOYMENT BENEFITS 

COVERED BY SFAS 112 ON A CASH BASIS. EXAMPLES OF 

THE TYPES OF BENEFITS COVERED BY THE PRONOUNCEMENT 

ARE WORKERS' COMPENSATION AND DISABILITY BENEFITS. 

SOUTHERN BELL MUST ADOPT SFAS 112 FOR FINANCIAL 

REPORTING PURPOSES NO LATER THAN CALENDAR YEAR 

1994. THE CHIEF OF THE ACCOUNTING AND AUDITS 

DIVISION OF THE FCC HAS INDICATED IN A LETTER DATED 

APRIL 26, 1993 TO U. S. WEST THAT SFAS 112 SHOULD 

BE ADOPTED FOR FEDERAL REGULATORY PURPOSES ON A 

FLASH-CUT BASIS AT THE SAME TIME A COMPANY ADOPTS 

IT FOR FINANCIAL REPORTING PURPOSES. UNDER THE 

UNIFORM SYSTEM OF ACCOUNTS (USOA) AND GAAP, 

THEREFORE, SOUTHERN BELL WILL HAVE TO ACCRUE 

EXPENSES IN 1994 THAT WILL ESTABLISH THE FULL 
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LIABILITY FOR THESE BENEFITS THAT HAVE BEEN EARNED 

BY THE COMPANY'S EMPLOYEES. THE COMPANY IS 

PROPOSING THAT FOR FLORIDA INTRASTATE PURPOSES, THE 

COMMISSION ALSO ALLOW THE EXPENSE IMPACT FOR 

INITIAL ADOPTION OF SFAS 112 TO BE RECORDED IN 1994 

BUSINESS. 

THE COMPANY HAS SECURED ACTUARIAL STUDIES TO 

DETERMINE THE BEST CURRENT ESTIMATE OF THE 

ADDITIONAL LIABILITY WHICH MUST BE RECOGNIZED IN 

1994. I HAVE INCLUDED THE FLORIDA INTRASTATE 

PORTION OF THIS LIABILITY, $14,880,000, AS AN 

ADJUSTMENT TO THE TEST YEAR EXPENSES. I HAVE ALSO 

ADJUSTED THE TEST YEAR RATE BASE TO REFLECT THE 

TREATMENT WHICH THIS ITEM WOULD RECEIVE UNDER THE 

COMMISSION'S CASH WORKING CAPITAL COMPUTATIONAL 

PROCEDURES. 

THE ACCOUNTING CONCEPT WHICH REQUIRES THE ACCRUAL 

OF BENEFIT COSTS AS THE BENEFITS ARE EARNED BY 

EMPLOYEES UNDERLIES SFAS 106, WHICH WAS ADOPTED BY 

THE FPSC IN RULE 25-14.012, F.A.C. THIS CONCEPT 

SIMILARLY UNDERLIES THE ACCOUNTING REQUIRED BY SFAS 

112. IN ADDITION TO PROVIDING A MORE APPROPRIATE 

ACCOUNTING PROCEDURE, THE ACCRUAL OF THESE BENEFIT 
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EXPENSES BETTER MATCHES THE COST OF PROVIDING 

SERVICE TO CUSTOMERS WITH THE PERIOD IN WHICH THE 

SERVICE IS PROVIDED. BY ACHIEVING THIS MATCHING OF 

COSTS TO SERVICE PERIODS, THE ACCRUAL ACCOUNTING 

REQUIRED BY SFAS 112 IS EQUITABLE TO DIFFERENT 

GENERATIONS OF RATEPAYERS AND RESULTS IN A BETTER 

RATEMAKING PROCEDURE. 

PLEASE DESCRIBE YOUR BOND REFINANCING ADJUSTMENT. 

SINCE JANUARY 1, 1993, BELLSOUTH 

TELECOMMUNICATIONS, INC. HAS REFINANCED 

$1,760,000,000 IN LONG TERM DEBT. ASSOCIATED WITH 

THESE BOND REFINANCINGS, THE COMPANY HAS 

EXPERIENCED CALL PREMIUM AND OTHER REFINANCING 

EXPENSES OF $18,460,317 ON A FLORIDA INTRASTATE 

BASIS. I AM PROPOSING THROUGH THIS ADJUSTMENT THAT 

THE COMMISSION ALLOW SOUTHERN BELL TO OFFSET THE 

COST OF THE REFINANCING BY AMORTIZING THIS COST AT 

THE SAME RATE THAT INTEREST SAVINGS ARE ACCRUING TO 

THE COMPANY. USING THIS METHODOLOGY, THE COMPANY 

WILL ASSIGN $3,789,178 OF THE TOTAL $18,460,317 

FLORIDA INTRASTATE BOND REFINANCING COST TO 1993 

BUSINESS. THE 1993 EXPENSE AMOUNT WILL BE REPORTED 

ON THE SURVEILLANCE REPORT FOR 1993, BUT IS NOT 
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REFLECTED ON MY GOING LEVEL EARNINGS CALCULATION 

FOR 1994. THE 1993 COSTS ARE OFFSET BY AN EQUAL 

AMOUNT OF INTEREST SAVINGS WHICH ARE BEING REALIZED 

AND WILL BE REPORTED THROUGH THE CAPITAL STRUCTURE 

AND COST RATES SHOWN ON THE COMPANY’S SURVEILLANCE 

REPORTS FOR 1993. THE RESIDUAL AMOUNT OF BOND 

REFINANCING COSTS, $14,671,139, WOULD BE RECOVERED 

IN 1994 AND 1995 BUSINESS. SINCE COMPANY WITNESS 

WILLIAM KECK HAS REFLECTED THE FULL ANNUAL GOING 

FORWARD INTEREST SAVINGS FROM THESE REFINANCINGS IN 

THE COST RATES HE IS PROPOSING FOR USE IN THIS 

PROCEEDING, I HAVE ADJUSTED GOING LEVEL EXPENSE TO 

REFLECT $7,776,299 OF THE $14,671,139 RESIDUAL 

AMOUNT. THIS EXPENSE ADJUSTMENT MATCHES THE COST 

RECOGNITION FOR 1994 WITH THE RELATED INTEREST 

SAVINGS. 

WHAT IS YOUR HURRICANE ANDREW TRUE-UP ADJUSTMENT? 

THE COMPANY ACCRUED ESTIMATED INCREMENTAL 1993 

HURRICANE ANDREW EXPENSES IN 1992 BUSINESS. THIS 

ACCRUAL IS BEING REVERSED IN 1993 AND THEORETICALLY 

WOULD LEAVE THE 1993 BOOKED LEVEL OF EXPENSE, 

EXCLUDING THE AMORTIZATION OF HURRICANE EXPENSE, 

WITH NO INCREMENTAL IMPACT FROM THE HURRICANE. 
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NOW THAT SOME ACTUAL 1993 EXPENSES ARE AVAILABLE 

AND THE COMPANY HAS HAD TIME TO FURTHER STUDY THE 

IMPACT OF THE HURRICANE THROUGH STATISTICAL AND 

OTHER TECHNIQUES, REVISED ESTIMATES HAVE BEEN 

CALCULATED FOR THE 1992 AND 1993 IMPACTS OF THE 

STORM. THIS ADJUSTMENT RESTATES THE HURRICANE 

ANDREW EXPENSE AMORTIZATION AND RELATED RATE BASE 

IMPACTS FOR THE LATEST ESTIMATE OF THE STORM 

IMPACT. THE ADJUSTMENT IS AN INCREASE IN INTRASTATE 

TEST PERIOD EXPENSES OF $6,840,959.  

AT THE TIME THIS TESTIMONY IS BEING PREPARED, 

REPAIR EFFORTS FOR HURRICANE ANDREW DAMAGE, AS WELL 

AS THE OUTCOME OF INSURANCE CLAIMS FOR THE STORM 

DAMAGE, ARE NOT FINAL. ANY FURTHER TRUE-UP TO THE 

INCREMENTAL COST OF THE STORM WILL BE MADE AT THE 

TIME UPDATED TESTIMONY IS FILED. 

WHY ARE YOU INCLUDING AN ADJUSTMENT FOR THE 

DIFFERENCE BETWEEN 1993 AND 1994 DEPRECIATION 

REPRESCRIPTION AMOUNTS? 

THE 1993 FORECASTED TEST YEAR DATA WHICH IS SHOWN 

ON LINE 1 OF EXHIBIT WSR-2 PAGE 1, INCLUDES A LEVEL 
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OF DEPRECIATION EXPENSE WHICH IS CALCULATED USING 

THE DEPRECIATION RATES AND RECOVERY SCHEDULES 

AUTHORIZED BY THE COMMISSION FOR USE IN 1993. 

SINCE I AM ADJUSTING THE 1993 TEST YEAR DATA TO A 

GOING LEVEL 1994 BASIS, IT IS APPROPRIATE TO ADJUST 

THE TEST YEAR DEPRECIATION EXPENSE FOR AUTHORIZED 

CHANGES IN RECOVERY SCHEDULES OCCURRING IN 1994. 

THIS ADJUSTMENT DECREASES GOING LEVEL DEPRECIATION 

EXPENSE BY $17,650,000 AND INCREASES NET OPERATING 

INCOME BY $11,034,000. 

DESCRIBE THE COMPANY PROPOSALS INCLUDED IN YOUR 

NEXT ADJUSTMENT. 

THE COMPANY IS PROPOSING SEVERAL TARIFF CHANGES FOR 

APPROVAL IN THIS PROCEEDING. COMPANY WITNESS NANCY 

SIMS DESCRIBES THESE PROPOSALS IN DETAIL IN HER 

TESTIMONY. FOR PURPOSES OF THIS ADJUSTMENT I HAVE 

ASSUMED THAT THE FOLLOWING TARIFFS WILL BE APPROVED 

WITH AN EFFECTIVE DATE OF JULY 1, 1994. 

- EXPANDED LOCAL SERVICE PLAN 

- MESSAGE RATE RESTRUCTURE 

- HUNTING SERVICE TO FX SUBSCRIBERS 
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- SWITCHED ACCESS REDUCTION 

THROUGH THIS ADJUSTMENT I AM DECREASING GOING LEVEL 

TEST YEAR REVENUES FOR THE 1994 EFFECTIVE PORTION 

OF THESE TARIFF PROPOSALS. 

HOW DOES THE COMMISSION'S DECISION REGARDING A 

BROWARD COUNTY EAS PROPOSAL AFFECT YOUR TEST YEAR 

EARNINGS? 

IN ITS ORDER NO. PSC-93-0842-FOF-TL OF DOCKET NO. 

911034-TL, THE COMMISSION ORDERED THAT SOUTHERN 

BELL SHOULD IMPLEMENT AN ALTERNATIVE TOLL RELIEF 

PLAN FOR CERTAIN ROUTES IN DADE AND BROWARD 

COUNTIES. THIS ADJUSTMENT EVALUATES THE REVENUE 

DECREASE AND EXPENSE INCREASE RESULTING FROM THIS 

COMMISSION ORDER AND APPROPRIATELY ADJUSTS THE TEST 

YEAR GOING LEVEL EARNINGS AMOUNTS IN ANTICIPATION 

OF IMPLEMENTATION OF THE ORDER. 

PLEASE EXPLAIN YOUR NEXT ADJUSTMENT RELATED TO 

ATTRITION. 

THE ADJUSTMENT I HAVE USED FOR ATTRITION IS BASED 

ON A STUDY PERFORMED BY MR. MCCLELLAN ON BEHALF OF 
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THE COMPANY. THE METHODOLOGY WHICH HE UTILIZED IN 

CALCULATING THE AMOUNT FOR THIS ITEM IS INCLUDED IN 

HIS TESTIMONY. THE DATA WHICH MR. MCCLELLAN USED 

TO CALCULATE THE AMOUNT FOR ATTRITION WAS ADJUSTED 

TO REMOVE THE NEGATIVE EARNINGS IMPACTS FROM THE 

SUBSCRIBER PLANT FACTOR (SPF) AND DIAL EQUIPMENT 

MINUTES (DEM) JURISDICTIONAL SHIFTS BECAUSE THE 

IMPACT OF THESE SHIFTS REACHES ITS FINAL LEVEL IN 

1993. 

WHAT IS THE NATURE OF YOUR EIGHTH ADJUSTMENT? 

IN WITNESS DAVID B. DENTON'S TESTIMONY, THE COMPANY 

IS PROPOSING THAT THE COMMISSION ALLOW FOR THE 

ESTABLISHMENT OF A CASUALTY DAMAGE RESERVE. THIS 

ADJUSTMENT INCREASES TEST YEAR OPERATING EXPENSE BY 

$6 MILLION TO RECOGNIZE THE COMPANY'S PROPOSED 1994 

ACCRUAL TOWARD THIS RESERVE. 

PLEASE DESCRIBE THE FINAL ADJUSTMENT FOR 

EXTRAORDINARY RETIREMENTS. 

THE COMPANY IS PROPOSING IN MR. DENTON'S TESTIMONY 

THAT THE DEPRECIATION RESERVE IMPACT CAUSED BY THE 

EXTRAORDINARY RETIREMENTS FROM HURRICANE ANDREW BE 
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OFFSET TO EXPENSE IN 1993. THIS ADJUSTMENT 

RECOGNIZES THAT IF THIS PROPOSAL IS ADOPTED, THE 

GOING LEVEL RATE BASE FOR THE COMPANY WILL BE LOWER 

BY THE AMOUNT OF THIS EXPENSE ENTRY. 

ARE THE REMAINING ADJUSTMENTS TO INTRASTATE 

OPERATIONS SIMILAR TO TRADITIONAL COMMISSION 

ALLOWANCES AND DISALLOWANCES REPORTED BY THE 

COMPANY ON SURVEILLANCE REPORTS? 

YES. THE REMAINING ADJUSTMENTS ARE OF THE TYPE 

REPORTED BY THE COMPANY ON A RECURRING BASIS. A 

BRIEF DESCRIPTION OF EACH ADJUSTMENT IS PROVIDED ON 

EXHIBIT WSR-2 PAGES 3 THROUGH 7 .  

PLEASE SUMMARIZE YOUR CALCULATIONS OF ADJUSTED 

INTRASTATE RATE BASE AND INTRASTATE NET OPERATING 

INCOME. 

AS SHOWN ON EXHIBIT WSR-2, PAGE 1 ,  I BEGAN WITH THE 

COMPANY’S AVERAGE 1993 FORECASTED INTRASTATE RATE 

BASE OF $4,150,119,000 AND INTRASTATE NET OPERATING 

INCOME OF $389,166,000. I THEN ADJUSTED THESE 

AMOUNTS FOR THE SPECIFIC ITEMS LISTED TO DERIVE ON 

PAGE 2 AN ADJUSTED INTRASTATE RATE BASE OF 
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$4,057,462,000 AND ADJUSTED INTRASTATE NET 

OPERATING INCOME OF $372,338,000. THE COMPANY'S 

RESULTING RETURN ON RATE BASE IS, THEREFORE, 9.18% 

WHICH EQUATES TO A 13.81% RETURN ON EQUITY. 

EARNINGS CONSEQUENCES ASSOCIATED WITH EXTENDING 

THE INCENTIVE SHARING PLAN 

MR. REID, WOULD YOU EXPLAIN THE EARNINGS ISSUES 

SURROUNDING THE COMPANY'S PROPOSAL TO CONTINUE TO 

BE REGULATED UNDER ITS CURRENT INCENTIVE SHARING 

PLAN? 

YES. SOUTHERN BELL IS CURRENTLY REGULATED UNDER 

THE INCENTIVE PLAN CRITERIA ESTABLISHED IN DOCKET 

NO. 880069-TL. THE BASIC STRUCTURE OF THIS PLAN IS 

CENTERED ON A RANGE OF ALLOWABLE RATES OF RETURN ON 

EQUITY (ROE) FROM A LOW POINT OF 11.5% TO A MAXIMUM 

OF 16%. IF THE COMPANY'S EARNINGS REACH 14% ROE 

FOR A CALENDAR YEAR, A SHARING CALCULATION IS 

ENGAGED WHERE 60% OF THE EARNINGS IN EXCESS OF A 

14% ROE ARE DESIGNATED AS RATEPAYER AMOUNTS AND ARE 

SUBJECT TO DISPOSITION BY THE COMMISSION. IF THE 

COMPANY'S EARNINGS SHOULD REACH 16% ROE ON AN AFTER 

SHARING BASIS, (I.E., CONSIDERING THE EARNINGS 
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REQUIRED TO REACH A 14% ROE AND THE 40% OF EARNINGS 

OVER 14% RETAINED BY THE COMPANY), THE EARNINGS 

WOULD BE CAPPED AT THAT POINT AND ANY ADDITIONAL 

AMOUNTS WOULD BE DESIGNATED FOR RATEPAYERS. 

IN ADDITION, THE PLAN CALLS FOR THE IDENTIFICATION 

AND DISPOSITION OF 1) THE IMPACT OF ALL TARIFF 

INCREASES AND DECREASES, 2) EXOGENOUS EARNINGS 

IMPACTS WHICH AMOUNT TO $3 MILLION OR MORE IN 

REVENUE REQUIREMENTS, 3) THE EARNINGS IMPACT OF 

MAJOR TECHNOLOGICAL CHANGES AND 4 )  THE EARNINGS 

IMPACT OF DEBT REFINANCING. ONLY THOSE TARIFF 

CHANGES AND EXOGENOUS ITEMS WHICH WERE NOT INCLUDED 

IN THE INITIAL EARNINGS CALCULATIONS FOR 

RATESETTING PURPOSES IN DOCKET NO. 880069-TL NEED 

TO BE IDENTIFIED AND REPORTED. THE EFFECTS OF ALL 

FOUR OF THESE EARNINGS IMPACTS, BOTH POSITIVE AND 

NEGATIVE, ARE NETTED AGAINST EACH OTHER ON A 

CALENDAR YEAR BASIS. IF THE NET EFFECT OF ALL 

THESE ITEMS IS AN INCREASE IN CALENDAR YEAR 

EARNINGS, THIS INCREASE IS DESIGNATED AS RATEPAYER 

AMOUNTS SUBJECT TO DISPOSITION BY THE COMMISSION. 

IF THE NET EFFECT OF ALL THESE ITEMS IS A DECREASE 

IN CALENDAR YEAR EARNINGS, THE COMPANY ABSORBS THE 

LOSS FOR THAT CALENDAR YEAR. THE COMPANY HAS THE 
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OPTION OF FILING FOR INDIVIDUAL TARIFF CHANGES 

WHICH WOULD, IF ADOPTED, HELP OFFSET THE NEGATIVE 

IMPACTS OF THESE ITEMS. 

TO FACILITATE THE ADMINISTRATION OF THE PROCESS FOR 

SETTING THE EARNINGS IMPACTS OF ALL THESE ITEMS, 

THE COMPANY HAS BEEN REQUIRED TO REPORT EACH MONTH 

WITH ITS SURVEILLANCE REPORT THE EARNINGS IMPACT OF 

EACH OF THESE ITEMS AS WELL AS THE NET TOTAL. THE 

TRACKING REPORT FOR THESE ITEMS HAS COMMONLY BEEN 

REFERRED TO AS THE “BOX”. ITEMS WHICH MEET THE 

CRITERIA OF DOCKET NO. 880069-TL FOR SPECIAL 

EARNINGS TREATMENT ARE SAID TO BE INCLUDED IN THE 

BOX AND ARE TRACKED WITH THE MONTHLY SURVEILLANCE 

REPORT. 

AS SOUTHERN BELL WITNESS DAVID B. DENTON EXPLAINED 

IN HIS TESTIMONY, THE COMPANY IS PROPOSING A 

CONTINUATION OF THE INCENTIVE SHARING PLAN 

ESTABLISHED THROUGH DOCKET NO. 880069-TL. THIS 

PROPOSAL MEANS THAT FROM AN EARNINGS STANDPOINT, 

THE INCENTIVE PLAN CRITERIA I HAVE JUST DESCRIBED 

WOULD BE CONTINUED FOR 1993 AND THEREAFTER, UNTIL 

FURTHER MODIFIED BY THE COMMISSION. 
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DO YOU HAVE AN EXHIBIT THAT REPORTS THE STATUS OF 

THE EXOGENOUS ISSUES AND OTHER BOX ITEMS FOR 1992 

AS WELL AS THE ANTICIPATED STATUS OF THESE ISSUES 

FOR 1993 AND 1994? 

YES. MY EXHIBIT WSR-3, ENTITLED "REPORT OF RATE 

CHANGES/EXOGENOUS FACTORWDEBT 

CHANGES/TECHNOLOGICAL CHANGES", WAS PREPARED TO 

DEMONSTRATE THE CURRENT STATUS OF THE EXOGENOUS 

ISSUES AND OTHER BOX ITEMS. I WILL SUBSEQUENTLY 

REFER TO THESE ISSUES AS A GROUP USING THE TERM 

EXTERNAL FACTORS. 

PLEASE EXPLAIN YOUR EXHIBIT WSR-3. 

THE FIRST COLUMN OF THIS EXHIBIT LISTS EACH 

OUTSTANDING ITEM THAT SHOULD BE TRACKED ACCORDING 

TO THE COMMISSON'S DEFINITIONS AND CRITERIA 

OUTLINED IN ORDER NO. 20162 OF DOCKET NO. 

880069-TL. THE SECOND COLUMN HEADED "1992 AMOUNTS" 

REPORTS THE 1992 REVENUE REQUIREMENT IMPACT FOR 

EACH OF THE EXTERNAL FACTORS LISTED IN COLUMN 1 AND 

CALCULATES A NET TOTAL. THE FACT THAT THE 1992 NET 

TOTAL IS A NEGATIVE $2.5 MILLION INDICATES THAT 

WHEN ALL EXTERNAL FACTORS ARE CONSIDERED THE EFFECT 
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IS A LOWERING OF THE COMPANY'S EARNINGS FOR 1992. 

PER THE DOCKET NO. 880069-TL CRITERIA FOR THE 

INCENTIVE SHARING PLAN, THE COMPANY WILL ABSORB 

THIS EARNINGS LOSS FOR 1992. 

THE THIRD COLUMN OF EXHIBIT WSR-3, ENTITLED 

"ESTIMATED 1993 AMOUNTS", REPORTS THE CURRENT 

STATUS OF ALL EXTERNAL FACTORS ANTICIPATED AT THIS 

TIME FOR 1993. I HAVE LISTED THE TAX PROPOSALS 

ASSOCIATED WITH PRESIDENT CLINTON'S DEFICIT 

REDUCTION PLAN AS AN ITEM BECAUSE IT WILL MEET THE 

CRITERIA FOR AN EXOGENOUS ITEM UNDER THE INCENTIVE 

SHARING PLAN. HOWEVER, SINCE THIS TAX LEGISLATION 

HAS NOT YET PASSED CONGRESS, I AM NOT ABLE TO 

QUANTIFY ITS IMPACT AT THIS TIME. WHEN MY 

TESTIMONY IS UPDATED FOR ACTUAL RESULTS, I WILL 

ALSO UPDATE THE STATUS OF THE ISSUES REPORTABLE ON 

WSR-3. AT THIS TIME I HAVE SHOWN ON THE EXHIBIT AN 

ACCRUAL TO THE INSURANCE RESERVE FOR THE AMOUNT 

REQUIRED TO BRING THE EARNINGS IMPACTS FROM 

EXTERNAL FACTORS BACK TO ZERO. 

THE FINAL COLUMN OF WSR-3 REPORTS THE ANTICIPATED 

STATUS OF EXTERNAL FACTOR IMPACTS ON 1994 EARNINGS. 

AS THIS REPORT DEMONSTRATES, EXTERNAL ITEMS RESULT 
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IN A NET INCREASE IN THE COMPANY'S EARNINGS FOR 

1994. IF THE STATUS OF THE BOX ITEMS DOES NOT 

CHANGE UNTIL 1995 WHEN THE FINAL CALCULATION OF 

1994 RESULTS ARE COMPUTED, THIS NET INCREASE WOULD 

THEN BE SUBJECT TO DISPOSITION BY THE COMMISSION. 

WOULD YOU PLEASE DESCRIBE EACH EXTERNAL FACTOR 

LISTED AND EXPLAIN ITS EFFECT ON EACH COLUMN? 

YES. AS STATED PREVIOUSLY, THE FIRST FACTOR, 

EXISTING ISSUES, REPORTS THE NET VALUE OF ALL 

ISSUES REPORTED ON THE 12/31/92 SURVEILLANCE 

REPORT. THE DETAIL FOR THOSE ITEMS IS SHOWN ON 

EXHIBIT WSR-4, APPENDIX NO. 1 PAGE 15 AS PART OF 

THE 1992 SURVEILLANCE REPORT. SIMILAR BALANCES FOR 

1993 AND 1994 ARE SHOWN AS ZERO. THIS IS BECAUSE 

WE EXPECT THE IMPACT OF ONE OF THE ITEMS, THE 

DEPRECIATION INCREASE DUE TO USOAR DOCKET, TO 

SIGNIFICANTLY DECREASE IN 1993. ONE OF THE RESULTS 

OF THE USOAR DOCKET WAS TO INCREASE DEPRECIATION 

EXPENSE IN THE NEAR TERM BY ESTABLISHING 

AMORTIZATION OF THE EMBEDDED BASE OF CERTAIN 

ASSETS. IN 1992, THE AMORTIZATION OF THOSE ASSETS 

WITH FIVE YEAR AMORTIZATIONS ENDED. THEREFORE, 

1993 DEPRECIATION EXPENSE WILL BE LOWER. WE 
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ESTIMATE THAT THIS WILL ESSENTIALLY OFFSET THE 

IMPACT OF ALL OTHER EXISTING ISSUES IN 1993 AND 

1994. 

DO YOU HAVE A SPECIFIC PROPOSAL FOR THESE EXISTING 

ISSUES? 

YES. THE COMPANY PROPOSES THAT, FOR ADMINISTRATIVE 

EASE, THESE EXISTING ISSUES NO LONGER BE REQUIRED 

TO BE REPORTED ON THE SURVEILLANCE REPORT. THEY 

HAVE BEEN REPORTED, IN SOME CASES, FOR AS LONG AS 

FIVE YEARS. WE FEEL THAT, SINCE THEY ARE EXPECTED 

TO ESSENTIALLY NET TO ZERO FOR 1993 AND 1994, THAT 

THEY SHOULD BE DROPPED AND NO LONGER REPORTED. 

WHAT IS THE NEXT EXTERNAL FACTOR ON THE REPORT? 

THE NEXT EXTERNAL FACTOR LISTED, RATE DECREASES, 

CONSISTS OF THE DADE/BROWARD ALTERNATIVE TOLL 

RELIEF PLAN WHICH HAS BEEN ORDERED BY THE 

COMMISSION AND THE COMPANY RATE PROPOSALS WHICH ARE 

BEING MADE IN THIS PROCEEDING. COMPANY WITNESS 

NANCY SIMS DESCRIBES THE COMPANY'S RATE PROPOSALS 

IN HER TESTIMONY. THESE RATE REDUCTIONS IMPACT 

1993 AND 1994 AND REDUCE REVENUES BY $0.3 AND $14.8 
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1 MILLION, RESPECTIVELY. RATE INCREASES AND 

2 DECREASES ARE REQUIRED TO BE REPORTED BY ORDER NO. 

3 20162 IN DOCKET NO. 880069-TL. 
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5 Q. PLEASE DESCRIBE THE SECTION OF THE EXHIBIT WHICH 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

2 4  

25 

CONTAINS THE EXOGENOUS FACTORS. 

A. THE FIRST EXOGENOUS FACTOR SHOWN IS THE RESULT OF 

THE COMMISSION'S ORDER NO. PSC-93-0462-FOF-TL IN 

DOCKET NO. 920385-TL DATED MARCH 25, 1993 WHICH SET 

SOUTHERN BELL'S DEPRECIATION RATES AND SCHEDULES. 

IT REFLECTS OUR CALCULATION THAT THESE RATES 

REDUCED THE COMPANY'S REVENUE REQUIREMENTS BY 

$13.2, $25.7 AND $38.8 MILLION IN 1992, 1993 AND 

1994, RESPECTIVELY. THIS ITEM IS REQUIRED TO BE 

REPORTED ON THE SURVEILLANCE REPORT IN ACCORDANCE 

WITH ORDER NO. 20162 IN DOCKET NO. 880069-TLI AS A 

REGULATORY ACTION AFFECTING DEPRECIATION. 

THE NEXT EXOGENOUS FACTOR IS THE IMPACT OF SFAS 112 

WHICH I HAVE PREVIOUSLY DISCUSSED REGARDING ITS 

IMPACT ON 1994 EARNINGS. IT REPRESENTS THE IMPACT 

OF THE ACCRUAL FOR THESE ADDITIONAL COSTS IN 1994. 

THIS ITEM IS ALSO PROPERLY LISTED AS EXOGENOUS AS A 

RESULT OF ORDER NO. 20162. 
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THE HURRICANE EXTRAORDINARY RETIREMENT RECOGNITION 

REPRESENTS THE PLANT INVESTMENT REPLACED AND 

RETIRED AS A RESULT OF HURRICANE ANDREW WHICH WAS 

NOT CONSIDERED WHEN DEPRECIATION RATES WERE RESET. 

THE COMPANY PROPOSES IN WITNESS DENTON'S TESTIMONY 

THAT THIS BE USED TO OFFSET PART OF THE REDUCTION 

IN DEPRECIATION FROM ORDER NO. PSC-93-0462-FOF-TL 

IN 1993. SHOULD THE COMMISSION APPROVE THIS 

PROPOSAL THEN IT WOULD QUALIFY FOR INCLUSION ON THE 

REPORT AS AN EXOGENOUS ITEM AS A RESULT OF 

REGULATORY ACTION. 

THE ACCRUALS TO ESTABLISH CASUALTY LOSS RESERVES 

REPRESENT USE OF THE REMAINING FUNDS IN 1993 AND A 

PORTION OF THE REMAINING FUNDS IN 1994 FOR 

ESTABLISHMENT AND FUNDING OF A RESERVE FOR 

CATASTROPHIC LOSSES FROM HURRICANES AND SIMILAR 

OCCURRENCES. THE ESTABLISHMENT OF SUCH A RESERVE 

IS PROPOSED IN THE TESTIMONY OF COMPANY WITNESS 

DENTON. THIS ITEM ALSO QUALIFIES AS A REGULATORY 

ACTION SHOULD THE COMMISSION APPROVE THE COMPANY'S 

PROPOSAL. 

THE FINANCIAL IMPACTS ASSOCIATED WITH THE NEXT 
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EXOGENOUS FACTOR, PRESIDENT CLINTON'S TAX PLAN, ARE 

UNKNOWN AND NOT MEASURABLE AT THIS TIME. WHEN MORE 

INFORMATION IS KNOWN ABOUT THE IMPACT OF THIS 

LEGISLATION WE WILL UPDATE THE REPORT TO SHOW THE 

IMPACT ON SOUTHERN BELL. THIS ITEM QUALIFIES FOR 

INCLUSION AS A GOVERNMENTAL TAX CHANGE PER ORDER 

NO. 20162. 

DOES THE NEXT EXTERNAL ITEM, DEBT REFINANCING, 

QUALIFY FOR INCLUSION ON THE REPORT? 

YES. REFINANCING HIGHER COST DEBT IS SPECIFICALLY 

REQUIRED TO BE INCLUDED ON THE REPORT BY ORDER NO. 

20162. IN THE CASE OF THE REFINANCINGS REFLECTED 

HERE, WE ARE REQUESTING THAT THE BOND RECALL 

EXPENSES BE AMORTIZED AT THE SAME RATE AS INTEREST 

SAVINGS ARE INCURRED, THUS HAVING NO NET IMPACT ON 

REVENUE REQUIREMENTS. 

WHAT ABOUT THE CATEGORY OF MAJOR TECHNOLOGICAL 

CHANGES? ARE THESE ALSO REQUIRED? 

YES. HOWEVER, TO DATE NONE HAVE BEEN IDENTIFIED 

AND NONE HAVE BEEN REPORTED. 
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r- 1 Q. BASED ON THE REPORT OF EXTERNAL FACTOR IMPACTS YOU 

2 HAVE PROVIDED WITH YOUR EXHIBIT WSR-3, WHAT DOES 

3 THIS INDICATE REGARDING THE COMPANY'S EARNINGS IN 

4 1992, 1993 AND 1994? 
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6 A. THE CALCULATION OF NET IMPACT OF EXTERNAL FACTORS 
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ON THE COMPANY'S EARNINGS, AS SHOWN ON WSR-3, 

INDICATES THAT THE LEVEL OF EARNINGS WHICH THE 

COMPANY HAS ACHIEVED FOR 1992 AND WILL ACHIEVE IN 

1993 AND 1994 ARE OR WILL BE DUE TO THE COMPANY'S 

OWN EFFORTS AND NOT DUE TO EXTERNAL FACTORS. NO 

REFUNDS OR RATE REDUCTIONS ARE THEREFORE NECESSARY 

OR CONTEMPLATED UNDER THE CRITERIA OF THE INCENTIVE 

SHARING PLAN FOR EXTERNAL FACTORS IN THESE YEARS. 

THE 1993 AND 1994 FINAL CALCULATIONS FOR EXTERNAL 

FACTORS WILL OF COURSE BE PREPARED AFTER THE CLOSE 

OF THOSE RESPECTIVE CALENDAR YEARS. THIS STATUS 

REPORT REGARDING 1993 AND 1994 MERELY REPRESENTS A 

CURRENT LOOK AT THE ISSUES THAT ARE OUTSTANDING AT 

THIS TIME. 

22 Q. DOES THIS CONCLUDE YOUR TESTIMONY? 

23 

24 A. YES. 

25 
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I-TATE REVENUE i 

DEPRECIATION EXPENSE ~ 

OTHER EXPENSE L TAX 
TOTAL EXPENSES 

IMCOUE TAXES 

NET OPERATING INCOUE 

PUNT m SERVICE 
DEPRECIATION RESERVE 
NET PLANT 
OTHER INVESTUENTS 
RATEEASE 

$50o.~a i 

07.10 
258.65 
ass.72 

46.53 

08.41 

1250.07 

958.88 
14.88 

071.52 

soa.ai 

wai.82 

109.61 
260.08 
360.58 

21.45 

01.80 

1356.32 
410.40 
oia.as 

(*.+a 
931.31 

$474.07 

117.13 
257.11 
574.24 

19.59 

81.15 

1172.42 
498.45 

8.24 
a7s.07 

m . 2 1  

................... . . . . . . .  
RETURN REOUIRED $408,410 $418.446 

ACTUAL RETURN 005.758 578.450 
DIFFERENCE 12.881 SO.908 
EXPANSION FACTOR 0.8070a o.60~0~14 

ADDl7lONAL REVENUE 20.825 88.100 

REVENUE REOUIREUENT 2.137.754 2.521.235 

REVENUE REOJACC-LN. .,,, , ,,, , ,, 495.88 497.71 



PPSC EXHIBIT NUMEOR- 

REID EXHIBITWSR-I 
COST OP SERVICE TREND 
PAOE 2 OP 4 

PPSC DOCKET )ZOZ~O-TL 

TRENDS IN PLORIDA FINANCIAL STATISTICS- 
COMMISSION ADJUSTED ACHIEVED BASIS 

SOUTHERN BELL TELEPHONE & TELEORAPH COMPANY 
TRENDS IN PLORIDA REVENUE REQUIREMENTS 1984 - 1992 &WO) 

I 1984 19a5 19a6 1987 i m a  1919 1990 1991 1992 IsW 

INTRASTATE REVENUE $1.840.584 $1.745.768 $1.858.705 $1.935.421 $2.084.116 $2.077.064 $2,186.520 $2.222.071 $2.292.370 

DEPRECIATION EXPENSE 232.628 240.325 310.125 378.889 474.955 475.458 602.902 544.815 555.778 
OTHER EXPENSEA TAX 017.374 eeo.oa3 004.815 i.oo6.932 1.100.627 1.116.soz i.is3.ia4 1.108.038 i,z8a,s.s7 
TOTAL EXPENSES i.is0.200 i.zio.soa 1.304.040 i.sas.801 i.584.582 1.590.760 1.6~8.086 1,740.asi 1.822.343 

INCOUE TAXES 171,984 101.110 io2.ao3 167.565 ioi.e.21 o9.806 112.877 95.911 111.357 

NET op.mAnNo INCOUE 527.380 ~ 4 4 . ~ 5 0  ss6.06~ ~ 8 2 . 0 s ~  877.712 388.408 507.757 aab.~os 358.670 

PLANT IN SERVICE 5.133.751 4.1~8.684 4.553.257 4.052.448 5.453.478 s.oos.614 6.308.676 8.480.407 6.748.888 
DEPRECIATION RESERVE 589.886 723.586 909.736 1.107.407 1.519.283 1.896.8811 2.236.972 2.324.055 2,668,217 
NET PLANT 3.244.075 3.455.298 3.843.521 3.755.039 3.934.193 4.008.726 4.069.708 4.138.352 4.060.480 
OTHER INVESTHENTS a0.535 183.0~5 ioz.580 57.643 80.180 62.244 74.87a 20.048 (34,447) 
RATEBASE 3,333,406 a . s g g . z ~ ~  s.748.110 s.6iz.662 4.003.382 4.o70.070 4.i44.sa4 4.185.400 4.04e.022 

AVERAGEACCESS LINES 3.320.370 a.48o.zis a.863.051 5,682,952 4.008.320 4.310.080 4.511.604 4.683.857 4.823.234 

INTRASTATE REVENUE 

DEPRECIATION a P E N S E  
OTHER EXPENSE A TAX 
TOTAL W E N S E S  

INCOUE TAXES 

NETOPERATINQ INCOUE 

PLANT INSERVICE 
DEPRECIATION RESERVE 
NETPUNT 
OTHER INYESTUENTS 
RATEBASE 

$601 .63 ~ 

71.64; 
276.13; 
547.77 ~ 

54.91 : 

98.95 

1194.05 
207.88 
987.09 
47.10 

1031.20 

. . . . . . . . . . ________ . . . . . . . . . . . . . . . . . . . . . . . 
$478.44 

118.82 
258.45 
373.28 

20.56 

82.82 

i3as.21 
40a.31 
886.00 

e.03.12 
8.23 

RETURN REOUIRED $540,874 $570.710 $571,752 $376,610 $405.139 $412.708 S422Z55 $425.621 $412.804 
ACTUU REWRN a27.z.10 a44.550 ~ s 6 . 0 8 ~  382.0~5 5 n . 7 i 2  568.4oa 597.757 385.300 556.670 

DIFFERENCE 10.204 26.570 ie.t70 (5.456) 25.427 26.206 24.576 38.512 54.024 

ADDrTlONAL REVENUE a1352 s2.ois so.sas (6.186) 4 i . m ~  43.255 40.56~ 83.517 69.522 
DIPAUSION FACTOR 0.50508 0.49635 0.49841 0.55548 0.8093 0.60798 0.80180 0 605014 0.6046283 

RMNUEREOUIREUENT 1,701,ZW 1,815.174 1.910.498 1.951.621 1,150,505 2.151.329 2.256.672 2.525.329 2.420.130 
REVENUE REOACCLN. 610.08 521.20 522.88 502.50 520.10 499.03 495.74 406.51 501.63 
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PPSC DOCKET 920260-TL 

COST OP s a w m  TREND INTRASTATE ACHIEVED AMOUNTS 
ADJUSTED POR CONSTANT DEPRECIATION 

TRENDS IN FLORIDA REVENUE REQUIREMENTS 1984 - 1992 
SOUTHERN BELL TELEPHONE &TELEGRAPH COMPANY 

(000) 

io84 1085 1986 1987 1088 1989 1000 1991 1992 

INTRASTATE REVENUE 

DEPRFCIATION EXPENSE 
OTHER FXPFNSE 6 TAX 
TOTAL IZWFNSFS 

INCOME TAXES 

NET OPERATINQ INCOUE 

PUNT IN SERVICE 
DEPRECIATION RESERVF 
NET PLANT 
OTHER INVFSTUENTS 
RATFBASE 

$sai.ea 

98.46 
271.ia 
574.89 

41.78 

85.26 

1194.95 
245.14 
949.11 

996.91 
47.10 

._ 
$491.44 

105.10 
259.52 
564.42 

30.00 

94.12 

i z 7 s . 4 ~  
574.55 
ooi.ia 

e1o.00 
14.90 

_____---- . . . . . . . . . . . . . . . . . 
$481.11 

112.88 
256.71 
m . 5 0  

22.18 

88.04 

1569.90 
498.17 
871.73 

i4.44 
886.17 

---- ---- . . ... . 
$476.44 

114.14 
256.45 
570.59 

21.57 

14.28 

1185.21 
555.55 
829.65 
6.23 

835.88 

RETURN REouinED 
ACTUAL RETURN 
DFFFRENCE 
EXPANSION FACTOR 
ADDITIONAL REVENUE 
REVENUE REOUIRFUFNT 
REVENUE RE0JACC.LN. 

$557.556 $587.570 $396.470 
296.715 379.534 501.091 

60.645 7.842 5.379 
0.40ass 0.607ea 0.60saa4 
121.687 12.808 5.584 

1.882.646 z.120.072 2.267.SO6 
540.9e 491.99 4ae.21 
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FLORIDA INTRASTATE REVENUE REQUIREMENT PER AVG ACCESS LINE 

1M4 1DBs 19W 11117 1- 1- 19w lo91 1992 4m 

Y W  

IilPASTAlE WHINED. AMOUNTS 

1w 1B5 19W 1 CU7 != 1- ((90 lo91 loo2 a 

Y U  



1 
1 
3 1  
4 
5 1  
6 
7 3  
8 
9 4  
10 
11 

13 
14 
15 
16 
17 
10 6 
19 
10 7 

11 0 
13 

11 5 

ai 

14 9 
15 
19 10 
30 
31 11 
3 1  

34 
1s 11 
1 6  
37 14 
38 
39 15 
40 
41 16 

33 11 

4 1  

8,1115 0 

0 
0 
0 

(110,451) 

(1,000) 

(18,698) 

5,144 

(16.604) 

10,117 

0 

0 

0 

0 

1.361 
174 

(4.911) 

(4,719) 

959 

0 

0 

?91 

0 

0 

1,475 

(73) 

0 

L Awrt. 

531,178 

0 

0 

0 

_ _ _ _ _ _ - - - _  

117,650) 

0 

4,175 

0 

0 

0 

0 

0 

0 

b TU.. 

1,166,481 

14,1180 

7,776 

6,841 

_____- -_-_  

0 

917 
19 

2 
(67) 

5,435 

(io.7a9) 

6.000 

0 

0 

0 

0 

PO 

(1) 

0 

TU.. 

111.114 

( 5 , 5 9 9 )  

_ _ _ _ _ _ _ _ _ _  

(1 .916)  

(1,574) 

6.616 

(353) 
505 

64 
(1.813) 

(3 .8aa )  

3. 9oa 

( 1 , 1 5 8 )  

0 

87 

0 

0 

547 

0 

(17) 

0 

- -____- - - -  

691 

0 

(1.736) 

( 8 1 0 )  

0 
D 
0 
0 

0 

10.161 

179 

1,717 

(478) 

1,543 

(1.869) 

0 

0 

0 

0 

T o t a l  
NO1 

Xff.Et _________. 

18.589) 

(4.050) 

(7,003) 

io.114 

1584) 
037 
107 

(1,021) 

(6,311) 

13,071 

(3,464) 

1,737 

117 

1,543 

(1,869) 

907 

0 

(45) 

0 

i4.m 

0,019 

11,578 

(16,808) 

966 
11,384) 
(177) 

4,995 

10.470 

(11,915) 

5,716 

( 2 . 8 1 1 )  

(375) 

( 1 . 5 5 0 )  

3,090 

(1.500) 

0 

74 

0 



43 
4 4  
45  
46 
4 7  
4 1  
4 9  
50  
5 1  
51 
53 
54 
55 
56 
57 
5 1  
5 9  
60 
Sl 
61 
6 1  
64 
65 
66 
67 
66 
69 
7 0  
71 
71 
73 
74 
75 
76 
77 
78 
79 
80 
81 

13 
84 

8a 
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P 

Southern Bell 
Intrastate Rate Base and Net Operating Income Adjustments 

1. Imvlementation of SFAS 112: 
The accountins vronouncement SFAS 112, "Emplovers' 
Accounting fo; Post Employment Benefits" requires accrual 
accounting for certain postemployment benefits that are not 
covered under SFAS 106, q'Employers' Accounting for 
Postretirement Benefits other than Pensions". This 
adjustment reflects the Company proposal to expense the 
impact of initial adoption of SFAS 112 in 1994 business. 

2. Imvact of 1993 Bond Refinancinas: 
This adjustment amortizes the cost of 1993 bond refinancings 
at the same rate that interest savings are accruing to the- 
Company. For 1993, the proforma adjustment to include the 
interest savings net of bond costs nets to zero. The 
adjustment of $7.8 million reflects the additional bond cost 
for 1994; the corresponding interest savings is included in 
the going level cost rates in the capital structure. 

3. Hurricane Expense True-uv: 
This adjustment restates the Hurricane Andrew expense 
amortization for the latest estimate of the impact of the 
storm. 
costs associated with the storm and an increase in the 
related amortization expense from these deferrals. 

The primary impacts are an increase in the deferred 

4. Cavital Recoverv Chancres: 
This adjustment quantifies the impacts of amortizations 
which are scheduled to expire in 1994. The adjustment 
reduces going level expense by the difference between 1993 
and 1994 amortizations. 

5. Comvanv Provosal: 

This adjustment adjusts test period revenues and expenses 
for the tariff changes that Southern Bell is proposing in 
this proceeding. The specific changes included are 1) 
Expanded Local Service Plan; 2) Switched Access rate 
reduction; 3) Message Rate Restructure; and 4) Hunting on 
FX. A description of these changes is included in Company 
Witness Nancy Sims' testimony. 
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6. Alternative Toll Relief Plan: 
In its Order No. PSC-93-0842-FOF-TL of Docket No. 
911034-TL, the Commission ordered that the Company should 
implement an alternative toll relief plan for certain routes 
in Dade and Broward Counties. This adjustment evaluates the 
revenue decrease resulting from this Commission Order and 
appropriately reduces the test year going level revenue 
amounts in anticipation of implementation of the Order. 

7. Attrition: 
This adjustment reflects the results of a study performed by 
Company Witness John McClellan related to the earnings trend 
of the Company. Mr. McClellan's study determines the 
expected revenue requirement improvement for the Company in 
1994 relative to 1993 results. 

a. Casualty Damaqe Reserve Accrual: 
This adjustment reflects the Company proposal to accrue $6 
million of expense per year beginning in 1994 to a reserve 
for casualty damages. 
rate base as part of cash working capital. 

The reserve balance is included in 

9. Extraordinary Retirements Exwense: 
This adjustment recognizes the rate base impact of expensing 
the undepreciated value of plant which was retired as a 
result of Hurricane Andrew damage. The Company is proposing 
to expense this amount in 1993. Therefore, the rate base 
impact is the only going level adjustment. 

10. Excess Pluq-In Units: 
This adjustment reduces rate base for the excess inventory 
of plug-in units over a 30-days supply on hand. 
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11. WECO Tax Credits: 
Per Docket No. 820376-TP. Rule No. 25-14.010, the Florida 
Commission requires deferred taxes on intercompany 
transactions to be treated as zero cost capital instead of 
as a rate base reduction. To comply, this adjustment: (a) 
restores the original surviving Western Electric Company 
(WECO) taxes to plant accounts, (b) establishes a deferred 
tax account balance representing the unamortized WECO tax, 
and (c) adjusts the depreciation reserve by the cumulative 
WECO tax restoral. 

12. Bellcore Investment & Dividend: 
An adjustment to include Florida's share of the Eellcore 
dividgnd in income and Bellcore investment in rate base was 
previously included in the BellSouth Services, Inc. 
adjustments on the Company's Surveillance Reports. Since 
the corporate reorganization effective January 1, 1992, 
Bellcore stock is owned directly by BellSouth 
Telecommunications, Inc. Therefore, for 1992 and forward, a 
specific adjustment for the Bellcore dividend and investment 
is required. 

13. Out-of-Period Revenue and Settlements (IndeDendent Companvl: 
This adjustment is made to exclude revenue and settlement 
amounts-with independent companies budgeted for the test 
year that are applicable to prior periods. 

14. Yellow Paae Profits: 
Per FPSC Rule No. 25-4.0405, a computation is made to 
determine whether any directory advertising revenues are 
required to be excluded from regulated income. Because 1993 
gross profits are projected to be less than the 1982 
adjusted amount, no adjustment is required. 

15. -: 
In Docket No. 820294. Order No. 12221, the Florida 
Commission (FPSC) ruied that the net gain on sales of 
property upon disposition should be recorded above the line 
for rate making purposes. 
year average was appropriate to smooth out the erratic 
nature of these sales. This adjustment is made to comply 
with the FPSC order. 

The FPSC determined that a five 
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16. Income Related to Temvorarv Cash Investments: 
This adjustment is in compliance with Docket No. 820294, 
Order No. 12221, in which the FPSC ruled that interest 
income related to temporary cash investments should be moved 
above the line for rate purposes. 

17. Interest Reconciliation & AFUDC Debt: 
This adjustment is made to reconcile booked interest to the 
interest calculated on the debt components of capital 
structure. The adjustment is for the tax effect of the 
difference in the interest amounts. 

18. Interest Imputation: 
This adjustment imputes a hypothetical interest amount and 
resulting tax savings to the investment credit component of 
capital structure. The unamortized investment tax credit 
component is multiplied by the weighted cost of long term 
debt to determine the interest portion and then the 
appropriate tax factors are applied to determine the tax 
impact. This adjustment is in accordance with prior 
Commission treatment for this issue. 

19. Lobbvins Exvense: 
In several orders (No. 7926, No. 10449, and No. 122211 the 
FPSC has disallowed lobbying expense for rate making . 
purposes. Lobbying expense incurred by Florida employees, 
or allocated to Florida from Southern Bell Headquarters is 
booked below the line to Account 7370 to the extent it meets 
the Part 32 Uniform System of Accounts definition of 
lobbying. However, to meet the more stringent FPSC 
disallowances, this adjustment is made to move additional 
amounts out of regulated expense for state purposes. In 
addition, the Florida intrastate portion of lobbying or 
legislative liaison expenses included in billings from 
Bellsouth Corporation, BellSouth Communications, Inc. or 
Bellcore are removed from regulated expenses as part of 
adjustment No. 23. 
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20. Coruorate Advertisinu Exnense: 
This adjustment removes corporate advertising expenses 
incurred by Southern Bell from regulated expense per FPSC 
rulings in Docket No. 820294-TP. In addition, corporate 
advertising expense included in billings from BellSouth 
Corporation, BellSouth Communications, Inc. or Bellcore are 
removed from regulated expense as part of adjustment No. 23. 

21. Abandoned: 
Abandoned uroiects in Docket No. 820294-TP and Docket No. - -  
880069-TL were treated as an allowable expense for rate 
purposes. The purpose of this adjustment is to move 
expenses recorded below the line into regulated expense for 
rate purposes. 

22. Casualtv Exuense: 
This adjustment is made in accordance with prior Commission 
treatment to average the impact of casualty- expenses. 
adjustment amount is the difference between the five year 
average and the expense estimated to be incurred in the 
twelve month period for 1993. As explained in testamony, 
Hurricane Andrew expense is being amortized on the books 
over 5 years; therefore, this casualty expense adjustment 
does not include Hurricane Andrew expense. 

The 

23. Other Reaulatorv Adjustments: 
The purpose of this adjustment is to remove from regulated 
expense certain costs included in billings from BellSouth 
Corporation, BellSouth Communications, Inc. and Bellcore. 
The items being removed are not separately billed by these 
affiliates, but rather are included in overheads. 
Adjustments are made for the Florida intrastate portion of 
contributions, social and service membership dues, BellSouth 
Classic expense, Olympics expense, lobbyingllegislative 
liaison expenses, and corporate advertising. 

24. Imaact of 1992 Bond Refinancinas: 
This item reflects the imuact of the Comwanv's refinancins 
of bonds in June and July; 1992. 
an increase in expense equal to the portion of these 
refinancing costs which are being amortized over the 40 year 
life of the new bond issues as prescribed by Order No. PSC- 
92-1412-FOF-TL, dated December 7, 1992. 

The adjustment amount is 
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Incentive Sharing Plan 

Report of Rate Changes/Exogenous FactordDebt Changes/Technological Changes 
Intrastate Amounts - Effective Revenue Requirement Impacts 
($  Hillions) 

All Price Changes, Exogenous 
Factors>$3 million, Debt 
Refinancings and Hajor 
Technological Changes 1992 Amounts 

($  HILLIONS) 

Estimated Estimated 
1993 Amounts 1994 Amounts 

I. Existing Issues: 
Net Value of all issues as 
shovn on 12/31/92 Earnings 
Surveillance Report 

11. Nev Issues: 
A. Rate Decreases 

(1) Dade/Brovard $.25 Plan 
(2) Company Proposals 
(3) Total 

B. Exogenous Factors: 
(1) Depreciation 

(2) SFAS 112 
(3) Hurricane Extraordinary 

Retirement Recognition 
(4) Accruals to Establish 

Casualty Loss Reserve 
(5) President Clinton’s Tax 

Plan or Other Exogenous 

Represcription Order 

C. Debt Refinancing 
Interest Savings-1993 Issues -- 
Debt Refinancing Expense 
Recognition -- 

D. Major Technological Changes NA 
None 

E. Net Total Impact (2.5) 

25.7 

(17.8) 

(7.6) 

? 

3.9 

(3.9) 

NA 

0 

0 

10.5) 

(14.8) 
(4.31 

38.8 
(14.2) 

(5 .7 )  

? 

4.1 
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FLORIDA PUBLIC SERVICE COMMISSION 
T~EPHONE E”lNQS SURVEILIANCE REPORT 

F Earnings surveillance Report 
Page 1 of 155 

yompupl 
12MonUI8Endod: Dmmber31.1002 

: €uPhm Bell Td. h Tal. Co. 

(1) (2) (3) (4) (5) (B) m 
TDW TOW I”lr.stat8 

InlrarUle Toll ----lnlraTdI RATE BAsE(o00) h W Y  
Columns Interstate Cdumni Columns Inter- Intra- 

(2+3) Toll (4*7) (5.Q tsrrltw IenIloIy Loul 

$1.148.7- $260.128 $888.828 $195.542 $80.821 $105,710 sa03.08S 

3.321667 835,420 2.488.129 577.102 269,000 318.W3 1.WD.027 

164.420 44.317 120.105 23.580 13.018 O.w 08.623 

a 1 . 9 7 9 -  
4,410,004 1.184S7 5215.6S7 722.414 405,818 318,708 2.W- 

14.UDlmbutla . loo% 2 5 . m  74.43% 18.U% 8.46% 83Bw 6140% 

ADJVSTMENTSTOAVERAaE RATEBASE 

15. Mj~U~~~.lll.lorAc“d W B u  

38. Aqu.w Mild R.1. Bu $4,046,022 

ADJUSTED ANNUALlZEDlPRO FORMA YEAR END RATE BASE 

Y.101.810 

2 0 . ~ p . r B 0 o t  o a %  wan 0.00% 15.88% 13.74% 18.00% 7.11% 

21.Auang. MjuW AchlevrO 8.88% 

ZMjUl tU IYWEnd 8.4596 



B.hl"leYeuEnd W e  Bu 
PU- Ss.Wp05 $2,787,781 $170 tn.w to ($42.364) U.035.UO 

r- l " 3 l A E  ANNUALIZEDPRO FORMA ADJUSTMENTS 

Fp&ARIUSTuENTS 
10. -Plug-in Unlt. (Sl8.1oo) to to to to to (Sl8.100) 
11.WECOTD;R.dll. 37.139 15.499 0 0 0 0 21.840 
12. EaLcoRE hmlmunl s.iw 0 0 0 0 0 6.150 
1 9  ENFU (1.W (516) 0 (4) 0 (10) 633) 
ANNUAUZlNQ ADJUSTMENTS: 
14. 
16. 

17. 
1L 
PROFOFO4AADJUSTuENlS 

ia 

19. RvvDwm d SPF 79.045 =.=e 2 272 640 47403 
20. Omw &pmUms C ~ M ~ W  16.605 8.021 0 56 10.540 
21. 



NETOPEFIATIN5 INCOME 

20.PuBoolcNOI 

21.NOI EUntdAdkdmnU(Aohlsd) 

22 M k a  & h i d  NO1 

546.173 lU.503 392.5sO 87.951 43.7- 44.186 304,029 

72e.12e i 7 i . m  5y.w 1n.m 02.425 65.34a 426.575 
276.26s w.sy 2w.w 58.989 2 2 . m  34.317 149.809 

412.573 80.108 332.375 82.304 31.184 51.120 250,071 
23.195 27261 159.342 2s.093 85.8% 209.m 50.- 

91 24 67 16 8 7 52 

sz.258.ois wi.w d d s 5 . 8 ~  yo5.oa t ia .160 s w s  s12w.m 

8.12% o s w  67.1896 10096 24.- 75.14% 17.- 

128,645 40.757 Se5.798 sU.oa0 21.872 26.358 37.76s 
36.404 13.429 22.975 13.672 6229 8.443 9.305 

1m.503 33.508 119.996 25.312 9.742 15.b7'0 104.083 

$328.452 587.- $238.758 587.014 $38.- $50.371 $151.744 
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: Southem Bell Tel. (LTel. Co. page 4-of 155 "ompurl 
12 Months Ended : December 31.1992 

ADJUSTMENTS TO NET OPERATING INCOME Basic LOCd Inter- intra- Net 
INTRASTATE REVENUE Service Territory TerritorY Misc Uncollecllble Booked 

(W) Revenue Revenues Revenue Revenue Revenues Revenue 

(1) (2) (3) (4) (5) (6) 

1. Total InlrasIate Revenue per Books $1,395,109 $283.191 5360.812 $300,839 536.730 $2,301213 

INTRASTATE ACHIEVED ADJUSTMENTS 

OUT OF PERIOD ADJUSTMENTS 
2 Rev& Sen Qnd Co) 1,053 (7s) $975 
3. Expenses 3 3 
4.MRaFRTaxes 0 
5. Other Cui of Period Revenue 6.3M) (2.266) 0 (949) 0 3.145 
6. 
7. 

a 

1O.Oth6i Remonreg Adjustments 
11. Yellow Page Pronts 
12 Gains on Sales of Prcym'ty 

14. Interest ReconclUallon 
15. Interssf imputation 
16. ENFIA 
17. Lobbying mewe 
ia Corporate Mvenislng ~xpense 
19. Abandoned P r O J e a S  
20. Casualty Expense 
21. Bellcote DMdends 
22  Telephone Franchise Requiremen1 
23. Olher Repulatocy Adjustments 

9. 

3. Income Related to Temp Cash Inv 

r- 

790 

0 0 
0 

(561) 
0 

(233) 
248 

0 
0 
0 
0 
0 
0 
0 

790 
0 
0 

24. Total Accounting Adjustments. 
InIrastate Achleved $6,604 ($1,213) ($76) ($W $0 54.367 

25. Total Achleved Intrastate Revenue $1,401,713 $281.978 $360,734 $299,893 $38.738 $2,305,580 
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FPSC Dockat 920260JpL 
FLORIDA PUBLIC SERVICE COMMISSION 
TELEPHONE EARNINGS SURVEILLANCE REPORT 

Company 
12 Months Ended : December 31.1992 

(1) (2) (3) (4) (5) (6) 
ADJUSTMENTS TO NET OPERATING INCOME Basic Local Inter- Intra- Net 
INTRASTAE RWENUE Service Territory Territory MI% Uncollectible BmkW 

(@w Revenue Revenues Revenue Revenue Revenues Revenue 

f l  Earnings rmrvaillanca Repoa 
: Southern Bell Tel. (LTel. Co. 

25. Total Achieved Intrastate Revenue $1,401,713 $281.978 $360,734 $299.893 $38.738 $2.305.580 

INIRASTATE ANNUALIZEDPRO FORMA ADJUSNENTS 

ANNUAUZING ADJUSTMENTS: 
26. 
27. 
20. 
29. 
30. 

31. 

32 
FPSCADJUSlX4ENT.S (PRO FORMA): 
33. 
34. 
'RO FORMA ADJUSTMENTS: 
35. Employee Level Adjustment 
36. Nonrecurring Items 
37. Hlgh Cost Unlvemal 

Service Fund 
38. Phase Down of SPF 
39. Other Separations Changes 

24 
1 

so 
0 
0 
0 

0 

0 
0 

0 
0 

0 
24 
1 

40. Total Accounting Adjustments. 
InIraslate Annuallred $0 so $0 $25 so $25 

41.Total Annuallzed Intrastate Revenue $1,401.713 $281.978 $360.734 $299,918 $38.738 $2,305,606 



12 2.145 17 43 1 .sa 
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r'- 

-pay : Smlhm Bell 1.1. h Tel. Co. 

4.751 2218 5.359 
851 481 1.348 

2.142 
1.4- 
2111 

to 
0 
0 
0 

0 

0 
0 

2.142 

2,m1 
1w12 
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Earnings Swxeillance Report 
FLORIDA PUBLIC SERVICE COMMISSION lrppenaixNo.1 
TELEPHONE EARNINGS SURVEILLANCE REPORT 

M p a v  
12 Months Ended : December 31.1992 

ADJUSTMENTS TO NET OPERATING INCOME 

P -8 8 Of 155 
: Southern Bell Tei. & Td. Co. 

(1) (2) (3) (4) (9 
Total 

INTRASTAE OPERATING TAXES Federal State Operatlng 
(000) IncomeTax IncomeTax Other Taxes Taxes n01 

1. Total Intrastate Taxes per Boob a5788 $22.975 $129,995 $238.758 5366.589 

INIRASTATE ACHINED ADJUSTMENTS 

OUT OF PERIOD ADJUSTMENTS 
2 Rev&sett (lnd co) 
3. Expenses 
4. MR a FRTaxes 
5. Other Out 01 Perlod Revenue 
6 
7. 

a 
9. 
la other Regnuon-reg Adjustments 
1l.YdlowPageRo~ts 
12 Gains on Sales of Properly 

14. Interesl Reconciliation 
15. Interest Imputation 
16. E" 
17. Lobbylng Expense 
18. CMporate Adverlislng Expense 
19. Abandoned Projects 
20. Casualty Expense 
21. Bellcore DMdends 
22. Telephone Franchise Requirement 
23. other Regulatory Adjustments 

24. TOW Accwmlng Adjustments. 

3. Income Related IoTemp Cash inv 

Intrastate Achieved 

=TOW Achieved IntrastateTaxes 

309 53 13 $375 $600 
(2,050) (37) (29) (2.420 (3.918) 

997 171 41 1.209 1.936 
(1.452) 1.137 1,745 1,430 (1,430) 

1.188 
0 

i74) 
79 

2473 
(1 213) 

86 
143 
90 

(1 28) 
5 
76 

521 

171 
0 

(1 3) 
14 
423 
(208) 
15 
25 
15 
(22) 

1 
13 

90 

(5,718) 
0 

(144) 
152 

(2.W 
1.421 
141 
278 
175 
(249) 
10 
701 
0 

1,022 

$1.056 $1638 $1.737 54.331 ($7.919) 

$86.844 $24.513 $131,732 $243.089 5358,670 
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Appenaixm. 1 FLORIDA PUBLIC SERVICE COMMISSION 
TIEPHONE EARNINGS SURVEILLANCE REPORT 

n 
company 
12 Months Ended: December 31,1992 

: Swthern Ball Tel. (LTel. Co. 

(1) (2) (3) (4) (-9 
ADJUSTMENTSTO NET OPERATING INCOME Total 
INTFIASTATE OPERATING TAXES Federal state Operating (ooo) IncomeTax IncomeTax Other Taxes Taxes n01 

25. Total Achleval IntrastateTaxes $86.844 $24.513 5131,732 $243,089 $358.670 

INTRASTATE ANNUALIZEDWRO FORMA ADJUSTMENTS 

ANNUALIZING ADJUSTMENTS: 
26. 
n. 
28. 
29. 
30. 

31. 

32. 
FPSC ADJUSTMENTS (PRO FORMA): 
33. 
4. 

PRO FORMA ADJUSTMENTS: - 3s. Employee L W ~ I  Adjustment 
36. Nonreeurrlng Items 
37. Hlgh cost Unrversal 

Sewice Fund 
38. Phase Down Or SPF 
39. Other Separations Changes 

40. Total Accounting Adjustments. 
Intrastate Annualized 

41. ~ o t a ~  Annualized Intrastate Taxes 

$0 
0 
0 

($6.660) ($1,101) $1.158 ($6.603) 

580,184 $23.412 $132,890 $2%,486 

$0 
0 
0 

5346,403 



FLORIDA WBUC BERVICE COMMISSION 
TELEPHONE EARNINQB BURVEILLANCE REPORT 

C m W Y  
12 Monlhm Ended : Decemlmr S1.1642 

Pap0 3 
: ~m Bell Tel. 6 Tml. CO. 

( 1 )  (2) (3) (4) (5) (8) m P) (0) (f01 (11) 
Awraga sp.slno PI0 Ram Adlulted --Falo-- Welgh1.d Coml Fal- AVERAGE CAPITM(INTF!ASTATE) 

h r B &  Adjumanls Adlumenls Amount U0fTot.l moor marlng Ceiling Roor Sharlng CeHino ~aoo) 

1. Long Term DeM 
2. ShonTmn Debt 
3. Prakrtad stosk 
4. CuI(mer D.palls 
6. common EqvlN 
(1. Inwm.nlTu Credils 
7. Colt F r n  Capiw 

I). Total Capital 

1,080,011 (22.178) SlPtU,735 26.52% 8.03% 

0 0 0 0.00% 0.00% 

m.W( (1.144) 64.920 130% 8.6796 

115.128 6.647 (2.464 118.311 2.02% 3.01% 

1.0M.wQ 24,347 (41.0m 1,972,179 48.74% 11.60% 14.00% 
127,lW (2.695) 124.695 3.08% 10.60% 1140% 
701.404 24.m3 (14.815) 711,282 17” 0.00% 

S4.076.W $%.SO7 ($84,271) $4.040.022 lOO.C4% 

INTERNAL NNDS 

0. % Inbrnd funds10 “Wuct lon expenditures after dhidende (rot.1 Companyf 

10. nmem Intereltauned (Nl+lnfereltrlnrwne TuyIII1eradflot.i Compuryf 

f 1. Long T m  MI WpI1.l (InWasIaIe) 

12. Shml T e n  Debt I CaplW (InlrasIalel 

WJBW 

4.16 

33.8096 

3.6896 

12.30% 

11 .el% 

227’1) 
0.t1w 
0.WW 
0.12% 

0.82% 7.80% 
0.36% 0.41% 

0.00% 

10.00% 6.61% 
13.4M 0.32% 

8.43% 0.68% 10.71% 



52801 

hM7 
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FLORIDA PUBLIC SERVICE COMMISSION 
TELEPHONE EARNINGS SURVEILLANCE REPORT /-.. 

pase 12 of 155 
- 

Company : Southern Bell Tel. 8 Tel. Co. 
12 Months Ended : December 31,1992 

(1 ) (2) (3) 
Intrastate 

Columns Inter- Intra- 
CUSTOMER BILLING (000) Toll ---Intra toll--- 

(2 + 3) territory territory 
ACCESS CHARGES : 
1. End User Charges ($0) (0) 0 
2. Capacity Charges (a) 143 143 0 

4. Special Access Charges (c) 19,948 19,948 0 
5. Other(d) 136 136 (0) 

3. MOU Charges To IXC's (b) 258.177 246,472 11,706 

6. Total Access Charges $278.404 $266.699 $1 1,706 

OTHER CHARGES TO IXC'S : 
7. Operator Services (D.A.) $5,505 5,505 0 
8. Billing and Collecting 9,273 9,273 0 
9. lnterexchange Lease 75 0 75 

10. Total Other Charges to IXC's $14,853 $14,778 $75 

/"- 12 WATS 37,973 0 37,973 
52.1 12 0 52,112 

14. Local Exchange 0 0 0 
15. Miscellaneous 0 0 0 

SUSTOMER CHARGES (e) : 
1. MTS $261,751 0 261,751 

13. Private Line-FX 

16. Total Customer Charges $351,837 $0 $351.837 

17. Total Billing $645.094 $281.477 $363,617 

18. Joint Transport Receipts (Payments) ($49) ($49) $0 

19. Subsidy Fund Receipts (Payments) ($2,423) ($2,013) ($410) 

20. Out-of-Period Billings $115 ($1.053) $1,168 

21. Intra-LATA Private Line Pool Revenue 
22 Access Expense ($1,096) * 

23. Other Settlements ($8,415) (2,016) (6,399) 

NOTE The amounts on this schedule reflect. among olher thing+. all payments from IXC's on a composite basis. HOwWW. 
LEGS are expected lo maintain individual side records by IXC In the same level 01 detail found on this schedule. 
(a) Busy Hour minutes 01 Capacity Charge. 
@) Includes Local Switching. Local Transport Line Termination and Carrler Common Line. 
(c) For Intrastate Interterritory Station Terminals. 
(d) Includes testing. ordering. labor. etc. 
'e) For Unes 11 through 15. include only charge Miled to customer and retained by company. not charges billed on behalf 01 IXC's. 
* MABC Revenues were $11,706 and MABC expenses were S 12.802 fw twelve months ending December 31,1992 

($5,989) 

P 
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FLORIDA PUBLIC SERVICE COMMISSION 
TELEPHONE EARNINQS SURVEILLANCE REPORT 

pass Ij of 3.55 P - 
cc+-wUV : southwn Bell Tal. 6Tel. CO. 
12MmhEnded: December31.1992 

(1) (2) (3) (4) (5) (9 m 
NETOPERATING INCOME TOW TOW Inuadale 
FORTHEMONTnENDED (OW) -p.nY 
hcember31.1992 Column. Interdale Cdumns Columns 1"t.r- Intra- 

I"tr.*t. Tdl  -1nuaTdl 

(2 + 3) Tdl (4+7) (5+9 terriloty t e r r i t q  Loeai 

BOOKED REVENUE 

1. B.dc Loul WW Revenue $120.841 11 $120430 $0 $0 $0 $120.839 
2. Ndwo~k Access Rmnue 102.705 78.444 2 4 m l  24261 2 3 . 2  799 0 

3. Long Dlaum Rewnuu 28,406 186 281ao 28210 0 28.220 0 
4. Mlrallumus Rmnue n.om 2.543 24.607 1.344 1.033 311 23.163 

6. Uncdl.ctiblo Rmnuem 452 71 311 84 22 e2 297 

$278.650 SE1.113 5107.437 a 7 4 1  S24.473 $29,268 1 1 U . W  8. Ne1 0ook.d Rmnue 

OPERATlNQ EXPENSES 

7. 
8. UMI Sppw;l6c O p r U m  E x p n m  52.414 22.330 30.078 3.w 3239 3.424 23.415 
9. Uml Nm-SpacI6e OpraUms Exp 22.974 6.539 13.435 4.- 1 .a 2.584 12.W6 

10. D.pw*tlon UId Amom7Atlm 60.135 14.394 45.741 10283 spw 5217 35.458 
11. Cu.M"Op.Rtlm8 Exp.nr 31m 7.135 31.158 7614 2445 4.869 23.w 

12. capat. OpraUms Expense 292115 8.- 20.849 4.782 2.197 2.585 15.867 

13. Othr I n w "  and Expenm 15 4 11 2 1 1 9 

14. TOW OpraUnQ Erp.nn 5203.116 ~ S 4 4  $144,072 $33.873 $14.003 $18.680 $110,309 P 
1M)Y 29.om 70.R1u 16.5896 7.3896 9.2096 54.35% 15. W DIMbutlm 

OPERATINQ TAXES 

la Fdwd I n m a  T u  
17. SW. Income T u  
18. Othr T u u s  

18.W 5,308 13.362 5,046 2.421 2.625 8.306 

12.948 2.331 10,461 2.124 687 1.437 8.333 

5.172 2.154 3.018 1.589 600 989 1.429 

$5,051 $18.068 19. TOW Opmtlng Tu.. t3(1.-0 s9.863 $26,827 9.7% $3.708 

20.PwBoolrNOIhwlheMonth $36.754 512216 $26,539 s11.3c3 $5;n2 $5.537 $15.229 
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%id -it -4 FLORIDA PUBLIC SERVICE COMMISSION 

TELEPHONE EARNINGS SURVEIUNCE REPORT 

company : Southern BellTel. (LTel. Co. Page 14 of 155 

AppMaivNo. 1 
f l  Earnings surveillance Repoa 

12 Months Ended : December 31,1992 

RECONCILIATION OF CAPITAL TO RATE BASE 
(m) 

DESCRIPTION 

1. Long Ten Plant Under Cons"tl0n 
2 Investments In and Advances lo Afnllated Companies 
3 Miscellaneous Physical Property 
4. Other 
5. Rate Base Mjuslments 
A Excess Plug-In Units 
B. Bell South Senrlces lnveslment 
C ENM 
D. Out of Period Items 
E TOI~  Rate Base Adjustments 

6. TOM 

COMBINED 

($23.811) 
(6.777) 
(8.902) 

(40.495) 

(24.182) 
6.978 

0 
4.798 

(12.406) 

(92.391) 

INTRASTATE 
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FLORIDA PUBUC SERVICE COMMISSION 
TELEPHONE EARNINGS SURVEIWNCE REPORT 

"Y 
12 Months Ended : December 31,1992 

n nppenaixNo.1 
: Southern Bell Tel. &Tel. Co. 

RATE STABlUZATlON ORDER 
REPORT OF RATE CHANGESlMOGENEOUS FACTORslDEBT CHANGESmCHNOLOGICAL CHANGES 

Intrastate Amounts 
(OOo'S) 

Annual nD 

Impact Portlon for 1992 Effect 
Revenue Requirement Elfecthre Curnulathre 

AII price Changes. 
mcgeneous Factors>S3 Mllllon. 
Debt Reflnanclngs and Major 
TechnolDglcal Changes 

L RATECHANGES 

A Rate Increases 
6. Rate Decreases 

Net 

$17,586 $17,586 563.053 
(8,571) (8.373) (19.W 

$9.015 $9,213 $43.707 

IL MOGENEOUS FACTORS f i  

111 DEBTREFINANCING 

A Difference between forecast and actual as19 $519 

N. MAJORTECHNOLOGICAL CHANGES 

NONE 

wand Net ($15.885) ($15.687) ($42203) 



FPSC Exhibit Number 

Reid Exhibit WSR-4 
FLORIDA PUBLIC SERVICE COMMISSION FPSC Doclret 920260-TL 
TELEPHONE EARNINGS SURVEILLANCE REPORT 

Ampany : Southern Bell Tei. 6Tel. Co. Earnings surveillance Report 
12Months Ended: December 31,1992 

P AppenaixNo. 1 

page 16 of 1.55 

RATE STABILIZATION ORDER 
REPORT OF RATE CHANGESEXOGENEOUS FACTORS/DEBT CHANGESTECHNOLOGICAL CHANGES 
ADDmONAL DESCRIPTION OF ITEMS 

(000's) 

All Price Changes. 
Exogeneous Factors > $ 3  Miilfon. 
Debt Refinancings and Major 
Technological Changes 

LA Rate increases @y service) 
1. Nonrecurring FX charger. Tariff offering GSSTA-9. Elf. 7/11/88 
2 Toll Terminals. Tariff offering GSST A-13. Eff. 1/1/89 
3. Mobile Service. Tariif offering GSST A-3. Efi. 4/21/89 
4. Custom Calling Services. Tariff offering GSSTA-13. Eff. 9/1/89 
5. Bad Check charge. Tarlff O f f d n g  GSSTA-2. Elf. 5/21/90 

- r.B. Rate decreases b v  service1 
1. Megalink serviie kduc l io i  Prhrate Line 8-7. Eft. 8/8/88 
2 WATS usaoe charm Tariff offerino GSST A-19, 01. 10120/89 . . 
3. Telephone Answering Sew DID. Tariff off GSST A-6.A-8. Elf 3/19/90 
4. Saver Servica Tariff offering A-18.A-118. Eff. 8/1/90 
5. PIC Change Charge. Access Tariff E-13. Eff. 9/4/90 
6. Saver Servke and WatsSaver Services. GSSTTariff A-18. Elf. 7/1/91 
7. Mobile Service Provider Interconnection. GSSTTariff A-3.5, Elf 11/11/91 
8. CLUB Billing Svs - optional to Standard. GSSTTariff A-13 Elf 1/16/92 
9. Public Tel Access Service for CPE - inlerconnecllon rate reduction: 

GSSTTarifi A-7, Elf 2/10192 

Elf. 3-16-92 

Elf. 3-31-92 

IO. Elimlnale 5.75 NRC B6C surcharge foc NPATS providers. GSSTTariff A-7.5, 

11. Nonrecurring Switched 6 Special Access Charges. AccessTarilf E-6, E-7, 

12 Discounted Florida Relay Center toil calls, GSST A-18. Elf. 6/1/92 
13. E911 network service rates. GSST A-6. A-24, A-124, Eft. 6/15/92 

ILA. Depreciatlon dllferences due lo the USOAR Docket. 

6. Separations change for r e "  accounting procedures. The 
FCC mandated this change be effective on 4/1/89. 

fl1.A Difference between actual long term debt cost rate and forecasled 
rate for the current twelve month ending period. adjusted to exclude 
the effective portion of the current year Inter& savings 
asswlaled with the 1989 refinancing of $ZOOM of 11.75% debentures. 

~ ~~ ~ 

m 
Effective 

Annual Portlon Cumulative 
lor1992 Elfect 

$2,465 $2.465 $11,093 
2.086 2.086 8.344 
2.254 2.254 8.265 

10,oOo 10,Mx) 33,333 
781 781 2,018 

$17.586 $17,586 563,053 



FLORIDA PUBLIC SERVICE COMMISSION 
TELEPHONE EARNINGS SURVEILLANCE REPORT 

m p a n y  

FPSC Exhibit "her 
Fpsc Dxket 920260-TL 
Reid Exhibit -4 
qqenaixNo.1 
Earnifrgs surveillance Report 
w e  17 of 155 

/4 
: Southern Bell Tei. a Tel. Co. 

12 Months Ended : December 31,1992 

RATE STABiLiZATlON ORDER 
REPORT OF NEW SERVICES 
lntraslate Amounls (000s) 

Eslimaled Annual Revenue ImDact 

NewSeNicw Effective Date Year3 
1. Key system cud allowed to parlic as STS providers mea $0 so $0 

3. Unk-Up Florida 9/12/88 0 0 0 
4. Pay Per View (TkketTaker) 5/15/89 * 64 67 

7.2 Way Measured Tariff 12/2/88 28 109 
8. AccuPulse Service 1/9/89 3 59 
9. Switched Access AccuPulse Service 1/9/89 520 520 

10. ESSX Multi-Account Service 3/28/89 842 842 
11. Special Calling Features 8/15/89 224 1.409 
12. Intralata Only 800 Service 9/1/89 115 128 

2 TwchStar Service 8/8/88 131 6.151 13,775 

5. Prlvate UneTarill (Megalink Channel) 4/29/88 296 1,690 3,264 
6. GeoSeN 7/11/88 129 144 NIA 

13. Dill Backup Servlce 
14.2400 bps Central Office Data Set 
15. Automatic Cali DMribution(ACD-MiS) 
16. Switched Data Service 
17. Slmpiifled Message Desk InterlaceSMDI) 
la Customer Network Management 
:9. SlaUon Message Detail Recording - Premls8s 
20. Area Communkation Service (ACS) fi 
21. BiUing 6 Collecting 01 Subscriber Surcharge 
22 Call Forwarding Busy Line 
23. Cali Fomardlng Don't Answer 
24. Inward Operator Services Access Service 
25. Central Office Local Area Network E O  LAM 
26. &ilal Elect Tandem Switching FeaturMDiTS) 
27. IntraLATA 800 Service with DID 

9127/89 9 9 
9/27/89 5 6 
1 m 9  1,847 1,847 
1 W9/89 33 33 
1 019189 

11/13/89 
109 
19 

109 
58 

12/1/89 1.013 1.013 
1 a1  9/89 23 23 

1/1/90 
1/15/90 

96 
45 

1/1mo 108 
2/15/90 154 
7/31/90 71 
7/31/90 
7/30190 

141 
22 

28. Enhanced CCS Features w6/90 18 
29. Outgoing Only Service 
30. Exchange Une Dala Service (ELDS) 

8/31/90 
11130190 # 

0 
181 . 

31. Pulselink Protocols (SNNSDLC 6 X32) 12/9/90 68 
32 Option 800 Service to Residence Customers 1n/91 c 17 

34 33. New Megalink Svs Opt. Feature: Clear Channel Capability 1/16/91 

Subtotal from Page 8A 

Totals 

10,660 0 0 

$17,025 $14,217 $17,039 

~ Service was previously provided under a limited sewice arrangement which was SlleCtivS 11/16/87. AS Of 
SflY89, It was available as a permanent Statewide olfering. The annual revenue Impact has been revised 10 
reflect this tarift change. 

J This beNice was previously provided under a llmited service arrangement which was elfeCtlVB 9/28/88. 
As of 11/30190. it was available as a permanent Statewide oiiering. 

@ 7hls service was prevlwsly reterred to as IntraLATA Only 800 Service. 
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Docket 920260-TL FLORIDA PUBLIC SERVICE COMMISSION 
TELEPHONE EARNINGS SURVEILLANCE REPORT 

/-- 

*VanY 
12Months Ended : December 31.1992 
RATE STABILIZATION ORDER 
REPORT OF NEW SERVICES 
InIrastale Amounts (000's) 

: Southern Bell TeI. &Tei. Co. 

Estimated Annual Revenue Impact 

New Services (Continued) 

34. Digital Electronic Business Set (DEBS) Svs 
35. New Features for ESSX and Digital ESSX Service 
36. New Network Services (DNA) 
37. Digital ESSX - Optional Features 
38 Derived Data Channel Servlce (Miami LSO) 
39. Telecomm Service Priority (TSP) System 
40. ColnlCoinless Credit Card Service 
41. OperatorTransfer Servlce 
4 2  Caller ID with Per Cali Blocking 
43. CailTracklng - Bulk Calling Une ID 

45. Public lnmale Calling Service (ICs) and 
Customer Provided Public inmate Calling Svs 

46. New Equipment lor Disabled Customers(a1 cost) 
47. ESSX ISDN Servke 

44. Trunk Side Access Facility 6 ONA Services 

48. Administrative Management Servlce (AMs) 
49. Bill Processlng Service - Telemesaging 

51. Extended Communication svj. (EXCS) 
5 2  Essc mlaiial Essx Service Very Small 

50. ESSX - Caller ID. Blocking. Display 

r- 
53. Caller IDMuIti-une (Touchslarj 
54. Diskette Analyzer BiII(DA8) Service 
55. Customer Llst Services (CNA & CCAS) 
56. Derived Data Channel Servlce 
57. Electronic White Pages (EWP) 
58. &SIB Maiing Capability for credit calls 
59. Anonymous Call Rejection (ACR) 
60. Network Usage Inlormation Service 
61. SESS SMDI. Message Waiting, ACR 
62 NI1 %Nice 

TOW (to Page 8) 

Effective Date 

2/25/91 
2128191 
311191 
3/15/91 
4/1/91 
4/8/91 

5/26/91 
6/17/91 
7/1/91 
7/1/91 
9/2/91 

9/3/91 
9/16/91 
1w1191 
1014/91 

10121191 
1w21191 
10121/91 
12/24/91 
mol92 
3 1  7/92 
4/27/92 
4127192 
5/20/92 
6/7/92 

8124192 
1012192 
1 W5192 

1012W92 

Year 1 - Year 2 - Year3 - 
136 
394 
583 

1,051 
0 

61 
304 

1.389 

434 
783 

6 

NIA > 
NIA 

573 
141 

148 
772 
327 
39 

498 
538 
69 

1 a7 

28 

199 
Not quantified 

1,027 
7 

$10,660 SO $0 

& We are not able to quantify Caller ID with the elfects of per call blocking. Semiannual repom for 

> Services to be provided as requested by Individual facilities Io address desired calling iimitatlons. 

24 months will be filed with the Commission. 
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SOUTHERN BELL - FLORIDA OPERATIONS 
CALCULATION OF ANNUAL IDC RATE - DECEMBER 31.1992 DATA 

cost 01 Capital(OO0) 

Cost Weighted 
Rate cost -----___ ---- % of Total --------- Amount ------ 

1. Long Term Debt 81,064,735 26.32% 8.49% 223% 

4. Customer Deposlts 54.920 1 3 %  a m  0.12% 
5. cost Free Capital 711,282 17.58% 0.00% 0.0096 

7. Total Capital 54.046.022 100.00% 8.89% 

2 Short Term Debt 11 8.31 1 292% 3.91% 0.11% 
3. Equity 1.972179 48.74% 13.20% 6.43% 

0.00% 0.0096 -------- 124,595 3.08% ---__------- ------------ 6. Job Dev. Inv. Credit 

Annual Percentage Rate Currently Used by Southern Bell 

Annual Rate per Calculation 12/31/92 

8.59% 

8.89% 



r- 

Capital Structure 

1. LongTerm Debt 
2 Short Term Debt 
3. Equity 
4. Customer Depwits 
5. cost Free Capital 
6. Job Dw. Inv. Credit 

7. Total 

Fpsc -it Nlanber 
Fpsc Docket 920260-TL 
Reid Exhibit WSR-4 
-No. 1 
Earnings Surveillance ~epoa  
pass 20 of 155 

SOUTHERN BELL - FLORIDA OPERATIONS 
CALCULATION OF ADJUSTED CAPITAL STRUCTURE 

( S O W  

Unadjusted 
Amount 

Reconciling 
Adjurment 

Adjusted 
capital 

Structure 

$1.086.911 
120,775 

2,013,256 
56.064 
726.097 
127.190 

$4.130.293 

Average Rate Base per Books $4,034296 
Accounting Adjustments 
Average Adjusted Rate Base 4.046.022 

1,064,735 
118.31 1 

1.972.179 
54.920 
71 1.282 
124,595 

$4,046,022 
----------- 



P BellSouth Telqcommunications, inc. 
Notification of Written Communications with the 

Federal Communications Commission. 
the Financial Accounting Standards Board, or 

the Internal Revenue Service 
Florida Public Service Commission 

Rule 25-4.017 (7) 
For the month ended February 28.1993 

FILING 
DATE AGENCY SUBJECl 

2R2l93 FCC Review of JCO. CAM. 
and ARMIS 43 - 03 
audit 

2/24/93 FIX Review of JCO. CAM. 
and ARMIS 43 - 03 
audit 

Review of JCO, CAM. 

audit 
and ARMIS43 - 03 

2Im FCC 

DESCRlFTlON 

Letter 

LNeC 

Data request 



Fpsc Exhibit 
Fpsc Docket 920260~m, 
Reid Exhibit WSR-4 

FLORIDA PUBUC SERVICE COMMISSION 
TELEPHONE EARNINGS SURVEILLANCE REPORT . 

lrppenaixElo.1 

me 22 of 155 
Company : Southern Bell Tel. & ~ e i .  co. Earnings surveillance ~epoa  

P 

12Months Ended: December 31.1992 

The attached Surveillance Report was prepared with reliance on v a r l w  authoritative statements. rules and orders. 
Following k a listing of these issues which we have ldentlfled in compliance with Order No. PSC-92-0720-FOF-PU 
dated July 28,1992, based on our interpretation of the Order. 

Amount 
fwQ Account Reference 

1. Unamortized Debt issuance Expense 21,467 1407 USOA Part 31, 
SFAS 76 - 
EXtinguishment of 
Debt 

a) Deferred Tax Related to above 10,488 8 4340.2120 Accounting 
4340.2220 Principles Board 

Opinion No. 11, 
Accounting for 
IncomeTaxer 

2 Unamortized PremiumfDiscount on LTD 1.851 422W4230 USOA Part 31. 
SFAS 7'6 

a) Deferred Tax Related to above 674 c 4340.2190 APE11 
4340.2290 

F 3. Compensated Absence (Embedded Balance) 29.447 1439.9700 R & 0. FCC 84-469. 
50 FR 48408 
Nov. 25.1985 

a) Deferred Tax Related to above 

4. Allowance for Funds Used During 
Construction 

4340.2110 APB 11 
4340.2210 

15.422 

2,532 (A) Various Florida Rule 
25-4.0171 

5. Florida Norm (Unrecorded deferred taxes 
on previously flowed through Ilems) 

32,951 Not Recorded Order No. 5571. 
Dkt. 72612-W 

6. Cali Premlum. unamortized discount and 8.064 
unamortized issuance expenses to be 
amortized over 40 years 

FPSC Agenda 
Decision 10121192 

-- 

@ Estimated 
(A) Approximate annual amount of IDC based on 12 months ended May 1992 

P 



FPSC Exhibit 
FPSC Docket 920260-TL 
Raid Exhibit WSR-4 
lrpeenaivNo.1 
Earnings surveillance Repoa 'RIDA PUBUC SERVICECOMMISSION 

€PHONE U.RNINGS W R M L U N C E  REPORT 
P 

paSe 23 Of 155 
RNTSED 1MZ 

cOmP.nY : SaNUm Bell Td. Tel. CO. 

12MonlhsEnded: Decemberfl. 1991 

(11 (2) (3) (41 (5) (61 0 
TOW T m I  InIradale 

R A T E B A S E 0  h P M Y  Inu.r(.L. Tdl +nVaTdl 

COIumnc InlerrUt. Columna Columna 1nt.r- I"V.- 

Td l  (4+7) (5+4 I- 1enib-y ~oul  

/VEKAGERATEBASE 

$256.558 
139.795 
47.123 

1211.041 

t2.361.224 

m. 
11.460.Cdl 

8a 
1 4 y S  

0 

cm?l 

$1.476.137 

$853231 
WDsn 

122427 
l . O O s 0 . ~  

s . 4 w . m  

52.9(5.385 

$4.085.413 

250 
40.691 

0 

$4.114509 

$111.062 $85622 
558.816 255.727 
24.622 14.470 

704- 3 6 7 m  a m  
$1,479.152 $744.792 

$943.073 $472.786 

55 28 
O S 2  4.719 

0 0 

D m  
$954,685 $478.448 

$102.54 $665.169 ; 
lol.080 1.701.m 

10.052 M.W5 
316.W 2355.131 
" 

5734.560 $4.921.625 

263.173 1.780.186 

$471.187 $3.141.440 

n 184 
4.663 11209 

0 0 

w m  
$474- $3.183.8?4 

14.%DiSl&~Um 100% 28.40% 73.60% 1 7 . w  8.52% 8.48% 58.59% 

NJJUSWXTSTO AVERAGERATEBASE 

l S . M j d j " m b r & h b w d R u o B . m  

ADJUSTED "VNUEDiPFIO FORMA YEAR END RATEBASE 

17-YurEndRu.BrupuBonka 4,082213 
18. Wlclnnu br Y e u  End Ru. B.u 

1 P A d M d Y U r E n d  R.i.Bru s(2WYl 

RArrSOFqE" 

20. A m .  Pn BmL 0.83% 10.83% 0.20% 14.10% 12.83% 1538% 7.72% 

2l.A-08 M e  M i m d  9.25% 

Z M i . u a  Y W  End 0 . l W  



Fpsc -it Ninnber 
Fpsc Docket 920260-TL 
Reid Exhibit WSR-4 

h 3RIOA PUBUC SERVICECOMMISSION -No. 1 , 
EPHONE EARNINGS SURVEILLANCE REPORT lGkings surveillance ~epoa 

Page 24 of 155 R M S E D  12/92 

Inl" Y o u  End R u o  Ban 
56,491.752 $2.4U.lZO 1161 $24.432 to (111.010) $4.082213 P w-. 

INTRASTAlEA"UNtZEDIPEWPR0 FORMA ADJUSTMENTS 

FPSC ADJUSTMENTS 
10. Exwn Plugin Units (113.224) to to to to to ($13224) 

12 WIsOuth sews.. 30.261 0 0 0 0 0 30.261 

ANNUWINQ ADJUSTMENTS 
14. 
15. 
18. 
17. 
18. 
PROHIRIUADJUSTMENTB 
1 9 . P h U D a O f S F T  78.076 302w 47.170 
20.olhusep.ntion.Channp.. 32.120 11.207 20.823 

21. 

1l.WKX)TuCredilr 48.957 15.072 0 0 0 0 53.885 

ia ENM (2.397) ( O W  0 (14 0 (16) (1,497) 

P 



Fpsc Exhibit riunber 
FPSC -et 920260-TL 
Reid Fxhibit WSR-4 
AppmaixNo. 1 
Earaings surveillance Report ' ORIDAPUBUC SEFiVlCECOMMlSSlON 

'EPHONE EARNINGS SURVEILLANCE REPORT pIssa 25 Of 155 
- 

R M S W  1m 

canP.nY 
12MmlhsEnded: December 31.1091 

: Soutl" -11 Tal. h Tel. Co. 

(1) (2) (3) (4) (5) (s) m 
TOW TOtd I"v.*ls 

NETOPERATING INCOME(W canpmy Inbaaah Tdl +nVaTdl 

Columns Inlerslal* Cdums Columns Inw- I"*.- 

@*a Tdl. (4+7)t' .* (S+@ Unitor, luritay Loul 

BOOKED REVENUE 

Y . B . 8 k k d  s.nh h n n u e  s1.347.091 105 $1.347.888 $0 0 0 11.347.6SS 

0 
4. um.lluwou* M n u .  347.373 32.774 314.W 19.786 16.240 3.537 294.813 
6. Uneoll.c(iM. R.Y.nws 42.104 2.163 lS.941 8.244 265 7.979 31.697 

kN.IBooMRmnu* $3.008.453 $783.W S2224.489 $613.487 $274.619 $338.869 31.611.002 

2 N . h r a l r b u  R"u 1.02337 752.254 271.133 271.133 2y.m 12.408 0 
a. Long M d m w  Ravenu. 331.808 991 350.112 3ao.812 0 3ao.112 

OPERATING MPENSES 

7. 
a. ?lam SpeiGc O p . ~ l i m  Exponu $501.353 131.642 369.711 84.074 41.818 42.2s  285657 
9.P(.nlNonSp.cllkoOp.r.tkn.Exp 2651181 68,949 108.745 66.716 21@3 3S.123 140.029 

ll.Cu$tanarOpntims -mu 3aO.617 73.120 107.497 74.429 21.012 46.417 ZAl.068 
'rcarpmt* cpuuk" -nu Z41.623 79.170 212,453 49.614 -11 27,003 162.m 

10.mpns~m .nd *morllnuon 723.697 1n.m 546255 127691 63.164 64.w 4 i a . w  

-. Mhn lnccQ"d EVmU (670 (188) (W (113 cm (ss) (370) 

1 5 . Y D "  100% 2452% 75.48% 18.14% 1.19% 9.95% S I Y W  

A.TdOpr.Wlg EVmu $2,162.313 S530.13S $1.632178 -18 $177.031 $216.117 $ 1 2 1 9 , ~  P 

OPERATINGTAXES 

IS. Wwd Incom. T u  iza.610 47.u5 210.186 ~48.190 21,477 26.716 27.972 
17. Slaw Incam. T u  29.912 14.725 16.187 13.99 6.241 8.458 1.488 

155'0 97.197 

19. Tad 0P.Rting Tous $307.784 191.823 $213,861 $87204 $%So W . 7 U  S126.M 

NROPERATlNGlNCOME 

*1.Mh.rTw* 154,262 31.753 122509 25.312 9,742 

aaRrBooLNoI Iusjss s 1 5 9 m  $378.4sa SlY,Oe5 $61.128 f72.m 244.385 

21. NOI EIM of MjuMI*n(r(AchlN.d) e 
22.MMASNMdNOI Iu5.309 

23. NO1 ElJed d Mjua"tr(hnu.VPro Fwnu) 

24. A"liza4lPm Fomu NO1 uI1s.819 

ladudn 5 9,995.171 lor Univurvl snvise Fund 

I AbDn -nrs include ragulalwy and Iepidaliw rim expenses 01 f 835,oOO. SH the Lobbfing Exp.n- Prolorma 

(P fh. ledslaiva md liim expenses exdudd hn fate nuking purpows. 

~ r ~ p m h c l u 4 ~ l ( f 2 0 . ~ 1 . 1 7 D ) I n r ~ n n u ~ r . d u s t i m ~ ~ n d ( s 2 . 5 0 0 . 0 0 0 ) i n i n l s r ~ R u l ~ d d ~ l o r F P S C d i ~ d ~ .  . .  

P 



FPSC -it NLpnber 
msc Docket 920260-TL 
Reid -it -4 

Earnings Surveillance Report 
Page 26 of 155 

' ?IOA?UBUC SERVICE COMMISSION ApeenaixNo. 1 
r'. 

.fiiONEEARNlNOSSltRVEiLLINCEREPORT 

REVISED l M 2  

: Soulham Bell Tel. hTel. Co. . -. . Comp.n). 

INTRASTATE ACHIEVED ADJUSTMENTS 

2.m 

659 

(291) 
1 

3243 

0 0 

(1) 



FPSC -it r"kr 

Reid -it WSR-4 
Appenaixm. 1 
Earnings hweillance Report 
page 27 of 155 

FPSC Docket 920260-12 

P ?ROA PUBUC SERVICECOMMISSION 

PHONEEARNINGS SURVULUNCE REPORT 
P 

REVISED 12/92 

C r m W Y  
12 Month. Ended : December 31. I991 

~STMENTSTONETOPERATING INCOME Ea9bLOCd 
INTRASTATERWENUE 

(WQ 

: SQlthwn Bell Tel. h T.I. M. 

(1) (2) (a (4) D (5) 
INN- 1nu.- Ne1 &&. T.nilW T0nib-f Mise UncdleUiMe Booked 

RmW. R m u . r  Revenw Rm"". R.VV"U.* Rm"". 

S1.3S3.491 sz72.w s47.385 sz97.765 239.M1 $2,231.366 S T 4  & h h a d  Inuad.1. Rmnue 

1NTRASTAE ANNUALREDIPRO FORMA AOJUSTMENTS 

$0 
0 

0 
0 



Fpsc Exhibit Mrmber 
FPSC Docket 9 2 0 2 6 0 4  
Raid Exhibit USR-4 

WIDA PUBLIC SERWE COMMISSION lrppenaixNo.1 
F pnONEE4RNlNGS SURVOLLANCE REFORT Earnings surveillance report 

RMSED 12/92 Page 28 of 155 
CrmPW : Soulhem Bell Tet. 6 Tsl. CO. 





Fpsc -it "her 
FPSC Doclret 920260-TL 
Raid -it WSR-4 

Eaminqs Surveillance xeport 
Page 30 of 155 

- ?RIOAPUQUC SERVICECOMMISSION PspenaiXNo. 1 

P SHONE EARNINGS SURMLUNCE REPORT 

RMSEO l M 2  

C0mP-Y : Soulh.cn B.11 T d  6TeI. Co. a014 

12 MonLh. Ended : December 31.1991 

ADNSTMENTSTONETOPERATINC INCOME T a d  
( 0  (4 (31 (41 15) 

INTRASTATE OPERATING TA Federal -10 0p.r.ling 

1. TOW (ntra.1.1. Tuos p r  8 m L a  SS.lS5 si5.ia7 $122.509 1213,861 5378.450 

(000) I n m .  T u  l n e w  T u  0VI.r Tuea TU.S n01 

INTRASTATE ACHlEMD ADJUSTMENTS 

69 12 3 a 4  81% 
504 83 20 S16 765 

(3311) 3.426 (1.124) (WO) em 
1.080 184 27 1 2 9 1  1.8W 

0 0 
0 0 

80 

0 
(381 

0 
2010 
(1.356) 

I S 4  

0 

20 

in 

(217) 

53 

0 

m 
0 

44a 
0 

27 
29 

2 

(37) 
3 

102 

120 
0 

BB) 
1 

( 3 . W  
1 9 8  

256 
331 

i a  
(4211 

2a 
3343 

0 
1.157 



.. . 
Fpsc Exhibit murber 

Reid Exhibit w s ~ 4  
FPSC Docket 920260- 

FLORIDAWBUC SERVICECOMMISSION lrppenaixNo.1 
TELEPHONE EARWINGS SURVElUNCE REPORT hweillance Repor 

RMSELl12192 Page 3 1  of 155 
Company 
1ZMonUt.Ended: Denmb.r31.1991 

: souuWrm sell Tel. & T.1. CO. 

(1) (2) (31 (4) (5) 
ADJUSTMENTST0 NETOPERATING INCOME TOW 
I"rATE0PERATING TAXES &la opruinp 

(ooa) I-Tax l " e T a x  0hrT-s Taxes NO1 

25. TOW & h i d  IntRaae Taxes.. $76.f31 S l O W  $121.415 $217,326 f385JOo 

IhlR4STAlEA"UWBUPRO MRMAADJUSTMPTTS 

ANNUAMNG ADJUSTMENTS: * 
27. 
P 
20. 
m. 

31. 

4.803 822 

lo 
0 
0 

0 

0 
0 

0 

5.- 

lo 
0 
0 

0 

0 
0 

0 

0.122 

4.102 

(s.Os0) 
~3Poq 



P)So'8 HW0 

*WO 

novo WOE'O 

KQO'Q Hl('9 

novo 
no00 

WlCO 

WSL'E 

HOD0 

HWCl HlL'll 
HOO'OL Hoot1 

HSZU 

HOO'O 

WOO 

HI89 



FPSC -it l i m b e r  
FPSC Doclcet 9 2 0 2 6 0 4  
Reid -it -4 

Earnings surveillance Report 
Page 33 of 155 

" 0 . 1  WIDAPUBUC SERVICE COMMISSION 

rPHONEEARNlNGS SURVEILLANCE REPORT 
P 

R M S E D  l M 2  

crmp.n)r 
12MonlhsEnd.d: Decm"r31.1001 

: Sarmem 6.11 Tel. & Tel. Co. 

( 1 )  (2) (2) (4) (5) (6) m (8) 

A D J U ~ D I T S T O A V E R A G E C ~ l T ~ ~ O )  LONGTERM SHORTTERM PREFERROD CUSTOMER COMMON INVESTMENT COSTFREE TOTAL 

DEBT DEBT STOCK DEPOSITS EOUITY TAXCREDITS CAPITAL CAPlTN 

1.ToUlcapW P.f BmLI 1.431.531 2 2 u 1 8  0 54.382 2.754.550 193.824 067.332 35.823.937 

20.080 

75.516 

29.080 

48.035 48.035 

75.516 

0 0 

hVh~OiUFmmR.l.Ease# (28.202) (5.8W 0 (1.071) (54.840) (3.818) (20.004) ($113.803) 

9. 

1 0. 

11. 

12 Bib-MI 01 F'IO Ru. Mjuul(ma111 lo Soure (tU202l (SSWdI $0 ($1,071) (tsc.MO) ( S . l l 8 )  ($20.004) ($113.803) 

Io IulS $747.520 $48.810 $255,940 $1497.365 14.lnWsm.b.p.r.uonFactm $384.427 $600283 

Is. Mju.whaIdieamd C.plW $l.OlI.WZ 5231.703 Io $52.906 $1.981270 $141.196 $739.423 S4.1ES.400 



FPSC Exhibit Nlaaber 
FPSC Docket 920260- 
Reid Exhibit wm-4 
? " d i X N o .  1 r' %IDA PUBLIC SERVICE COMMISSION 

f l  EPHONE EARNINGS SURVEILLANCE REPORT a meillance ~eport 
REVISED 12/92 Page 34 of 155 

Company : Southern Bell Tel. 8 Tel. Co. 
12 Months Ended : December 31,1991 

(1 1 (2) (3) 
Intrastate 

Columns Inter- Intra- 
CUSTOMER BILLING (000) Toll Intra toll---- 

(2 + 3) territory territory 
ACCESS CHARGES : 
1. End User Charges $0 0 0 
2 Capacity Charges (a) 717 717 0 
3. MOU Charges To IXC's @) 248,213 235,713 12,500 
4. Special Access Charges (c) 19.276 19,276 : o  
5. Other(d) 621 622 (1 ) 

7. Operator Services (D.A.) $4.583 4.583 0 
13.312 13,312 0 

119 0 119 
10. Total Other Charges to IXC's $18,014 $17,895 $119 

6. Total Access Charges $268.827 $256,328 $12.499 

OTHER CHARGES TO IXC'S : 

8. Billing and Collecting 
9. Interexchange Lease 

CUSTOMER CHARGES (e) : 
11. MTS 

WATS 
Private Line-FX 

f l  Local Exchange 
15. Miscellaneous. 
16. Total Customer Charges 
17. Total Billing 
18. Joint Transpon Receipts (Payments) 
19. Subsidy Fund Receipts (Payments) 
20. Out-of-Period Billings 
21. Intra-LATA Private Line Pool Revenue 
22 AccessExpense 
23. Other Settlements 

$255.265 
25.260 

0 255.265 
0 25.260 .~~ ~ 

59.483 0 59;483 
0 0 0 

. o  0 0 
$340,008 $0 $340,008 
$626.849 $274.223 $352.626 

($87) ($87) $0 
($2.676) ($2.264) ($41 2) 

($1 74) ($139) ($35) 

($1 1,053) 

($12.111) (2,261) (9,850) 

($2,048) * 

NOTE: The amounts on this schedule reflect, among olher things. all paymenls from IXCs on a composile basis. However. 
LECS are expected Io mainlain Icdiiidual side recwds by IXC in the same level of detail found on lhls scheduie. 
(a) Busy Hour mlnules 01 Capacity ChargR 
@)Includes 
(c) For InIranale InlenerritOry Stallon Terminals. 
(d) Mudes testing. ordering, labor, etc. 
(e) For Unes 11 lhrough 15. include only charges billed Io cuslomer and retained by company, no( charges billed on behalf 01 KC'S. 

* MABC Revenues were $ 12,462 and MABC expenses were $14,510 for twelve monlhs ending member 31,1991. 

Switching. Lccal Transport. Una Termination and Carrier Common Line. 



Fpsc Exhibit 
FPSC Docket 9202604’L 
Reid Exhibit m - 4  

’r(l0A PUBLIC SERVlCECOMhllSSlON AppenaixNo. 1 

Page 35 of 155 
P pHONEEAUNINGSSURVEIWCE REPORT Earnings suneillance Repoa 

R M S W  lYg2 

Company 
Mmh Endad: Decembn31.1091 

: Southem Be11 T.1. h Tel. GO. 

(1) (2) (4 (0 (5) (6) 0 
NETOPEFlAllNG INCOME Tat4 TDW I”U.dr1. 

DK.mber31. 1991 Columns Iderdala Columns Column. 1nt.r- I”tr.- 
InU.Sl4l. Tdl -1ntraTdl FOR THE MONTH WDB) (OOO) M P W  

(2*3 Tdl (4+7) (5*9  lerrilmy lsrrilay Local 

BOOKED REVENUE 

1.8.lisLaul seniw Rmnu. $118.451 0 $118,442 Io Io SI s1ia.w 

2 NW ASNU aa.867 e.iu 22723 22723 21.712 1.011 0 

29.016 128 29.781 29.781 0 29.781 0 a. I m p  ci- -e 
4. Mlr*1ueun Rsnml. 21.475 ZlOO 10276 754 4oI 261 18.522 

&.Unedls&bhR”.. 2264 sa 2.105 448 0 43a 1.747 

$256.445 $68.411 $188.034 SS2.117 t p . 1 w  uO.621 $135.217 a N u  Bmlud R.Hnu 

OPERATING EXPENSES 

40.210 10.415 20.795 6.802 3.272 3.530 22.093 
ioaio 4.991 i 4 s a  4.160 1.543 2.617 10.168 

60,055 14243 45.812 10,626 5.202 5.424 35.186 

31.216 6552 2s.663 6.45s 2.246 4.069 20208 

1 0 1 0 0 0 1 

$14.474 $18.294 $104,274 

27.11 1 7.369 20.443 4.725 2.071 2.654 15.718 

$1110,611 $43.669 $137.042 $32.781 

toon 24.12% 75.88% 18.14% 8.01% 10.13% s7.73% 

13.587. 5.490 $8.072 $434 1 .a2 2.752 3.678 

2.025 782 1.243 588 193 373 677 

w . 4 n  Sam $16220 $6.740 $2.417 Y.Ju $ 8 . a  

7670 1 BSs 5po5 1.780 582 1.108 4.125 

NETOPRUnNGlNWME 

m(cBootNoimh.Mmm $52.!3?7 $16.605 $13.300 SSm s s m 4  tp.463 



FPSC -it 
FPW mcket 9202604% 
Faid Exhibit WSR-4 - F’ C)RIDA PUBLIC SERVICE COMMISSION A ” d i x N o . 1  -__----- ~ 

?PHONE EARNINGS SURVEILLANCE REPORT ~arnings surveillance Report 
Page 36 of 155 

P 

REVISED 12/92 
Company 
12 Months Ended: December31.1991 

: Southern Bell Tel. & Tel. Co. 

RECONCILIATION OF CAPITAL TO RATE BASE 
(000) 

DESCRIPTION 

1. Long Term Plant Under Construction 
2 Investments in and Advances to Affiliated Companies 
3. Miscellaneous Physical PropeRy 
4. Other 
5. Rate Base Adjustments 

A. Excess Plug-in Units 
B. Bell South Services Investment 
C. ENFIA 
D. Out of Period Items 
E. Total Rate Base Adjustments 

COMBINED 

($32.913) 
(42.316) 

(7,700) 
(57.040) 

(17,550) 
38,789 

0 
5,327 

26.166 

(1 13.803) 

INTRASTATli 

($24.05:) 
(30,959) 

(5.634) 
(73,083) 

(13.224) 
28.406 

3.840 
17,525 

(1,497) 

(1 16.204) 



r- 

Fpsc Exhibit 
Fpsc Docket 920260-TL 
Raid Exhibit WSR-4 
AppenaivNo. 1 
Eanrings surveillance ~eport 
Page 37 Of 155 

REVISED 12/92 Page 7 

:.ORIDA PUBLIC SERVICE COMMISSION 
JELEPHONE EARNINGS SURVEILLANCE REPORT 

Company 
12 Months Ended : December 31,1991 

RATE STABILIZATION ORDER 
REPORT OF RATE CHANGESEXOGENEOUS FACTORSlDEBT CHANGESTECHNOLOGICAL CHANGES 

: Southern Bell Tel. & Tel. Co. 

InIraslate Amounts 

W S )  

Annual MD 

Impact Porlion for 1991 Effect 
Revenue Requirement Effective Cumulative 

AII Rka Changes. 
Excgenwus Faclm > $ 3 Million. 
Debt Refinancings and Major 
Technological Changes 

L RATECHANGES 

A Fate Increases 
6. Ram Decreases 

N€4 

n MOGENEOUS FACTORS 

A Depr Imease due to USOAR Docket 
B. Separations change 

Nel 

IlL DEBT REFINANCING 

A Mfference between lorecasl and actual 

N. MAJORTECHNOLOGICAL CHANGES 

NONE 

Grand Net 

517,586 
(7.178) 

510,408 

(1 2.409) 
(7.422) 

($19.831) 

($1.319) 

($10.742) 

$17.586 
(7.102) 

$10.484 

(12.409) 
(7.422) 

($19.831) 

($1.319) 

($10,666) 

: 



FPSC -it NLanber 
FPSC Docket 920260- 
Reid mhibit WSR-4 
Appedxm. 1 
Earnings surveillance ~eport 
Page 38 of 155 

REVISED 12/92 rage t . .  

I)RIOA PUBLIC SERVICE COMMISSION 
-HONE EARNINGS SURVEILIANCE REPORT 

Company : Southern Bell Tel. &Tel. Co. 
12 Months Ended : December 31,1991 

RATESTABlLlZATlON ORDER 
REPORT OF RATE CHANGESlEXOGENEOUS FACTORSOEET CHANGESrrECHNOLOGlCAL CHANGES 
ADDITIONAL DEsCRlPnON OF ITEMS 

(OOO'S) 

All Price Changes. 
ecgeneous Faclm> $ 3  Million. 
Debt Reflnancln~ and Malor 
Techndogical Changes 

LA. Rate increases @y service) 
1. Nonrecurring FXchargas. Tariff ollering GSST A-9, Elf. 7/11/88 
2 Tol(Term1nak Tarilf ollering GSSTA-13. Efl. 1/1/89 
3. Mobile W c e .  Tarilf ollerlng GSST A-3. Ef. 4/21/89 
4. W o m  Calling Services. Tariff offering GSST A-13, Elf. 9/1/89 
5. Bad check charge. Tarilf ollerlng GSST A-2, Eft. 5/21/90 

1.8. Rate decreases @y service) 
1. Megalink setvice reduclion. Privale Line 8-7. Eft. 818188 
2 WATS usage charge. Tarilf oflering GSST A-19, Elf. 10/20/89 
a Telephone Answering Sew DID. Tarlll 011 GSST A-6A-8. EfI 3/19/90 
4. Saw Service. Tariff offering A-18,A-llB Elf. 811190 
5. PIC Chanw Charge. Access Tarllf E-13. Ell. 9/W 
6. Saver Serviceand WatsSaver Setvices GSSTTarlff A-18. Elf. 7/1/91 
7. Mobile Service Provider lnterconneciion. GSST Tariff A-35. Elf 11/11/91 

1I.A. Depreciation dillerenceS due to the USOAR Docket. 

FCC mandated this change be effective on 4/1/89. 

IlLA. Dillerence bMween actual long term debt cod rate and forecaned 
n t e  (per 10/19/90 Response lo Staff's Interrogatory Item No. 7 )  
lor twelve mmlh period ending 12/31/91. adjusted to exclude 
the elleclive ponion of the 1991 Inter851 savings associated wiih 
the 1989 refinancing 01 $200M of 11.75% debentures. 

B. Separations change for revenue accwnting procedures. The 

YFD 
Effective 

- lor 1991 - Annual Pollion Cumulative 
Elfecl 

$2.465 $2.465 $8.628 
2086 2.086 6.258 
2254 2.254 6.01 1 
1o.m lo.m 23.333 

781 781 1.237 

$17586 617.586 $45.467 



FPSC Exhibit "her 

Reid Exhibit WSR-4 
FPSC Dxltet 920260-TL 

lrpeenaixNo.1 
Earnings Surveillance wrt 
Page 39 of 155 

WIDA PUBLIC SERVICE COMMISSION r- 
FPHONE EARNINGS SURVEILIANCE REPORT 

REVISED 12/92 
Company : Southern Bell Tel. 8 Tel. Co, . .  
12MonlhsEnded: December31.1991 
RATE STABILIZATION ORDER 
REPORT OF NNV SERVICES 
IntraStale Amounts (000's) 

Enimated Annual Revenue lmoacl 

N e w S e ~ k e s  Effective Date YearS 
1. Key System CUR ;,llowed 10 parlic as STS providers 3/5/88 
2 TouchSiar SeNiCal 8law 

$0 
131 

$0 $0 
6.151 1 3 . n ~  

~ 

3 Unk-Up Florida 9/12/88 0 0 0 
4. Pay PM view (Tc MTaker) 5/15/89 64 67 
5. Pmnte Une Tariff (Megalink Channel) 4/29/88 296 1.690 3,264 
5. GeoserV 7/11/88 129 144 NIA 
7.2 Way Measured Tariff 12/2/88 28 109 
a ACCUPULW service 1/9/89 3 59 
9. Switched AKBSS ACCUPUISB Service 1/9/89 520 520 
10. ESSXMulli-Account Service 3/28/89 842 842 
11. Special Calling Features 8/15/89 224 1.409 
12 InIralala Only 800 Service 9/1/89 115 128 
19 Dial Backup Service 9/27/89 9 9 
14.2400 bps Central Office Data Set 9/27/89 5 6 
.5. Aulomalic Call Oislribulion(ACD-MlS) 1019/89 1.847 1.847 

Swikhed Data Service 1ol9l39 33 33 
P jimplllied Message Desk Interface(SM0l) lol9l39 109 109 

.a Customer Network Management 17/13/89 19 58 
. 19. Statlon Message Detail Recordinp - Premises 12/1/89 1,013 1.013 . 
20. Area C0"unlcatlon Service ( A 0  12/19/89 23 23 
21. Billing &Collecting of Subscriber Surcharge 1/1/90 96 
22 Cat1 Forwarding Busy Une 1115190 45 
23. Call Fomrdinp Don't Answer 1/15/90 I08 
24. Inward Operator Services Access Service ' 2/15190 154 
25. Central Office Local Area Network (CO LAN) 7/31/90 71 
26. Oipital Elm Tandem Swilching FeaIuras(0m) 7/31/90 141 
27. InlraLATA 800 Service with DID 7 m o  22 
28. Enhanced CCS Features 8/6/90 18 
29. Outgdng Only Service en1190 0 
34 Exchange Une Data Service 11/30/90# 181 
31. Pulselink Protocols (SNAISDLC & X32) 1219190 68 

33. New Megalink Svs Opt. Feature: Clear Channel Capabili 
32 oPhl8w Service I O  ReJdEIICe CUdCineB rn191g 17 

34 1/16/91 

Subtoiai from Page 8A 7.285 0 0 

Totals $13,650 $14.217 $17.039 

Thts service was previously Drwided under a llmiled service arrangement which was effeclive 11/16/87. AS Of 
YISI89. i f  was available as a Dermanenl dalewide ollerina The annual revenue imDact has been revised 10 . 
refled lhis tariff change. 

# This service was oreviously Drwided under a limiied service arranaement which was elfective 9/28/68. 
9/28/88. As of 11/30/90. it was available as a permanent slatewide offering. 

3 This service was previously referred to as IntraLATA Only 800 Service. 
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FLORIDA PUBLIC SERVICE COMMISSION qepenaixNo.1 
F EPHONE EARNINGS SURVEILUNCE REPORT Eanrings surveillance Report 

REVISED 12/92 Page 40 of 155 

Company : Southern Bell Tel. 8 Tel. Co. 
12MonthsEnded: December31.1991 
RATE STABlLlZATlON ORDER ~~ 

REPORT OF NEW SERVICES 
InIranale Amounts (000's) 

New Services (Continued) 

M Oigilal Electronic Bwiness Set (DEBS) Svs 
35. New Features for ESSX and Digital ESSX Service 
36. New Nelwork Services (DNA) 
37. Digital ESSX - Optional Features 
38 Derked Oala Channel Service (Miami LSO) 
39. Telecomm Service Priority VSP) System 
40. CoinlCoinless Credit Card Service 
41. Operator Transfer Service 
42 Caller ID with Per Call Blocking 
43. CallTracking - Bulk Calling Line ID 
44. Trunk Side Access Facilily & ONA Services 
45. Public Inmate Calling Service (ICs) and 

Customer Provided Public Inmate Calling Svs 
46. New Equipment for Disabled Customergat cost) 
47. ESSX ISDN Service 

'. Admlnistralive Managemenl Service (AMs) 
Bill Processing Sstvice - Telemessaging 
ESSX - Caller ID. Blocking. Display 

51. mended Communication Svs. (aCCS) 
52. Esn /Digital Essx Service Very Small 

P 

Total (IO Page 8) 

Effective Date 

2/25/91 
ZUM1 
3/11/91 
3/15/91 
4/1/91 
418/91 

5/28/91 
6/17/91 
7/1/91 
7/1/91 
9/2i91 

9IWl 
9/16/91 
1011191 
10/4/91 
lWZll9l 
10121191 
1w21191 
12/24/91 

Estimated Annual Revenue ImDacI 

Yearl Year3 
138 
394 
583 

1.051 
0 

61 
304 

1.389 

434 
783 

a 

NIA > 
N/A 

573 
141 
187 
148 

. 772 
327 

$7,285 $0 $0 

& We are not able to quanlify Caller ID wilh the effetts of per call blocking. Semiannual reports lor 
24 months will be liled with the Commission. 

> Services to be provided as requested by individual faciillies lo addrm desired calling limitations. 

P 
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SOUTHERN BELL - FLORIDA OPERATIONS 
CALCULATION OF ANNUAL IDC RATE - DECEMBER 31.1991 DATA 

REVISED 12/92 
Cost of Capital(000) 

1. Long Term Debt 
2 Short Term Debt 
3. Equity 
4. Customer Deposits 
5. Cost Free Capital 
6. Job Dev. Inv. Credit 
7. Total Capital 

cost 
Amount % of Total - Rate 

$1.018.9(12 24.46% 8.80% 
231,703 5.56% 6.04% 

1.981,2iO 47.57% 13.20% 
52.906 1.27% 8.25% 

739.423 17.75% 0.00% 
141,196 3.39oJo 0.00% 

$4,165,400 ' 100.00% 

Annual Percentage Rate Currently Used by Southern Bell 

Annual Rate per Calculation 12/31/91 

8.59% 

8.87% 

Weighted 
- cost 

2.15% 
0.34% 
6.28% 
0.10% 
0.00% 
O.OOo/o 
8.87% 



Capital Structure 

1. Long Term Debt 
2 Short Term Debt 
3. Equity 
4. Customer Deposits 
5. Cost Free Capital 
5. Job Dev. Inv. Credit 

Total 
n 

Fpsc -it Mauber 
Fpsc Docket 920260% 
Reid Exhibit WSIE-4 
PspenaiXNo. 1 
Earnings mvveillance Report 
Page 42 of 155 

SOUTHERN BELL - FLORIDA OPERATIONS 
CALCULATION OF ADJUSTED CAPITAL STRUCTURE 

($000) 

REVISED 12/92 

Average Rate Base per Books 
Accounting Adjustments 
Average Adjusted Rate Base 

Adjusted 
Unadjusted Reconciling Capital 

Adiustment Structure 

$1.047.327 ($28,425) 1.018.902 
238.167 . (6.464) 231,703 

2.036,542 (55,272) 1.981.270 
54.382 (1.476) 52.906 
760.051 (20,628) 739.423 

$4,281,604 ($1 16,204) $4,165,400 
145.135 141.196 

$4.114.509 
50,891 

4,165,400 



P 
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Page 43 of 155 

BellSouth Telecommunications, Inc. 
Notification of Written Communications with the Federal Communications Commission, 

the Financial Accounting Standards Board. or the Internal Revenue Service 
Florida Public Service Commission Rule 254.017(7) 

For the month ended January 31,1992 

REVISED 12/92 

FILING 
DATE 

01/02/92 FCC 

01/21/92 FCC 

AGENCY SUBJECT DESCRIPTION 

Affiliate Transactions Reply Comments 

FCC Audit Notification Letter Letter from FCC and Data Request 

011W92 FCC Transport Rate Structure 8 Pricing RepVI Comments 

01127l92 FCC FCC Audit -Time Reporting Response to Data Request 



P 

r' 

FLORIDA PDlIC SEAVICE COWtlISSlON 
Corpany 
Docket no. 920260-n 
Test Year 1991 

check Whether Data Is: 
Historic 111 or Projected [ 1 
Bverage 111 or Year End I 1 

Southern Bell Telephone L Telegraph CO. 

Fpsc Exhibit NLanber 

Reid Exhibit -4 
-No. 1 
Eanrings Surveillance ~eport 
%e 44 of 155 

FPSC mcket 920260- 

Rate Ease 
10001 

Schedule A-2a 
Page 1 of I 
Witness Responsible Y. 5. Reid 

Line 
No. Accouit 

(11' 

1 General Support 
2 b t r a l  Office 
3 Info Oriq./Teri. 
4 Cable i Hire Fat. 
5 Riortizable Rssets 
b Total Plant in Service 
7 Less: Depreciation Reserve 
8 Net Plant in Service 
9 Plant Under Construction ST 

10 
11 Net Plant 
12 Horling Capita1 
13 Rate Base 

Property Held for Future Use 

Last Rate Case I Present Rite Case 
Adjusted Intrastate Adjusted Intrastate 

121 131 

'116,593 852,153 
2,161,224 2,371,045 
244,236 125,076 

2,8&,446 3,135,304 
50,390 17,786 

bI244,E89 6,501,364 
2,063,852 2,375,445 
4,181,037 4,125,919 

30,879 42,247 
144 244 

4,212,060 4,160,411 
0 32,690 

4,212,060 4,201,100 

Increase 1 Increase Corpund 
Over Last Over Last Rnnual 
Rate Case Rate Case Growth Rate 

141 151 161 

(64,4101 
203,821 
1119,lbOl 
268,850 
(32,6041 
256,475 
311 , 593 
155,1181 
11,368 

100 
(43,6471 
32,690 
(10,9601 

-7.031 
9.401 

-48.791 
9.301 

-64.701 
4.111 

15.101 
-1.m 
3.m 
69.441 
-1.041 
0.002 

-0.261 

-7.032 
9.401 

-40.791 
9.381 

-64.701 
4.111 
15.102 

3 6 . m  
69.441 
-1.042 

0.001 
-0.261 

-1.m 

t Last Rate Case aiounts are 1990 forecasted data as reflected in Coiiission Order 20162 in Docket 880069-TL. 

Supporting Schrdules: A-Zd, A-ha, A-bb, 8-lb, E-2b Recap Schedules: A-la 

Rcviscd 12/18/92 



a 

0 

a 

I4111 

0 

0 

il,1IJI 

0 

0 

111,7001 

121,1811 

119 

111 h11 

111 y11 

111 m11 

111 111 

111 11) 

111 111 

U1' 111 

Y l l  111 

x11 111 

111 111 

111 111 

111 111 





I l l  Ill 151 

I9751 I I,l1l 

6 0 11,Ull 

0 0 2,OIl 

1R 0 2,111 

2,lM l1,MOI 111,O(51 

14151 l?l 0 

11Rl I 115 

0 I21.4lll 0 

I 0 m 
inoi @ 11,0121 

0 0 0 

l1,UIl 

2,41S 

11111 

Il,OIOI 

4,m 

W 

11111 

I?.W40 

IIII 

2,kn 

1,Ml 

12,1111 

4,102 

ll,2lb1 

I1,5MI 

1,m 
22b 

IIVSl 

lll,21?l 

I l l l  

3,111 

11,1111 

I , S l  

l1,1111 

1,101 

2 , b n  

l11,5111 

11lIl 

151 

21.8611 

?I 

15,1111 

1,111 

111 

114 

111 

111 

111 

111 

111 

#I8 

111 

MI1 

111 

111 

#I1 

111 

111 

I11 

111 

111 

#I1 

111 

Y I 1  

M I 1  

x 



141 

11.bbl 

1k,l111 

Il,u1l 

IWI 

0 

O 

0 

0 

0 

0 

0 

0 

110,1~01 

I51 

124~2MI 

0 

0 

0 

11,1111 

0 

0 

0 

0 

0 

0 

0 

111,1111 

111 

* 
IMI 

1121 

111 

0 

0 

0 

@ 

0 

0 

O 

0 

1,7k1 

- 
111 

11,410 

11,mi 

11,1111 

12111 

I11 

* 
0 

0 

0 

0 

0 

0 

20,571 

111 

21,411 

f1,0151 

14,1111 

IS11 

1,m 
0 

0 

0 

0 

0 

0 

0 

ll.18k 

111 

41,W 

l3,Otll 

14,1111 

luJl 

1,lU 

0 

0 

0 

0 

0 

0 

0 

10,111 

1101 

111,1411 

4,tw 

1,bW 

LOO 

11,1411 

O 

0 

b 

0 

0 

0 

0 

111,1011 
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.ORIDA PUBLIC smvm connIssioN 
impany Southern Bell 
ictet No. 92026C-11 
h s t  Year 1991 

ieck Whether Data 1s: 
. s tor i t  [I] or Projected I I 
rerage I11 or Year End I I 

ApeenaixNo. 1 
Sunnary of Rdjustients t o  Rate Base 

( Intrastate)  
(OOO) 

~arnings m&llance 
paSe 49 Of 155 

Schedule 8-Zb 
Page 1 of 4 
Witness Responsible Y. 5. Reid 

Cash Total 
Line E n t v  Plant i n  Depr. Plant h d e r  Property for l l r tcr ia ls  Yorting Investlent Effect 
NO. NO. Description Scrvice Reserve Construcjion Future Use i Supplies Capital Rate Base on NO1 

1 Excess Plug Ins 

2 HECO Tar Credits 

3 BellSouth Services 

4 DlFlA 

5 Other Rate Base Adj. 

6 Dut of Period Rev i Set1 

7 Out of Period Expenses 

8 Out of Period IIR i FR Tax 

9 0th Out of Period Revenue 

10 1992 Expiring Anortizatio 

11 1995 Expiring h o r t i z a t i o  

12 Other Reg.lNonreg. Adjust 

f4 
113,n41 

48,560 

28,106 

12,3971 

11,715) 

0 

0 

0 

0 

0 

0 

0 

0 

15,194 

0 

19341 

15,5701 

0 

0 

0 

0 

(0,8501 

(13,8921 

0 

.- 
(4) 

40,591 

0 

0 

0 

(18) 

1141 

0 

0 

0 

0 

0 

0 

0 

- 
(5)  

239 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 0 

0 0 

0 0 

0 l l b l  

0 0 

0 0 

0 0 

0 0 

0 0 

0 0 

0 0 

0 0 

(13,2211 

33,366 

28,406 

11,497) 

3,842 

0 

0 

0 

0 

8,850 

13,892 

0 

1,227 

13,096) 

12,6361 

139 

(357) 

0 

0 

0 

0 

(821) 

l1,2891 

0 

- 
;uk: .MP Schedules: A-Za, A-Zb, A-Zd, A-Ze, A-ba, A-hb, C-la, C-lb Recap Schedules: A+, H a ,  8-lb 

/- 
lievised 12/18/92 
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Docket 920260% 

lOAID4 PIJBLIC S€RVICE COMISSION 
ompan). Southern Bell 
m k e t  Io. 920260-ll 
est Year 1991 

:heck Whether Data Is: 
i i s t o r i c  [I1 or Projected [ 1 
werage 1x1 or  Year End 1 

APwndixNo. 1 
Earnings surveillance Report 

(Intrastate) %e 50 of 155 
Suiiary of Rdjustients to  Rate Base 

(000) 

Schedule 8-2b 
Page 2 of 4 
Witness Responsible Y. 5. Reid 

Cash Total 
l i n e  Entry Plant i n  Depr. Plant Under Property f a r  Haterials Working Invertnent Effect  
b. ua. Description Service Reserve Construction Future Use 4 Supplies Capital Rate Base on NO1 

I11 

13 Yellor Page Pro f i t s  

14 h i a r  on Sale of Property 

15 h c  Re1 to Tenp Cash Inv 

1b Iat Recondl 4 ANOC Debt 

11 l n t e n r t  Inpatation 

18 Lobbying Expmre 

19 Corporab Advertising Exp 

20 -do& R o i e c t r  

21 Casualty Expwrc 

22 0 t h  R e g u l a t q  Adj 

23 SPT 1991-1992 

21 SPF 1992-1993 

25 WI 1991-1992 

I21 

0 

12,296) 

0 

0 

0 

0 

0 

0 

0 

0 

77,478 

77,478 

31,874 

-- ----- -- 
(31 ( 4 )  IS) 

0 0 0 

(1,8891 0 0 

0 0 0 

0 0 0 

0 0 0 

0 0 0 

0 0 0 

0 0 0 

0 0 0 

0 0 0 

30,206 598 2 

30,206 598 2 

11,297 246 1 

161 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

506 

506 

0 

(71 

0 

0 

0 

0 

0 

0 

0 

0 

45,030 

0 

0 

0 

0 

(81 

0 

(4071 

0 

0 

0 

0 

0 

0 

45,030 

0 

40,378 

48,378 

20,821 

191 

0 

38 

0 

0 

0 

0 

0 

0 

i4,179) 

0 

(4,409) 

l4,4B9) 

(1,9321 

&. . -1ng Schedules: A-Za, &2b, A-Zd, M e ,  4-6a, 4 - 4  C-la, C-fb Recap kheduln: 4 - 4  8 4 ,  8-lb 

P llcvised 12/18/92 



m u n  PUBLIC SERVICE ConnissioN 
ipany Southern Bell 
ctet NO. 9~0260-TL 
s t  Year 15'91 

,ect Whether Data Is: 
storic [XI or Projected [ 1 
wage 1x1 or Year End I 1 

Line Entry 
No. No. Description - -  

(11 

26 OU 1992-1993 

27 US 91-92 

28 USF 92-93 

29 SFRS 106 WEBS 

30 ReOrglniZltiM 

31 Bellcwe Inv k Divid 

32 Reverse ENFIA 

35 Expiring Ilrortizations 

f i  

FPSC wdbit Mpaber 
FPB: Docket 9 2 0 2 6 0 m  
Reid Wit WSR-4 
" 0 . 1  
*s hweillance &Po* 
Page 51 of 155 Suirary o f  Rdjustments to Rate Base 

(Intrastate) 

Schedule 8-Zb 
Page 3 of 4 
Yitness Responsible Y. S. Reid 

Cash Total 
Plant i n  Depr. Plant Under Property for Haterials Working Invest" Effect 
Service Reserve Construction Future Use k Supplies Capital Rate Base on 111 

(21 

16,035 

0 

0 

441 

(22,5541 

5,121 

2,397 

0 

34 1992 Impact of Represcrip 

35 1993 Impact of Represcrip 

36 SFRS 109 Acctg for Inc Ta 

0 

0 

0 

-- 
(31 

5,648 

0 

0 

55 

6B3 

0 

934 

0 

14 

13,0211 

0 

- --- 
(41 (51 

123 0 

0 0 

0 0 

105 0 

0 0 

0 0 

18 0 

0 0 

0 0 

0 0 

0 0 

- 
(61 

0 

0 

0 

0 

4,602 

0 

0 

0 

0 

0 

0 

(71 

0 

0 

0 

(2,1341 

(4,1661 

0 

16 

0 

0 

0 

0 

(81 

10,510 

0 

0 

(1,6441 

iZ2, 721 1 

5,121 

1,497 

0 

(141 

3,021 

0 

(91 

(97.51 

0 

0 

153 

2,109 

(4751 

11391 

0 

1 

(2801 

0 

- 
jlk Schedules: R-h, A-2b, A-2d, A-Zr, 4-ha, A-bb, C-la, C-lb Recap Schedules: A-h, B-la, E-lb 

Revised 12/18/92 P 
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l O R l D A  PUBLIC SERVICE COMlSSION 
:orpan). Southern Bell 
h c t c t  No. 920260-TL 
‘est Year 1991 

Beet Whether Data Is: 
l is tor ic  [ X I  or Projected 1 I 
iverage [ X I  or Year End I 1 

... . 
AppenaixNo. 1 
Earnings Surveillance 
Page 52 of 155 

Suiiary of Adjustnents to Rate Ease 
(Intrastate1 

(0001 

Schedule E-2b 
Page 4 of 4 
Witness Responsible W. S. Reid 

Cash Total 
Line Entry Plant i n  Depr. Plant Under Property for  Haterials Working lnvestient Effect 
no. k. Description Service Reserve Construction Future Use k Supplies Capital , Rate Base on NO1 - -  ---- -_--- - I - --- - 

111 (21 (31 (41 IS1 (61 (71 I B I  I91 

Sl Attrition (145,0171 0 0 0 0 0 1145,0171 13,464 

38 Propsd Sn Access Reductio 0 0 0 0 0 0 0 0 

39 Pmpsd Option Erpnded Lot 0 0 0 0 0 0 0 0 

40 Pmpsd I n t e r m n e t t  Rite 0 0 0 0 0 0 0 0 

41 B d  RrfinMCiag 0 0 0 0 0 0 0 0 

42 Not used 0 0 0 0 0 0 0 0 

4s not ascd 0 0 0 0 0 0 0 0 

44 Mot used 0 0 0 0 0 0 0 0 

45 Rot used 0 0 0 0 0 0 0 0 

46 Rot used 0 0 0 0 0 0 0 0 

43 Hot n u d  0 0 0 0 0 0 0 0 

48 bt used 0 0 0 0 0 0 0 0 

Adjusted Results 6,501,564 2,375,44b 42,247 241 33,264 (5741 4,201,100 (8,0291 

Su+.+rting Schedules: A-Za, R-Zb, A-Zd, A-Ze, A-ha, A-bb? C-la, C-lb Recap Schedules: A-la, E-la, E-lb 
r‘ 

Ibised 12/18/92 



I11.lk81 

2,401,lU 

m,iin 

1,511,145 

111,111 l4,M5I 110,4111 
11JMI 4,u1 17141 

1 1121 11*1 
11,1111 120,11hI 14,4411 

112,259 1,11h.115 411,117 

l9l,bO4 117,114 111,711 

1,111,141 k.101,IW lI1,)M 

9.4U 11.111 
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. .  
F 12 Months Ended : Deceiber 31. 1990 --- 

111 I21 I31 141 I51 161 111 
Accu8ulated 

ADJffiTilENTS TO RVERRE RATE BASE Denreciation Proocrtv ST Plant Nortinu Per Bwk 
10801 Plant In and Held for Under Rcnuisition Cacital Averaoe 

Servicc Raortiration Future Use Con5tructicn Rdiustsent Ailowance Rate Bare -- :. Intrastate Rate Base oer Boots..... I6.245.469 52.229.119 I516 (38.569 I0 $35.842 l4.091.283 

INTRASTATE ACHIEVED ADJUSmMTC. 

2. Excess Plua-in Units 113.0361 IO I1 I0 S I  I0 1113.8361 
3. p Tax Credits 49.730 1LYh I 0 I I 34.8M 
k. BellSouth Services 29.399 0 8 I I a 29.399 
5. MFIA 13.S24I 11.4361 8 I251 I 1181 12.1291 
b. Otber Rate Base adjustments 6 4 l  Ik.4371 2 S.079 

i. ic t a l  nccnuntmu Adjustlents. 
- I- 

lntrastatr  khieved ................ 163.289 $9.793 I 0  11211 I F  11181 IS3.377 

8. Achieved Intrastate Rate Base...... Ib.398.678 12.238.912 I m  I30.S48 I0 l3S.824 I4.144.584 
UpPipITr - - -_c_ -- - =- 

9. Intrastate l c i r  End Rate Base 
Mr Books ......................... 16,139,117 I2.089.974 tm I4I.489 I8 I28.9S2 I4.109,951 

lNTRRSlATE ANlWRLllEDlPRO FORM ADJUSTRENTS 

FF% ADJUrmnS: 
10. Excess Plna-in Unit5 1I13.#3bl I8 $8 I0 I 0  I8 tl13.0361 
11. YEW Tax Credits 50.621 1s.m I 0 I I 34.890 
12. BellScath Services 26.916 0 I I E a 26.916 
I:. wia i3.SZ41 11.4361 B 1231 I 1191 i2.12FI 

14. 
1s. 
16. 
17. 
18. 
PRO FORM ADJLKTENTS: 
19. Phase Don of SPF 74.842 n . 7 ~ 5  46.247 

21. 

2. Total Rccountinp Adiustaentr. 

P. 

RNWIIIRB ADJUSTII~S: 

28. Other Srorratinns Changes iS.566 1.181 18.385 

--- - - 
lntrartate hnualirrd .............. 1168.592 149.277 I0 11231 I# ((181 t111.27k --- 

23. Intrastate RnnualizedlPrc Form 
Year End Rate Base ................ lb.290.699 12.139.251 tm I40.466 I8 I28.934 14.221.225 

*- -- -_ un_i_i i _ s y l f =  /=iiiiii -PI- 

P 
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I 2  b t b s  Ended : 9ecrmkr SI. I998 

RiVlSEG 2II3IP npeenaiX No. 1 
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19.478 I W 7 5  

I- - 
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OPERplTlP EIPWES 

7. 
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- -- - 
I11 I21 13) f41 151 161 

ADJUSTHENTS TO #ET OPERRTINS INCOE Yasic Local Network Net 
INTRASTATE EEMNUE Senice Rccets Long Distance Hisc Uncollectibie sooted 

10811 Revenue Revenues Revenue Revenue Revenue. 3evenue -- -- 
1. Total Intrastate Revenue oer Boots 11.344.895 1282.679 1372,880 1198.265 129.8!1 52.160.134 --- - - --- -- 
u"nE nmiem ADJUSTMENTS 

OUT OF PERIOD APJU!jT"% 
2. Rev C Sett IInd Col 15421 1.114 1572 
3. Exoenres 6 
4. HR k FR Taxes 8 
5. Other Out of Period Revenue 5.896 16.8401 1.688 (!I1 2.871 
6 .  Excess ERS Revenues ner FPSE !.?X !.?!E 
7. FAS07 2.688 2.680 

6. 
9. 

18. Other Regllonreq Adjustients 
11. Yellnu Page Profits 
12. h i a s  on Sales of Praocrty 
13. I n c m  Related to Tino Cash Inv 

15. Interest Iioutation 
16. win 

F 11. lntrrert Reconciliation 

17. Lnbbving Exoense 
18. Coronrate Advertising Exoense 
19. Rbrndoned Prgjects 
28. Casualtv Expense 
21. BelISmth Services 5.297 
22. Teleohone Franchise Reauirenmt 
2L Other Requlatory Adjustmints 

21. Total Accountina Rdjurtientr. 
Intrastate Achiwed .,.............. 18,355 1$7,3981 12,361 

21. Total Achieved Intrastate Revenue.. $1.352.128 $275.280 SX15,164 
:3=i-I----E iil=-- 

(691 
9 

e 
13151 141 13111 

111 (681 
5 
8 
6 

I21 121 
8 

E 
E 

3.277 
8 
8 

e 

- 
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lli (21 131 141 151 I*! 
XIJUR~RTS TO KT OPERATING INCONE &sic Loci1 Yetwort Net 
IWTRASTRTE RZVENUE Service Accesr Lono Distmce nisc Uncollectibie Booted 

ieaai Revenue Revenuer kevcnue Revenue Revenues Sevenue --- 
25. Total Achieved Intrastate Revenue.. 11.352.128 1275.288 1S7S.lh4 1197.156 129.798 12.13E.238 ---- -I -~ -- 

18 
B 

b 
a 

i?. ! 

33. E 
3. 8 
PRO FORllA RDJU"l5: 

5. Eiolwer Level Adiustaent B 
.h. Nonrecurrina I t m  8 
X7. High Cost Universal 

Service Fund 8 
SB. Phase b u n  of SPF I 
39. Othrr Senwitions Chmoes I 

Intrastate Annualized. ... ... . ... ... %E 18 1s $8 1E 18 

41. Total Rnnnilized Intrastate Revenue 11.352.428 1275.288 W S . l h 4  1197.156 129.79P 1?.17D.Z6 

mfl: ADJUSTWITS [pa Fowl: 

--- ____- --_I- --- - - -_-- 
43. Totzl Rccountinc kdiurtaents. 

_I--- --_ ---- -I-- -- - 
e-- - i-- -- -i I-* iE-n --- 
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12 llmths Ended : tacrioer SI.  1990 

141 
f l  

Ill 121 131 
Plant Other 

4~JUST"fS Tit kET WERRIIffi IWCOI!E Soerific " P l a n t  Jeoreciation 
INlRPSIRTE OPERAlltiS CXPElSE Ooeratims Soec i f ic  and 

I l l 8 1  Exoensr Ooer. Exs. hmrtilation 

:. Iota1 Intrastate Exoense n r  Eoots I8 lS71.893 S197A82 S50S.W 

IMIRllSIATE 6MIMJ AQJUSlIID(TS 
-- -- 

WT a PERIOD an:usimS: 
1. RN & Sett IInd GO) st 
5. Loenus 432 11461 2.885 12.u11 $561 
4. IIR L FR Taxes B 

t. Exrrss E% Rrvmun Der FPSC Q 
7. Fa87 t 

5. Other Out of Period Revenue a 

0. 
f. 
IO. Other ReoIhnnrea Yiustients 14631 
i l .  Yellor Paoe Profits 
12. b i n s  m Sales of Pronertv 
13. 1ncp.e Relatrd to  Tea0 Cash Inv 
14. Interest braci l iat ion 
15. Interest Iratitlw 
16. ENFII 
17. Lobobhano bmsr 
IS. Caronrate Yvert i snq  txnmrr 
I?. Uaadonrd PWIKCS 

21. kllSolltb Semcrs 
22. lrlmbrme Francmsr itmuarerennt 
3. Other Reoolatorv Miustarnti 

:4. lotal accmt inu  Aoiustunts. 

r' 20. tUclaltr Exonsr 24 

Intrastate AtLiwed ................ Sa IS11 S I  

3. Total achieved Intiastiti txoensr.. $0 1371.88b Sl97.6l2 
-___.____. 
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-- - 
(11 (21 (31 f 4 l  I51 

ADJUSTRENTS 73 liET OPERATING INCOHE 
INTRASTATE t7PERNIE6 TRlES Federal State Ooeratrno 

Total 

(0801 lncoae ia:: Incow lax Other lares Taxer EO1 - 
!. Total Intrastate Taxes oer Books.. 181.506 117.766 1113.599 1212.871 I395.564 --- - ---- -- 
!!(TRASTRTE RCHIEVEQ AQJUSTIIENTS 

OUT OF PERIOD AQJUSRIRIIS: 
2. Rev I Sett (lnd Col 

1. RR k FR Taxes 
5. Other Out of Period Revenue 
6. Excess ERS Revenues Der FPSE 
7. FAS87 

8. 
9. 
10, Other ReglHon-rea Adjustrents 
11. Yellon Page Profits 
12. Gains on Sales of Property 
13. I n m c  Related to lean Cash Inv 
14. Interest Reconciliation 
15. Interest Isoutation 
16. mA 
17. Lobbring Exocnse 
le. toroorate Advertising Exnense 
19. Abandoned Projects 
28. ksualtv Ernenre 
:i. 6eliSouth Service$ 
2:. Teleohonc Franchisr Reourrerent 
23. Other Regulatorv Adjustrents 

5 .  ExDmses 

n 

182 
11811 

4,b57 
1.886 

481 
e 3  

936 
11011 
(211 
3 

2.813 
11,5961 

27i 
269 

10 
(1661 

181 

627 

31 
(301 

1.831 
68 
69 

143 

I16 
(171 

141 
1 

482 
12731 

44 
4b 
2 

(281 
(11 

I18 

6 $219 
12111 
6.488 

(321 1.92'2 
470 
97e 

1.852 
E (1171 
Ill 1261 
E k 
1 3.295 

(1,8b91 
(881 226 

31s 
12 

(1941 
(91 

E 
e 

735 

is53 
13501 

16.4881 
955 

1.622 
lee 

1.815 
11941 

1421 
5 

13.2951 
1,869 

40h 
523 
10 

1 321 I 
1151 

3.293 
e 

1.34 

21. TchI Accounting Adjustments. 
Intrastate Achieved... .. ... . .. ..... 111.817 (2.588 (SI151 S13.298 $2.193 

25. Total khirvrd Intrastate Taxes.... $92.323 (20.354 S113.484 (22b.161 (397.751 
I - 

.EU.EX. a--= 5 . m - l  - -- -a=; 
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fiORlDR PUELIC S E R V I C E  C O M I S S I O K  
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FPSC Docket 92026O-TL 

R E V I S E D  2/!3/92 m& NO. 1 
/- 2 Months Ended : December 31. 1999 paSa 66 Of 155 

Coeoanr : Seuthern Bell Tel. I Tel. Ce. 

- -- 
111 (21 15; ( 4 1  ( 5 1  

PPJUSTENK TO E? YEBATIRE IWCOHE 
INTRASTATE G P E R M I R S  TAXES Federal State Ooeratinq 

Total 

(0111 !ncoie Tax Incoae Tax Other iaxes Taxes NO1 - ---- -I- 

25. Total Rrhieved Intrastate Taxes.. $92.323 (21.354 I113.4B4 5226.1h! $3'17.757 ---_ - --- 
INTRRSTATE RNWUALIZEWPRO FGRHR ADJUSTRENTS 

AHHUALIZIHG ADJUSliENTS: 
26. I 0  
27. E 
:e. E 
:9. 
za. 

31. 

n. E 
FPSC RoJUSTKElilS IPRO FOW): 
33. E 
34. E 
PRO FORM ROJUSTIIEHTS: 
35. Eeolwee Level Rdiusteent 3,293 564 3.857 

n 36. Nmnnrring I t c i s  E 
57. High Cost Universal 

Service Fund 19171 11571 E I1 .E711 
39. Phase Down of SPF 14.9431 (84661 8 (5.5891 
30. Other Seoarations Changes (1.8181 15111 8 (2.129 1 - ---- -I-- - 
4g. Tctal Rccount1nq Adjustments. 

Intrastate hnualized..  . ... , .. , . 1S4.3851 IS7501 $0 II5.1S51 _-- --- - 

$8 
e 
L 

e 

E 
8 

6.392 
E 

11.7791 
1'1.5Ph! 
ij.52Ei -_--- 

1$6.51!i 



..... 
C W l W  I hrlb", *I1 Ill. I I*. co. 
I1 h n t b s  b l e d  I kribcr 11. 1111 ............................................................................................................................................................................................ 
nvtiirt twiiuiimnmiti 1VCr8gC I p C l l l l  ?fa h a l l  Mlatrd 

......................................................................................................................................................................... 

1b1 171 Ill 1 0  llll 1111 _ _  _._.. _ _ _ _  ",I, .......................... Yeiqhltd Carl Ralr-.-------- 
111 121 111 1 141 III 

lnll fer h a h  Illislints Idiastmts amat I rl lata1 floor Ilrrln) t r l l l q  l l 0 W  Jlarinq Ccilinq 

1. Lon( I rr i  Ocbt..... ................ l , l l b , l l l  121.ll51 lL.II5.11b 14.411 1.121 2 . l b I  .................... 1!,1111 1ll.lll 4.191 1 . m  1.161 I .  shri l i ra  hi( IJI,JYI 41.11) .................. I 1.111 c.nr 1.111 1. l r t fcrrc l  510~1.. I I 
1. twloicr Dwills .................. 51J51 11,011 49,621 1.211 1.161 

41.111 II.NI 1l.111 16.111 5.411 6.571 1.511 5. tmim tqdlv....... ............... I,lll,S91 11.119 111,1111 I.q49497 
b .  Inrcslml lar Crtdlls.... 11.11b1 1b4,491 1.111 11.111 11.111 IJ.141 1.411 1.4bl 1.541 ......... 1b7.111 
I. Cost Fra tlllttl... 19,111 1.111 1.111 

t.111 

............... 111.11~ J4.116 116,4571 717.711 .................................................................................................................................. 
1. lalrl Capital ...................... l4JN,lIl 196,111 lI1b,5191 l4.14l~514 11.181 ........ I.. I.........., 1**..***.... ........................ 1.431 P.01 l8.691 .................................... 

11. limes lntrrrrl c m t l  In l i ln trr~s l t laou  1an)llnltrrrl 11~1d  toi)an"I ................. 
I I .  Lon( l i r i  Dill I C s i l a l  I lnltnlalt l . . . .  ............................................... 
11. Ihorl l r r i  L b I  I Capital Ihlrastalcl . . .  ............................................... 
11. hrrrqr rdiuskl irhi irrl  ri lvrn M rquilv Ilnlraslalel. ................................ 
14. Idluslll vca, Cnd rctum on rq'lly lIntr.strlrl...., .................................... 

4.43 

12.151 

4.141 

1L111 

11.1n P 

I set ?age 6 lor l t l i i l s .  

.................................................................................................................................................................................. 

x 
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2. Lmvtl P i v l d m d i  .............................. 21.161 %Ib1 
1. Ea rat ~ n d ~ b  ............................... 41.m 47.m 
4. Llrnll tor Florida W a d  ..................... 44.m 44.w1 
5. I - - 
b. -1 of ~ U K l f i C  Miusbents to S o a m , , .  II sum U 11 121.161 11 u1.m 1117.I71 

7. adinw iota1 (roitai ......................... 11,441,b~ 1m.u I1 SJl.bS1 I2.777,nSb Ifu.bI1 lI.lU.21b l1.ll7.W 

P E S C I ~ I ~  DF PRO nnir immms 
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-- 
fLORlOA PUBLIC SERVICE ~OWSSIDII Fpsc Dxket 9 2 0 2 6 0 4  
TELEPHONE ERRnIffiS SURVEIURWeE REPORT 

coipan1 : Southem Bell Tel. L Tel. to .  
I2 llonths Ended : December 31, 1W1 

-No. 1 REVISUI 2113191 

I_ _-__ f- 

I l l  (21 (31 
lntrastate 

CUSTDIIER BILLltiG iBBSl Toll - lntratoll--- 
Columns lnter- Intra- 
I 2  + 31 territory territory 

acass CHARGES : 
1. End User Charnes ........................................... SI8 10 I 
2. Capacity Charges la1 ....................................... 18,184 17J96 788 
3. IUJU Charger To IIc's ibl................................... 238,916 Z7,8SS 11,853 
4. Special Accrss Charges (cl.............. .....'.... .......... 19,8p3 1 9 , m  I 
5. Other Idle. ................................................ S,WS I4 5,879 

6. Total kcerr Charges ....................................... 1282,886 S264J66 118,521 

OTHER aw(6ES TO IIVS : 
7. Ooerator Services 10.11.1 ................................... S4.839 4,839 I 
8. B i l l i n q  and Collecting ..................................... 11,651 11,bSl 8 
9. Intercrchangr Lease... ..................................... I I I 

11. Total Other Charges to IIC's ............................... S l 6 , M  116,498 I8 

e"w MAR6Es I C 1  : 
11. mS ........................................................ S267,84E E 267,848 
12. MATS ....................................................... 25,728 E 2S.728 
13. Privati  Linlfl...... ...................................... 68,146 8 68,146 

/- 14. Local Erchmqr..... ........................................ E I I 
1% ~KCIhMUI. . . .  .......................................... n I I 

lb. Total Customer Charqes ..................................... SS61,614 SO S361,614 

17. Total B i l l i n a  .............................................. IbM,99E S281,8S6 1381,134 

18. Joint Transport Rtceiots IPayientsl........ ................ sim (182 SI 
- -  z _ _ _ m  r-- I 

__c_ 7- 

19. Subsidy Fund Receipts IPavimtrl.. ......................... iU.8721 iI2,2641 IS6181 

21. Out-nf-Pcriod Billings ..................................... S3,138 14,459 I S1.521 I 
-__cc- 

_c_3_c_c_ 

21. Intra+hTR Private Line Pool Rmnur ................................................... iSl8,WI 

22. Access Eroense ......................................................................... (S5.3831 t 
___lr 

p=-P- 

25. Other Sr t t le imtr  .......................................... il12,9281 11,8841 i11,lUI - - --- 
"E Th+ uounts on t h i s  schedule reflect, amonq 0 t h  thinqs, a l l  paymmts fro# IIC's on a coiposite basis. However. 
LU'r are erprctrd to maintain individual side records bv IIC i n  the same level of detail  found on this schedule. 
la1 Busy Mur minutes of Capacity Charge. 
l h l  Includes Local Sritchinq, Lncal Transport. Line Termination and Carrier Common Line. 
IC) For Intrastate Inter teni tow Station Terminals. 
Ldl Includes testinq, ordering, labor, rtc. 
le1 For Lines 11 throuqh 15, include only charqts billed t o  customer and retained by cmpany, not charges billed on behalf of IIC'S. 
t WC Rrnnors mere S 12,641 and MBC expenses mere S 18.124 for twelve moathi rndinq Decmbrr 31, 1990. 
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caOIOW : Southern 8rlI Id.  I I d .  to. 
h t h  Ended I Droita SI. lppl 

0 Page 7 0  of 15s 
111 izi IS1 1 4 1  151 Ib l  111 

IET oPfRIIIIw6 Iotil Iotil lntristrtt 
FDR IIE mm Em 1IIO CMPV lntrirtlb 1011 - Intriloll- 
IKHbrr SI. 1119) toims Intmtatt Colms Colwns I n t r r  Intra- 

11 t SI roll I4 + 11 1s t 61 tsrritow tinitom L D C ~ I  

smo RFmS 

1. lasic Loci1 Senict b m r  ................... 1114,297 E lll4.m IO IO I 1114.289 
?. lrtmrt k c t s s  R- 87,414 61.712 U,l12 i s m  22,m m I 
1. Lmg P i s b c r  Iwmn ........................ 2h.m 53 26.41  26.4W I 26.41 I 
4. nilceiim- R-W ......................... m,m J,M 21,797 1,418 1,191 SI1 24.S09 
5. UPIDlIKtibII Irmn*r........................ 2 .W 11641 1.15) 611 in1 MI 2.142 

b. ht bow #mi ............................ 1n4.m i6i1,111 *lm.ll11 1N.m (2J.844 mm ish.isb 

........................ 

- 
"6 E I P m  

7. 11187 ~XMOHI it:cl korl.. ................... II I I1 $1 11 I II 
8. ?lait Swcitic Ourratinn L:mu .............. 42,2V5 I1,SU a,m 7,416 3.m S.n4 lS.Sll 
9. Plat M e S o i c i l i c  Owritims Go ............. 11.U1 5.911 15.781 4,01 1.837 J.124 . Il.nI 

11. bnrsclitim ~ ( 1 1  ).ortizitloo ................. 19,114 16.Wl 42.Ul Il.4SS 5,m 5.m s1.m 
11. C.stpur Ooiritims fXomu ................... SI,I)z 1.W7 n.495 b.161 2.m Sam 1q.m 
11. Carporitl Dointias E:gmsr .................. 21,W i,m I8JM 4,416 1,993 2,413 13.144 
IS. Otbr Incoat I U ~  EIOIPH.. .................... u1 1 0  492 lm b1 59 m 
14. 10W Opnrtinp U w t  ....................... lIWr414 U1,W UQIll  SWu (1M3S l1I&9 SW.42h 

15. 2 Piltributio. ................................ IIK 26 .W n.cn 18.SII 8.m 11.1K 5s.m 
ip p_. CI _ p -  upp - 

OPEUIIIS I A f f S  

16. F d m l  lncpu Ia: 9 . W  
11. strta Incoat 111 .............................. 2,)o 
18. 0- lain ................................... II.U1 

19. Total Optratup 1a:rs ......................... 124.11 

P ............................ 

- 
m "3 llcrmE 

n. rn loot mi for tb mth .................... 14t.ui 
.p..... 

2.118 1l.W 
m 1,UJ 

2.m 9,119 

l6.443 111.11s 
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COiWV : Southem Bell Tel. L Te1. COS 

REVISED 2/13/92 ~ppenaix NO. 1 

/4 12 Months Ended : Deceakr 31. 1998 Page 71 of 155 

RECOWCILIATIOW OF CRPITRL TO RATE EASE 
(nom) 

oESCR1nxON CGitBIRD 

1. LMg Terl Plant Undtr CMStruCtiM........ ................... 
2. Invest” i n  and Advancer to Affiliated Cnipmier.......... 
3. niscellanears Physical Property .............................. 
4. Otbtr, ....................................................... 
5. Ute Sase Adjustrents ........................................ 

R. Exctrs Plug-in Units .................................... 
8. Sell South Services lnvestient .......................... 
t. F.NF1A ................................................... 
0. Out of Period Reas...: ................................. 
E. rota1 Rate Base Adjustments.... ......................... 

(126,8911 
(51.25221 
(7,988) 
(37,b921 

(18,079 
41,014 

8 
4,645 
27,588 

INTRASTATE 

019,2781 
(36,738) 
(5172l1 

(14,1551 

(lS,nb) 
29.S99 
(2,1291 
5,079 
19,313 

(86,579) 
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~ p s c  mthibit "br 
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P page 72 of 155 

RATE STABILIZATION ORDER 
REPORT Oi RRE CHM6WEIOGDIEOUS FACTORSIOEBT tHbN6ES/ECHNOLO6fCh!- C H M E S  

Intrastate Raounts 
i annw 

811 Price Chan9es, 

Debt R#fiamcinos md llator 
Teclmolqical h g e s  

Exogenffls FUbn ) S 3 Ili l l iM, 

I. Rm UWISES 

A. Rate Increases 
E. Rate Decreases 

kt 

S17.586 S17.261 
(7,1471 l3,7$4l 

S11,539 SlSJa7 

111. om mitintus 
A. Difference betmn forecast and rcturl 1S1.316l (l1.SUI 

AIE 

firad Net 

S27.881 
(3,8711 

S24,11@ 

13.9761 
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Coapay : Southern Bell lel .  i le l .  Eo. lrppenaixNo.1 

/? 
12 nonths Ended : Deceaber 31, 1990 Eanrings surveillance Report 

Page 73 of 155 
RATE STABILIIRTIOII ORPER 
REPORT OF RATE EHAN6ES/EXO6MOUS FACTORSIDEBT CH~ES/lE~OLO61CAL C H M S  
anniiIoiaL DESCRIPTION OF ITENS 

100rs1 

All Price Changer, 
Exwenews Factors > S 3 Rillion, 
Debt Refinancings and M o r  
Technological Changes m 

Effective 
Anaual Portion Guulative 
I rp l c t  for lW0 Effect 

L A .  Rate increases lbv service1 
1. Nonrecurring FX charges. Tariff offering 6557 4-9, E f f .  7111188 S2,4bS i2.4bS Sb.lb3 
2. Toll Terainalr. Tariff offering 6SST A-13. Eff. 111189 2,186 2.186 4.172 
5. nobile Service. Tariff offering 6 S l  A-3. E f f .  1/21/89 2.2f4 2.254 3.7f7 
4. Custoa Calling Services. Tariff  offering 6SSl A-13, Eff .  9lllSS l l ,W0 11,191 n,m 
3. Bad chect charge. Tariff.offering 6SSl A-2, Eff. S/21/?0 781 4% 4% 

117,SEh ~17,261 in,m --- 
1.8. Rate decreases (by service) 

1. llrprlint s e n i c i  nductinn. Private Uni B-7. Eft. 81W8 
2. MATS uuqe charge. Tariff offerinp 6SSl 11-19, Eft. 11121189 
3. Telephone h u n r i n p  Sew D1D. Tariff off bm k6.M. Eff 3/19/90 
4. Sam Service. Tariff offering A-IB,II-118. Eft. B/l/?O 
5. PIC Change Charge. Access l a r i f f  E-13. Eff. 9/1/90 

I1.R. Deoreciation differences due to  the USOAR Docket. 

Fa mandated this c h g e  be effective on 411189. 

I1I.A. Difference b e t "  acba l  long t e a  debt cost r a t e  and forecasted 
rate for  tnelve mth period ending 17./SI/PI, adjusted to exclude 
the effective prtim of the I99l interest  savinps associated with 
the I989 refinancing of SltlR of 11.752 d e b e n h .  

9. Separations change f o r  m u i  accwntinq p r a d u r e r .  The 

NW1 IS841 Irml 
11s41 113(1 IIYI 
(In1 1137, I1371 

l4,ZISl I2,%7l 12,Wl 
12,4S61 18121 18121 

17.1471 13.7541 13.8111 
- - =ppII.p 

_- - .  
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REVISED 2/13/92 AppMaix m. 1 
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F 12 IIonths Ended : DecNbcr 31, 1990 Page 74 of 155 

RRTE STRBILlZRTItM ORUER 
REPORT OF NEW SERVICES 
Intrastate kiounts (01l’sl -- 

Estiiated Annual Revenue Impact 

Yew Services 

1. Kev System cust allowed to  partic as STS oroviden 
2. TouchStir Service 
3. Lint-Up Florida 
4. Pay Per View ITictetTakerl 
5. Private Line Tariff IMepalint Channel1 
6 . 6 p k r v  
7. 2 Yav heasured Tariff 
8. kctlPulse Service 
9. Switched Access AccvPulse Service 

18. ESSX Ihrlti-lkcmt Service 
11. Special Calling Features 
iz. Intralata Only 818 Service 
13. Dial Backup Service 
14. 24fl bps Central Office Data Set 
15. A U b U t i C  DiStribBtiM(kc8~IS) 

. 16. %itched Data Service 
17. Simplified Ilessage Dert InterfacelSIIDIt 

19. S h t i ~  Msnge Detail Recordiaq - Premises 
28. ana Couanieition Service (AM 
21. Billing L Collecting of Subscriber Surcharqe 
22. Call Forwarding Busy Line 
23. Call Forwarding Don’t h u e r  
24. lourd her i tor  Services Access Service 
25. Central Office h a 1  kea Network IC0 LAMI 
26. Digital ElKt Tandei Switching FeatureslDETSl 
27. lnt rUTA 811 Service with DID 
28. Eobuced CCS Features 
29. Oatqoinq Only Service 
30. E:clungt Line Data Service IaOSI 
31. Pulselint Prntacoh ISIAISDK t 1.32) 

r- 18. Customer Network I*Paqemt 

Total 

Effective Date 

3/5/88 
818188 

9/1Zlea 
5IlSI89 t 
4/29/88 
7/11/88 
l u u 8 8  
1/9/83 
1/9/89 

1128189 
8/15/89 
9/1/89 

9/n/89 
¶In189 
18/9/89 
lll9IBP 
18/9/89 

llllUB9 
lZll/09 

12/19/89 
llllpl 

1/15/90 
1115190 
2/15/90 
7131191 
7/31/90 
7MI98 
8lbI9l 

8/31/9l 
11/38/98 : 
lZlPIPl 

rear 1 - 
S I  

131 
I 

h4 
29& 
129 
28 
3 

521 
012 
224 
115 

9 
5 

1,847 
55 

119 
19 

1,113 
n 
96 
15 
118 
154 
71 

141 
22 
18 
I 

181 
68 

Year 2 Year 3 - -  
$0 se 

6 . i ~ i  is,m 
I 8 

1,691 3,246 
b7 

144 
189 
59 

521 
842 

1,489 
128 

9 
6 

1,847 
55 

189 
58 

1,813 
23 

S6,SlI 114,217 $17,821 

t This service was previously provided under a l i i i ted service arrangement which was effective 11/16/81. 
Ilr of UIY89, i t  
has been revised to reflect this t a r i f f  change. 

was available as a Derianent statewide offering. The annual revenue impact 

I This service was previously provided under a l i u t e d  service arrangement which was effective 
9128100. hs of 11139199, it was available a5 a permanent stawide Offering. 
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FPSC Docicet 9 2 0 2 6 0 4  

S(12RHERN BEU - FLORIDA OPERATIONS 
CALU~~ATION OF nwnw ID[ RATE - DEMBER u, 1998 om 

REVISED 2/1JI92 
Cost of Caoitall3831 

C05t Weiohtad 
n m t  I of Total Rate Cat - - - 

1. Lon9 Tern Debt 11,a15,186 24.491 
2. Short Tern Debt i n ~ u  4.m 
3. Equity 1,949,W7 4 7 . w  
4. Custmer Deposits 49,&28 1.m 
b. Job Oev. Inv. Credit lM,l?Z 3.m 

7. Total Capital $4,144,504 m o n z  

5. Cost Free Capital 787,788 19.112 

Annual Percmtaae Rate Currcntlv Used bv Southern Bell 

Annual Rate Der Calculation 12/31/98 

8 . m  2.161 
8.m 3.561 

13.2eI b.2 l l  
7.9bz 0.182 
9.m 3.892 
a.olZ t.lUZ - 

8.831 

n.sn 

8.832 
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CALCULATION OF ADJUSTED CRPITAL STRUCllJRF. pase 76 of 155 .. 
SOUTHERN BELL - FLORlDA OPERATIOWS 

111111 

REVISEO 2113f92 

Capital Structure 

Adjusted 
Unadjustrd Reconciling Capital 

n m t  Adjustnmt Structure 

1. hq Term Debt 
2. Short Tern Debt 
S. Epclity 
4. Custoier Deposits 
5. Cast Free Capital 
6. Job Qev. Inv. Credit 

7. Total 

11.l36.291 
1~1,413 

1,991,629 
51,657 
B B ~ , z ~ ~  
167,928 

S4,231,163 



c 111 111 131 I k l  I51 I61 
rota1 rota1 Intrastate 

RnE 0 n w s a a i  hmv Intrastate Toll - lntraloll- 
( ~ ~ U M S  lntirstate Ulms (olua Inter- Intra- 
12 + $1 lol l  I4  + 71 15 + 61 tirritorv tirrltorv 

n w m  RATE a m  
1. kniral Suowrt ................................. l l . IH.459 lZb8.919 I78J.14l IlW(.712 187.A9h lIl2.llb 
2. Cmtral Offici .................................. 2Jl2.543 7TZ.8J7 l,7Zl.L66 JSZ.b85 ?2k.)51 M A 5 2  
3. Inforution 0rig.ILra .......................... 574,152 179.184 $94.960 8k.bn 49.W M.U4 
4. Cable ~d win Fuilitin ....................... 3.m.545 1.212.UL 2.7W.lW h98,UI m.4SI llJ.)31 
3. h r t i z a b l r  huts .............................. 1l.m 9.704 am 7.2111 3.1% 4,891 

6. Plant In l r n f ~ i  ................................ I 0 J l S J 8 8  ll.kU,WJ 0.8k7.Pn II.JZZ.bZ2 17374tll l7E4AIS 
7. kCUMhtId hOrKiItiol M d  

kortiution .................................... 1.m.W 0Jl.ZSl I.W.A96 466.164 lS9.WJ 246.178 

8. Met PImt in  Serviri ............................ t5.577.161 l1.611.76k 13.165.397 

9. P r o ~ i r t v  H d d  for R t u n  mi .................... 431 117 I S 4  
IS. TM. Ib IOCI ................................... h4.128 1'1.2u kI.U2 
11. k m i s i t i m  Idioctiab ......................... I I I 
12. Yorkia Canital lllruri ....................... 1,IU 115.kWI lb.482 

13. hr kmk Anrm Irti I a n  ...................... 15.M3.422 (1.A11.611 tk.m.695 
__p___p- 

l I . M . 4 5 9  

79 
II.H1 

S 
1.111 

c1.tu.uc 
p_p 

I5BJ.U7 
l.m.lll 

311.291 
2.Ul.1n 

21.218 

I 4 J l 4 N l  

1.3n.m 

(497.114 IM.534 11,928.938 

$8 41 224 
5.7u &.In n.111 

14. I Distribution .................................. IUI m.uz 7 1 . m  I(1.m 1.m 9.bsl 5 2 . m  
p____p._p_-pp_-- 

m ME ME 

15. Miustunti for kbimd titi hn .......................................... lk3.US 

16. njusw khid U I ~  IIU 1 4 , m . w  P ................................................. 
___. 

17. lear b d  Rate hii n r  koh ................................................ 
18. ldjnstrats for liar End Rate 1111 .......................................... 
19. Rdiustid le11 Lod Rate @ai ................................................. 

4.124.Iu 
1lZ.S41 

S4.llh.874 
. . . . . . .  - 

RArEsoFRmRll 

21. Inrani h r  I& ............................... l1.m 1s.w 9.m U.S1I 11.782 l3.111 9.SJl 

11. Lviraae Minitid kbiiwd .................................................. 
Zl. IdjistId Tear End ........................................................... 

- p_ _p _. _p yy. - 
1 . 4 n  

9.111 
- - 
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! h . m V  : S o u t i "  Bell Tel. 4 Tela b. 
AppendixNo. 1 
Earnings surveillance Report 
Page 78 of 155 12 llMths Ended : December 31. 1989 

111 121 151 1 * 1  i a i  Io: I l l  
ACCUU!l Atd 

WUSlhE4TS TO RWRBE RATE BffiE Droreciatm Pronrtv ST Plant Yortino Per Bock 
iaui Plant In and Hrld for Under kcnuisition Caaital Averaor 

Service Rawtizition Future Use Construction A d l v r t r n t  Allorrnce Rate Base 

1. Intrastate Rata Basr per Boots..... lS.B47,~93 1I.BUl.696 tn4 14s.m sa 116.482 i i . az7 .8~~ 

IWlRASTATE RMlMD AWumwTS 

2. Excess Plun-in Units 114.YSI 11 It  10 ta 18 1t14.3651 
3. yuxl T u  Credits 51.782 18.811 a a a a 31.971 
4. IelISoutb 5ervices 16.945 a I I I I 26.943 
s. wIa 14.4911 (I.MS1 a 1121 I 1241 12.8941 
6. Othtr Rate Basr ffliustmmts IS481 11.9561 1961 l.%I 

7. Total k c m t i n o  (Ldinstemts. 
11241 143.161 Intrastate Achieved ................ i 5 8 . W  11S.192 S I  111481 i a  

8. ACNmd Intrastate Ratr Bur...... 1S.91S.614 $1.896.888 1314 14S.4U 11 116.455 i4.B7t.918 
___. -. __p. Pp__p ___Y. __ri 

9. Intrastate Year End Rate Base 
per h o t s  ......................... SS.904.6Il t2,UI.bM (26s tam 1# 124.H1 14.824.854 

iIIwIsTnn ~IOIWLIIEDIPRO FORM ms~urmons 

m RDJUSTIIDITS: 
n II. Excess Pluq-in bits 1114.YSI SI i n  S I  $1 

11. YECD TAI Crrlits S.38S 18.W I I I 
12. BelISmth Services 29.Sll I 8 a a 
w. OFIA 14.4911 (l.Ms1 I 1411 a 
MWALIZIWB R D J u m " :  
14. 
IS. 
16. 
17. 
18. 
PRO mRllA ADJummm: 
19. Phisa 0" of SPF 74.H2 27.79S 4b.247 

21. 

22. Total Accmtina ffliustnnts. 

ZO. Other koaratioos C h q e s  27.964 1.988 2a.156 

11 11241 iiii.~ia 

sa iz~s17 ~~.IS~.BII 

.............. 
-I_-- 

Intrastate lhaulized tIU.M6 iS2.941 18 1t411 

lS. Intrastate AnnualizeddlPro Forma 
Vru End Rate Base ................ 16.149.6SJ 12.173.605 1263 136.146 
I .s___. - - -- -_ _P__ i-- .= - _  - _ _  
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FLORM a l C  SEUVIE m1551w 
m"cE mu65 N(KIwwcE " 
c4wIn : 5 c U ~ l n  Bt11 ltl. & Tcl. to. 
12 mthr Endad I Dtcukr SI. I181 

wit WSR-4 
AppenaixNo. 1 

i l l  111 IJI LII 151 I,, 
lo t11  lotrl lntrastrtc 

C O I W V  
raims ~ n t t r i t i b  b l w s  blws 
12 + SI 

1ntrutItt Toll - IntrrToIl- 

roll I4 + 11 15 + b1 tcrriton tCrribN Lac11 
Inter- Intra- 

NEI oIOlpll5 mn"nai 

- - 
Iooao RfKm 

1. Irsic Lo(rl Stmi" Rtrtnw ..................... i1.2b7.121 55 IL.W.Ib1 (I I I il.Zbl.Ib1 
1. LhDrt Lcrns .......................... 1,148.W 711.91b 25l.Ln 257.b12 24b.W 11.bJ1 I 
1. loaJ Distmn R t u w n  .......................... m.UI m m.14s SS8.141 I 518.143 I 
4. Illutll-s R t n n u  ........................... 29U.lbb 4 4 . w  25s.m 18.961 I4.PJ 4.518 n4.9u 
5. I h l l ~ c t l b l e  .......................... s 2 . m  IJ lb  31.151 6.118 1b1 b.141 24 .m 

b. Met @&ad Rnaur .............................. i2.(2(.Ib1 lBu.111 12.lOJ.7J8 16M.UI lu).U1 IS48.2Jl 11.477.198 
-- 

opoUl1ffi EIPDISES 

1. 
8. thlt S m i f I C  knUa f lpWU ................ i 5 U . I I 8  147,Sll %$.Cl7l1' f%m u.1s2 Sl.141 m m  
1. )I-t Ya-5otcitic D o e n t i a s  €ID ............... 2JS.218 n.42 185.iqi 1ap b 1 . 7 ~  21.465 41.m 124.128 

11. Cusbnr O a m t i a r  hmu ..................... SS8.242 M.W 26M9Z?bh 77JU 11.112 4q.11a m m  
U. EOrmrtc Oasationr f~mu .................... 274.Zll 81.U8 llZ.)s3'Wv U,UI 2 4 . w  n.ni m.m 
11. k m a t i m  M* hnrtizrtim ................... blI.417 I'lotJ12 cn.114 124.511 51.57h h4.W W . b N  

11. Ptbrr Incost IM E I ~ Y  ........................ im1 1181 iml IS221 in1 in1 l l7bl 

14. 7-1 hmnt ......................... 12.15S,5l9 i y I , 5 2 4  iL.4IJ.W i4U.ZlJ i U B . I 4 l  lRS.414 11.172.~ 

15. 1 BistrMthL........... ...................... IUI n.cn n.m n.m 1.111 11.m 52.141 
.p. - _I _. - ..m _I 

~ 1 1 y G  1 4 s  ,283 I D  lolam ~~3 

1b. Ftderal I n a n  Tu .............................. m.%J 45.1~7 ia.848 is.4~ u.m n.m 44,411 ................................ 11.49l 
I#.  othr T u -  ..................................... 13b.m n&Ba "74~. 24.m 1,441 lI.111 l9.2ll 

19. ~0t . i  o w r a m  ium ........................... im.us i ~ , w  i2u.w w m  iu.811 s12.m iia.ici 

/4 11. Strtt lncw lu S2.m n,ni n,m c,m s,m 4 m  

cn DswLTYffi IRIR 

21. hr kc4 IDS .................................... 1511.8Jb illb.l1S lSlJ.lJ8 i126.428 154.Jbl il1.W 12b1.SSl 
__Y __P_ ._P_P p__o __M. __y_ .___i 

21. ID1 ffhct sf MiushtslLchiwt#l.. ....................................... 
72. Mlnt ld  *urd Im ....................................................... 
13. 1101 fffrrt sl Idlurtultslhurll?ro T o n 1 1  ................................. 
24- h 1 i Z t d l P m  F r u  MI........ ............................................ 

If,WI 

iIo(.4PI 

l14.120 

iSlZ.Jb4 

- 
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-No. 1 

P - pase 80 of 155 
Earnings surveillance Report toioannr : Soutbero Bell Tel. L Til. to. 

11 Nonths Ended : Deceikr 31. 1989 
. 

11) I21 131 (41 151 161 
RUJUSTIRITS TO l l ~ ~  opmiiffi INWE Baric Local Network Net 
INTRASTATE RNOM S C N i C C  Access Long Distance llisc Uncollectible Booked 

18181 Rmnue Rnenuci Revenue Revenue Revenues Revenue 

1. Total lntrastatc Revenue Der bots 11.267.167 (261,378 l35(.4## (234,964 131,151 (2.185.758 

OUT OF PERIDD ADJUSI)IMS: 
2. Rw I Sett llnd bl 
3. Ernenns 
4. IIR k FR lues 
5. Other Out of Period Revenue 

6. Seoarrtions Adjust" 
7. Bond Refinancino Exrmsn 
B. Excess EAS Rewnuw oer FPSC 
9. Fns87 

I#. Other Nun-reg chanqcs 
11. 'Icllor Page P r o f i t s  
12. 6ains m Sales of Pros" 
13. lncole Related t o  lean Cash lnv 
14. laterest Rwmciliatim 
1% lntrrnt l i w t a t h  

17. Lobhvino Expere 
18. Corprate fflvertirinq Eronse 

21. Clsualtv Exnose 
21. BellSouth Services 
22. Teleohone Franchise Rmuireient 
23. Other Regulatan lldjwticntc 

24. Total Accounting AdJwtunts. 

16. win 

19. Lbladoned PrOjKtS 

752 19821 

12,1591 1,718 

11.25Bl 
11.111 

1471 
m 

1VX" 
8 
I 

12,PSII 1361 13.2551 

1 
1 

11.2511, 
11,1#1l 

I 
17.U5) 11Ul 17,4311 

111 IIbI 
7 t S  
I 
I 
I 
I 
I 
1 
I 

4.9n 
I 

lntrastatc Achieved ....... , ........ ( i . 4 ~ ~  (2,461 l(2.2521 1l11,4851 li1411 Il8,6941 

IS. Total &thieved Xntrastate Rwenuc,. SI,ZAB.SE9 (262.838 IJU,l6B 1224,479 l31.111 (2.177.W .--.---- 

P 
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FLORIDA PUBLlC SERVICE C~ISSIOI I  
TELEPHONE ERRWIffiS SURl%IuRNcE REWRT 

blpm* : Southern Bell le l .  k Tel. Co. 
12 llonths Ended : Ueceiber 31. 1989 

(11 I21 I31 (41 (51 (61 
ADJUSTIIENTS TO NET OPERATIN6 IllcM Baric Local Nctrork mt 
IWTRASTRlE REVENUE Service Access LMO Distance llisc Uncollectible Bwted 

Rcmue Revenues Revenue Revenue Revenues R m u e  - (1111 - 
25. Total Achieved Intrastate Revmuc.. S1.2bB.SB9 (262.838 SSSZ.168 (224,479 S31.EIR S2.Wl.Ob4 

1WTRASTRTE AwRuALllEDlpRD FORM ADJUSTIIEHTS 

amiu tmf f i  ADJLKTIWTS: 
26. 
27. 
26. 
29. 
3. 

31. Rate Stabi l izat im Order 
112 nus 19983 2.810 14.2001 iS.MII 

SI 
1 
E 
I 

I971 (b.9131 
32. 1 

n. 8 
34. I 
Pm Fmn a o " s 1  
SI. t p l o n e  Level Adjustment I 
36. h r m r r i a c  Itm I 

P Srwicr Fund I 

39. Other k u r a t i m s  ChanQls 8 

FPSC ADJUSTEMTS IPRD FMUIRI: 

37. Hiqh Cast Universal 

3. Phase P a n  of SPF E 

-- 
4R. Total k m t i n g  bdiuctunts.  

12.w (14.2111 1SS.UOI sa (1971 lIb.S131 

41. Total fmnualizcd lnt rar ta t r  Revenue 11.271.383 I2SB.hJB 1346.Y6 1221.479 (31.913 l2.171.161 

l n t r u t a t c  hnualized ......... . .... - 
---YE--- 

/- 



1410 S.X4 l7Ml IS.6Wl 
II 

Il" 
I 
l 



uIyymu6 rants-: 
z6. 
17. 
a. 
n. 

... 
u. 
M “l rwumnl; 

S I  
I 
I 
I 

I 

c 
I 

I 
I 



b 1 O a n V  : Soutbm Be11 TeI. & TeI. Co. Earnings surveillance ~eport 
Page 84 of 155 

I11 I21 131 I41 (51 

18Wl lncolc Ti2 lncoie Tar Other T a m  Taxcs no1 

e 12 Ilonths Ended : Decmber 31. 1989 

ROJUnEWTS TO NET OPERRTING IWCDlIE 
imRasTaTE OPERATIWS T a m  Federal State Oncratinp 

Total 

- 
1. Total Intrastate Taxes oer Books.. 181.818 121.229 51U.817 12U.924 t395.758 

wrn" AMIEYED m-5 

our OF PERIW LOJUSIIIO(IS: 

- 
2. Rev k Sctt lIod bl 1731 1121 131 ISflI 151421 
5. Exomscs 429 74 58S 834 
4. I(R i FR Taxis 4.m 11.4841 3.ns 13.29111 
5. Othn Out of Period Rcvenuc ll,u71 11781 In1 11,2521 12,1131 

6. Seruratiws Mjustmeat 84 14 98 
7. Bond hfinancinp EXIIMSCP 12.1881 13Sl 12.4461 
8. Excess EAS Revenues ow FPSC 1m1 1681 1141 14791 
9. F11587 16671 11141 1241 I 8 M  I 

11. Other Wm-rca changes 318 68 418 
11. Vrlloa Page Profits 12,3851 14081 I91 12,BUI 
12. hias 011 5 1 1 ~  of Promrtv 1151 (21 I l l  I181 
13. lncm Related t o  I n p  Cash Inv 224 38 8 m 
14. l n b r e s t  Remci l ia t ion 2,894 495 3,sBp 
15. I a b m t  Imitation 11,8681 13211 12,lfll 
ib. win u1 56 411 
17. Lohbyinq Exmsr 262 45 3 7  

In 2 12 18. hrmrab Mnrtisiap Expmsr 
19. h & i l C d  PrOjKb Is451 In1 Ibw 
2B. hsultr  E x m c  In1 I31 I251 
21. 8ellsoUtb 5crrices I 
22. Teleohrme Franchise Rquircicnt 1 8 I 
23. Other Rcpalaton adlustnmts 6W la5 786 

24. lot i1  Rcmuatina Adlust~cnts. 

/-- 

intrastate Ilchiwcd ................ 588s IS2,1541 Iffl1 151,3511 

25. Total A c h i c ~ d  Intrastate Iaxes.... 581.731 118.175 l18S.767 52U.S73 
_____I--- 

l b 4  
14.1sSl 

in11 
I1 . Z 5 1  

676 
14,6291 

I281 
4s 

15,WI 
2,188 

Ul 
Sea 

19 
11,1581 

1371 
4.923 

2 
1.171 

5386.198 



FUlRIOR PUBLIC SERVICE COIpIIS5lOW 
EL- EARNlR6S SUIMILWIEE REPORT 

COlpmV : Southern Bell Tel. i i e l .  to. 
12 hths Ended : Deceihr 31, 1989 - /'. 

111 I21 
a r " " s  TO NET OPERRIIRS INCONE 
IWIRASTRTE OPERRTIRG TRIES Federal State 

lM99l Incone 11: l n r ~ r  la: --- 
IS. Total Rrhicvrd Intrastate Taxes.. $81.731 118,075 _-- -- 
mu" ntuiunuzmmo FORM ADJUSNIEWTS 

FPSC Exhibit "her 
FPSC socket 920260-TL 
Reid Exhibit WSR-4 
AppenaixNo. 1 
Earnings swweillanoa ~eport 
Page 85 of 3.55 

131 14)  151 
Total 

Ooeratino 
Other lares Tazw NO1 - 

1113.167 1213.S7S 1Ub.490 - -_-- 

18 
I 
a 

51. Rate Stabilization Order 
112 llos 19911 12.1921 Ins1 ieei 12.6471 

n. I 
FPn: 8oJu5"TS lFil0 FORIULI: 
3s. I 
34. E 
"~JusTIIoITs: 
3% Enolmn Lerrl Adjust" 2.363 405 2.7bB 
Sb. N"arrino Iteis I 
37. Hioh Cpst Univenal 

r' Smicr Fund 180) (141 I I941 
W. Phase Down of SPF 11.915) 10461 E 15.7891 
39. Otkr Seoarations Chanoer 12.4291 11161 I l2.8451 

48. lotal hccouniino Rdjurtimts. 
Intrastate knualixrd ........... lt7.2811 lS1.2461 ($801 118.1871 - 

18 
E 
I 

14,2561 
I 

I 
I 

1.587 
E 

(1UI 
IP,S961 
11.7141 

41. Total Annualized Intrastate lazes.. 1111458 11b,829 1103.b87 t194.9bb SS72.364 
-= - =i-= .- 





1. Tmtrl 0 o a t d  h r  h k s  .......................... I.kY.53 l8LRI I w.118 i . n m  1rc.m 1.ui.m ir.m.m _- -- 
~ I M T I O R  OF 1 D " o ( l S  TO SPECIFIC 

1. kcrod D i m a d s  ................................ 
1. YECD 111 edi ts  ................................. 
1.  kvul far Florida  R I f r d  ....................... 
1. 

h.%7 

n.m 

I 



Fpsc Exhibit ~lnaber 
FPSC IXXket 920260- 
Reid Exhibit m - 4  

nORIoA PUBLIC SERVICE Eo11111ss1m 
TELEPHOM Wlllw65 NRvEllUlUC€ REPORT 

" 0 . 1  
Earnings Surveillance  aport 

Conoaar : soutkrm Bell Tel. & T i l .  Eo. 
I2 Months Ended : Deeenber 31. 1989 

/4 pass 08 of 155 
I I1 (21 (31 

Intrastate 
CufTOIoR BlUlW5 1 1 0 1  lnll - lntrabll- 

Eolaan Inter- Intra- 
12 + SI t e r r ibrv  territory 

m55 CHAR6ES : 
1. End User Charges .............................................. l b  h I 

4. Special kcerr Charges Id.. . . . . . . . . . . .  ....................... &a 11,bW I 
5. Other (dl ..................................................... 1756) ( M I  I 

6. Total kcess Chames .......................................... $235,461 I213,S17 lll.963 

7. Owrator Services IO.R.l................................... $3.883 4,189 (3141 
8. Billin0 and CnllKthO........... ............................. 11.328 ll,as I 
4. Intemxekmge Lease ........................................... I I I 

18. Total Other Charges to IXVs.. ................................ IlS.113 l lSJl7 113841 

2. Capacitv Charges IaI. ......................................... 22.759 21,611 1,149 
3. llou Charges Io I I r s  (bl.................................... .. 211.782 2W.968 1I,B14 

om CWARm TO 11c's I ... 

c16r"( EHRR6D le1 : 
11. 
lz. 
13. 
14. 
15. 

r' 16. 

17. 

IS. 

19. 

28. 

21. 

22. 

m ........................................................... $23l.U2 I 251.142 
m... ....................................................... 36,897 I 36,897 
Private line+:...................... ......................... 6S.m I 61,Ul 
Local ExEhm9e.. .............................................. I I I 
lliscellaneous ................................................. I I I 

Total Cushr Chuger ........................................ SSSZ,148 I8 Im.14l 

Total Bil l ing ................................................. l622,EX3 1259.834 lSU.799 

Joint Transnoit Receiotr IPavnentsl.......... ................. Ill Il l  IO 
--- 
__I_ E- =- 

Subddv  Fund Receiots IPmeatsl.............................. ((4.8491 112.1Sl ll1.9161 --- 
Out-af-Periad Billings... ..................................... Ill261 lI31'31 I183 --- 
lntra-UTA Private Line Pod Rmu ...................................................... 
Access Expense ............................................................................ 116.8421 8 

lIll,ls81 - - 
23. other sett1eBInts ............................................. IIlS.H7I I1.691I 113.7161 

WE: lbe uounts M this schdule reflect. 
Lft'r am exmcted to naintain individual side records bv 1IC In the sane Iml of detail found m this schedule. 
la1 Eusv War minutes of Cawitv  Charqe. 
ib l  Includes Local Switching. Local Transwrt. Line lerninatim and Carrier Colnm Line. 
I C )  For Intrastate Inter teni ton Statim Teninrlr. 
(dl Includes testing. ordering. lrbor, etc. 
le1 For Lines 11 thrauQh IS. include a l v  charaes b i l l e d  t o  curtoner md retIined by COBOUIV. not chaqes billed m behalf Of W E .  

_1__1 .__I_ - 
other things. a11 parunts fro. IXC's on r cononsite basic. Fn" 

I llABt Rcrmoa were I 11.963 and RABC exoenses uere S 18,lll for twlve l a t h s  ending OKelbrr 31, 1989. 



111 111 IS1 lk1 I51 I61 111 
lotal 1"trIt.h 

r' 
m m n m  1- T O t I l  
F o R l i E ~ o m E l  inn) CQIUUV Intrastate loll  -1ntraloll- 
h c n h r  SI, lq09 Uluns Intmtate  Calmmi Callus I n b r  Intra- 

12 4 SI la11 14 + 11 I S  + 61 t r n i t o n  t trr i ton L O ~ I ~  

"RMyllE 

1. l n i r  Lor11 Suvirt R" ..................... l lW. lU  L m.m H I1 I i1w.m 
2. Httmrk kcns Lmu .......................... W , B I  67,873 n,m w n  21,kbl 9Y I 
s. m~ silt- m- .......................... u.m 21 M.Yb SrUb I u*)1( I 
1.  N ~ ~ r l l ~ t n r  h v m #  ........................... 264N 2,UI 2J,m 2,m 2.13s SI m.Y( 
5. U.CnllKUbh PmWr 3.W I l l  S J T l  w 4 bu 2.m 

L. m IWW .............................. m,u( trim I I U . ~ S  w,ru m.m W.IU 1m.4~ 

.......................... 
- 

mnus u" 
1. IW EImuI I I I C I  -1 ....................... 18 I II 11 11 I 11 
8. PIMt Sotliflc ODUIUM E I " U  ................ k1,Sll 11,Ul l l , S l k  7.74 SJU 4.w 21.m 
9. Plat IP-Smcifk OmraUom Em ............... 11.97'3 s.uI 1k,423 1.Mq 3.m 9,365 

11. k a c f r U m  md hr t iz~t im ................... YJll 11,U UVUZ 1I.kU 5,873 r.m 29.661 
11. tustmu tk"ma hmu ..................... n.w b.m 7.b.m 1.UI s.zu 4.w imm 
12. Cormrat* O m I U a  h*.l .................... 19,m SJU Ik,Q4 (,I17 2 . m  1,W r,m 
IS. OtMr licm md hmu ........................ Ilk1 4 1181 I21 I11 Ill I10 

14. TOW Operatlop ......................... IIl8,W MWS9 IUk.Zk1 1S.M IIS,m 118.Uk tn,l95 

15. I Iiitrlbntim .................................. 1WX n m  n.711 n.1u rm 11.m n.nz 
_. - .-.II - - - _I 

m R  TUEO 

16. Mu11 l n a r  lax  .............................. lS1bll  r , m  IN.W 1r.m 1.m k.14 4 m  
11. S t I h  IKDU lI i  ................................ 1,111 cn 1,291 m lkk m UJ 
18. 0 t h  l a m  ..................................... Il.u1 s,m 1110 2 . a  111 1.m L . u (  

1% nmr~tiaq Tun ........................... tn,m rm m.ni UJkS n.m w.m 111,m 

r\ 

m WoUllyE 1- 

21. Per bat yD1 for tk h t b .  ..................... 155.836 11S.US lkI.491 1lS.m l5.W llIJ?S 124.11k 
__I--P_I____P___.__. 

P 
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FLORIDA PUBLIC SERVICE eOrmlsSIMI 
TELEPHOHE EARNINSS SlJRKluALlE REPORT 

Swthera Bell Tel. L Tel. Co. ComMnv 
12 Months Ended : Deceikr 31. 1989 

: AppedixNo.1 
Earnings rmrvaillanca Report 
Page 90 of 155 c 

RECONClLlATlON OF CAPITAL TO RATE BASE 
IS111 

IESCRIPTION tOKBlNE0 INTRASTATE 

1. Lono Tera Plant Under Construction ........................... 
2. lnvestimts i n  and AdvuKw t o  Affiliated h o m i e r  .......... 
3. Hircellanncous Physical Property. ............................. 
4. Other ........................................................ 
5. Rate Base Y j u s b e n t s  

A. Excess Plug-in Units... ................................. 
8. Bell South Services I n v e s t m t  .......................... 
C. ESIA ................................................... 
0. Out of Period Items ..................................... 
E. Total R i t e  Bare Adjustments ............................. 

isn.m 
159,6911 
19,5521 

118,9981 

121.2681 
38,304 

1 
1,318 

19,121 

6. Total ........................................................ 179,1021 

l$19,2491 
135,%11 
(6JW 
18,2741 

114,3651 
26,943 
12.8941 
1,511 

11,194 

158,6141 
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FLORIDA PUBLIC SERVICE CDMISSION 
mEpHoNf ERRIIIffiS SURMII.UliCE REPORT 

coipanv 
P 12 Months Ended : 

Annual m 

IlWt Portion for 1989 Effect 
Rcvmr Rermircnnt Effectivr Cumulative 

All Price thmges. 
Exnqenmus Factors > 1 3 IliIliM. 
Debt Refinicings and llaior 
Technoloqical Chanqes 

I.  F.nlEcnnKm 

R.  Rate Increases 
B. Rate Decreases 

met 

11. EXKEEnB FplcmRs 

A. Bepr increase due to USOAR Docket 
8. Scpuatimr change 

net 

r‘ 

111. DEBl REFlNARtlffi 

A. Difference batmeen forecast and actual 

116,885 19.387 S10.62@ 
12131 1911 11171 

116,592 19,2% 110.503 

19,U4I (9.1441 (l4.lJ31 
17.4221 15,5671 1 5 , W  

1~16,4661 1114,6111 t119.6Wl 

111.281) 
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mmn PumIc  ICE CNUIISSIOW 
TELEPHONE EARNINGS SURVEIUAHCE REPORT 

e0lPW : Southem Bell Te1. L Tel. Co. ?#endiXNo.l 
P 12 Hnnths Ended : Deceaber 51, 1969 

RRTE STRBILIZkTION ORDER 
RIPOR7 OF RATE CHA)IGES/EX06ENfOIJS FRCTORSIDEBT !3AN6ES/T~OLoGICAL WIAHES 
RDDITIONAL DESCRIPTION OF 1- 

lW8'Sl 

All Price Changes, 
E ~ o q e ~ " r  Factnrs ) I 5 Hillion. 
Debt Refinancings and Hafor 
Technoiogical Changer 

L A .  Rate increases Ibv smicrl  
1. Wonrecurring FI charpes. Tariff offerinn GSSl R-9, Eff. 7/11/83 
2. Toll Tereinalr. Tariff offering 6SST A-15. Eft .  1/1/69 
5. Curb  h i l i n g  Services. Tariff offering 6SSl A-IS, Eff  9/1/09 

1.). Rate dKreaSeS (by r e n i c e l  
1. Ilcqalink service reduction. Private Line 8-7. Eft. 8/8/88 
2. MATS usage charge. Tariff offering 6551 A - U ,  Eff. 11/28/89 

1I.R. Dewciation differences due to  the USPRR Docket. 

FCC amdated this change be effective an 4/1/89. 
B. Seoarationr chanqe f o r  revenue accwntinq procedures. The 

VD 
Effective 

AllnUal Portion Cuaulative 
Iapact for 1989 Effect 

SZ.4bS I2.4bS S W 8  
2,Ub 2.166 2 . W  

11.111 3 . m  5,m 
S M , W  I7,884 I9,117 

=___c - 

111.8. Diffrrence betwm actual long term debt cost r a t e  and forecasted 
rate  for twelve wntb period mdhq 12151/89, adjusted to exclude 
tk 1989 interest  savings associated with the 1989 refinancing of 
I28111 of 11.752 d c k n t u m .  
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C O l P l n V  : Southern Bell Tel. i Tel. Co. -Noo. 1 
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F 12 Honths Ended : Oeceibrr 31. 1989 Earnings surveillance Report 

RATE STABILIZRTION ORDER 
REPORl OF REM SERVICES 
Intrastate Amounts I18n's) 

Fstiiated hnual  Revenue lioact 

New Services Effective Date Year 1 Year 2 - - 
1. Kev Svstei custoaer allowed to 3151a0 $1 1 

o w t i u p a t e  as SIS providers. 

2. TwchStar Service 818188 131 1.914 

S. Link-Un Florida 9112/88 I a 
4. Pav Per Yiew (licketlakerl SllSl89t 176 

5. Private Line Tariff (Hegalink Channel1 4/29/88 

6. DeoServ 7111188 

296 1.426 

129 144 

7. 2 Yav Heuured Tariff 12/2/88 141 I41 

8. ArrtlPulre Service 1f¶l/89 719 

9.  Switched kcess AccuFulse Service 119189 

11. ESt Ilultidccount Service 5128189 
P 

m 

842 

11. Splrial Calling Features 8/1UE9 59 

12. Intralata OIllv 8 1  Service 911189 441 

13. nil1 Backun Service 91nn9 I1 

14. 2410 bus Cmtral Office Data Set Plnl89 

15. Autoiatic Call 9istributionlACOdlSl lUPl89 

1s 

1.847 

16. Switched Data Senice 11/9/89 33 

17. Sirolified Hersage Desk InterfacelUmI) lIIQI89 I89 

IS. tustmr Network llanaqeient 11113189 111 

19. Shtion Hessaoe Detail Recordina - Preiises 

21. Area Gaiaunication Service MIXI 

12/1/89 

12119189 

1,015 

115 

Total $6,721 &h25 
w -=c 

I This  Service was orwiwslv orwided under a l i i i t e d  service arranpeient which was effective 11116187. As of 3/15/89. it 
was available as a uenment statewide offerin!. The annual revenue iroact hrs bem revised to reflect this tariff chanoe. 

P 
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ULLWTION OF ANNUAL IUC RRTE - DEEHBER 31, 1969 URTR 1 

Cost of Canitall0011 

1. Long T e n  Debt 
2. Short Tern Debt 
3. Eadtv 
1. Curtmr Dcoorits 
5. Cost frcc Capital 
6. Job Dev. Inv. Credit 

7. Total Caoital 

Cost of JUIC 

Long Tern Debt 
Enuitr 

Total  

AlDunt - 
$1.019.263 

152.MB 
1.688.512 

10,312 
8e4.661 
167.57S 

$4.070.970 

REVISED 4/91 

2 of Total 

21.791 
3.261 
46.m 
1.1n 

19.762 
4.612 

1llI.011 

cost 
Rate - 

8.622 
9.342 

13.212 
7.532 
8.112 

i i m  

$1,189,265 31.832 6.622 
1,888?512 65.m 13.m 

Rnnoal Perccntaqi Rate turretlv Used bv Southern Bell 

Rnnual Rate oer Calculation 1ZIWdP 

Weighted 
Cost - 

2.192 
8.30 
6.12 
0.89 

0.54 

9.211 

e m  
- 

3.072 
6.602 

I I . ~  

1e.241 

9.212 



SOunmui BELL - FLORIDA OPERnTIONS 
CALCULATION of RDJUSTED CRPITAL SlWCllW 

IS0081 

Caoital Structure 

1. Lana Tern Debt 
2. Short Term Debt 
3. Eauitv 
4.  Custoaer Oeoorits 
5. Cost Free Caoital 
6. Jnb Dcv. Inu. Credit 

7. Total 

s1.as.794 
131.550 

1.915.703 
49.118 

016.245 
190.276 

51.129.w4 

~5lc.nll 
(1.9111 

(27,1911 
(6961 

(11,5051 
12,7011 

i558,614 1 

Fpsc Brhibit “ber 
Fpsc Docket 920260% 

lrppenaixNo.1 
Reid Brhibit WSR-4 

Adjusted 
k o i t r l  Structure 

51.199.263 
152,648 

1,88E1512 
40.312 

894,661 
1879575 

54,170.911 



I. Senerat hpwt ................................. 11.8sz.m im.m 1m.m 12(2.~14 i 8 a . 4 ~ ~  1117.l76 im.186 
1. c.ptral attiel .................................. Z.W.TR 741.W 1.7IzVM4 4~1.818 1w.m 31i.m 1,n4.~14 
3. Inforution Dri9. l lm .......................... S9.W 18S.UI m.W u . u 7  Sl.IU 35,273 m.461 
4. Cable an6 Y i n  facilltin ....................... 3,M,l% 1.W.W 2,m,m bS.W 345,m 312.U9 I,8U.U2 
a. a " i e  lurk .............................. n,m 9,bn n.= 7.135 3.W 4.m 11.u1 

b. ?lMt i o  Stniu ................................ 17.ll7.212 l2.4n.246 ls.4U.lM 11,4sz.m iu2,247 i778,lX 13.W.633 
7. k C U U l l W  krrciitia Md 

M i ~ a t i m  .................................... 2.241,bIS 736,995 I.YI.bI4 SW,SS H8.m m,8% I,lU.Ul 

I. IIt m t  io hwirl ............................ 1 5 . ~ 4 ~ ~ 3  i~.bu,m is.nn.m ii,w,u~ iwim iy2.m iwm 

11. TID. Ilo IDCI................... ................ 7 1 . m  n m  49.m 13.m 6 . m  7.183 Sb,lJ2 
11. kauisition MlMtrclb... ...................... I 8 m I 8 8 8 
u. h r t i o g  Witrl fillWUct ....................... n4 ra.ml 19.Ub 5." 1,718 1.X8 14,400 

IS. IU u m n ~ .  htt IIU... ................... ISAU.WO iL.WW IS.9U.uB II.m.lS 1SUu.WI WMI~ i'&mJn 

14. 19iStri*u9. ................................. 1 u I  n.w n.14~ I W b l  I.UI 18.1lX U.182 

?. rrowtv Htld I W  FUtDn uu .................... M 118 111 Y 28 32 111 

----.i..IP.-- 

------- 
lORmm"ammnnn~ - 

17. Bar End htt IIU nrr looh ................................................ 
18. M j u w t c  for Itrr End Rate hu .......................................... 
I?. MjusW har End Rat# 81u ................................................. 
Umw" 

3,9U,8bI 
183.147 

14.lS.188 
_I_ 

1.m 14.m 14.m i4.m 7 . m  

9.4n I 

n. &.tray hr looh ............................... 9.911 11.m 

21. huqm MssW k " d  .................................................. p_ - _p - II _. PI 

.p. 

22. Miastd .(ear W. .......................................................... 7 . w  I 
p_ 

I Incl.ln tk effsct of tht h t e  Stthilhatim Order. 
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WISE0 4/71 
b-W* : satm IrlI TeI. I Trl. b. 
I2 h tb  add : hcnbw SI. 1 0  

Ill 121 ' I31 

2. hcns P1uq-h hits Il7.47ll SI S I  S I  S I  SI IS7.4pIl , 
1. YEtD TI1 M i t s  49.w 11,42s I I I I S2.m 
4. Ll1 South k n i c r s  14.1w I I I I I l4.lW 
a. MI I5,SMI lIJ26I I 1611 I 1Sh1 IS,U41 
h. Gxt of PwidlCAll m u.mi 2.111 

1. Total (rrwtiae M j t l s t a t s .  
Iotrastsb kU1M ................ u7.471 SIS,Y7 SI 1lh11 SI (SUI SS1.114 

7. l o trut l t r  'Iru End hb Bur 
ow loots ......................... SS.SM.141 lI.h8l.U4 ma cS4.m SI 111.148 SS.tl4.8hl 

1Sl.4711 II S I  SI I O  SI IS9.4SlI 
w m  17P1 I I I I IJ.%O 
14.181 I I I I I M.lW 
11,SuI 11,lZbl I IUI I IS61 IS.6141 

14.w2 n.m 
n,ws 8,162 

46.147 

I 
n.ni 

22. lots1 kmuntioa Mlust.ats. 
Iotrastltr &muiizrd .............. ~1n.446 S I . ~  S I  1%11 II In61 Sl(1.241 

Iru End Rata Ban ................ l5.lS7.186 SLlSLhSh U I B  SU,I18 I 8  SY.ll2 U . l I . I l 8  
23. Iatrastlb b'JuIizeddltm F a r u  

-....PIP.- I.P.;...P..IPP.I--.- 
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FLoUlY m1c m1CE m1551DI 
"E FdmlE5 mRyElwrcE m(RT 

h.WV : Sntbcm S i l l  Tel. k Te1. Co. 
REVISED 4/91 No. 1 

12 h t t 6  E a d d  : Dccnkr SI. 1988 
P 

(11 (21 IS1 141 I S J  161 I11 
rot11 Total Intrastate 

Cdmr lntirrtate blur Calms Inter- lntra- 
I1 t I1 Toll 14 t 71 I I5 t h I  territory bntorv Local 

m opERRTIR6 1 ~ 1 1 1 1 1  Cw" litrashti loll -1ntra1a11- 

EwEDmmE 

1. Ea& Loell %nice R r m t u  ..................... Cl,laS.SW ita ~i.im,sm 18 U II SI.lW,SS 
2. htmrk kcnr nwmw .......................... 1.128,288 8n.8a m14S 1p2.4IS 179,191 1s,m I 
3. Lmq Iirtance llrmnu .......................... Sl6,IM 313 m,m m.aa I m.ac 8 
4. N K r l l w u  llrmnu m,%8 42,m 2utt11 1 W 4  L41S c,m m,ui 
5. ~ l t c t i b l ~  Irmpn. ......................... 24.644 11411 14.m 1.4u SI4 4.949 a.a1 

........................... 
h. Lt l&d bvum .............................. 11.94S.lbS lsll,I94 (2,1((.M9 1678,414 1289.498 lSW.948 S1.m.m 

OPWATIK E l m  

1. lpBl Exoenrn hid Dtorl... .................... S I  
8. PImI h i f i r  krrrtim Exmne ................ 154.246 
1. Plant londpclflc Operatioor Eta ............... W.UI 

11. WKiItiUl Md ~IZatiai................... uI&l  
11. EutPnr Omratimr Exomre. .................... m,lU 
U. Corporate Oairatiais Exmum .................... 2II,(w 
IS. Otlrr lacum Md Exmw ........................ I 

14. I O ~ I  kntiaq EX- ......................... rz.mc,ni 

1% f " .................................. IUZ 

I8 18 H 

11.m 41.4% u4.4s4 
47.m n.w m.w 

c 16. f h a i  im IU .............................. s117.m w,xi mus 112.69s m.4a tn,w U.IJ( ................................ u.1u ¶,9U 7.822 7,118 
i4,m 71,m .................................... zsa 8.m IL ow ham m,m U.UI 17. S t a b  LLLOI Tu S4,m IZJM %E *z+ 

~~~~~~~ ~~~ ~~ 

19. Total ParaUoq run ........................... lSU.Lh6 11H.lSl im.814 Sn.841 1SE.W lW.I(( tIU.q61 

mwE"lnaE 

n. h r  YOI .................................... SM.496 w 4 . ~ 6 (  . IW.UI 118.189 171.116 tw.tn lllS.841 
.ip..--------""------ 

Zl. 101 Effect a i  Mjutmtslkhliwdl...... ................................... 11.W 

21. Yj&d kNnd 111..................... .................................. UTIJU - 
n. 101 Efftct o i  Yjrrtmntsl).nnl/Pro F m a l  ................................. 
14. *.ulhd/Pm F o m  ID1 .................................................... 

Ill.Sl11 

tSM#Z 
I h a h  Bell i s  accmIPO mtblv far tbr $44 rillim i n  N-S dus to the tax rate cw to b i  (ismud o i  at tlu Couirria'r UUrIUOn. 
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FLORIDA PUBLIC SERVICE CmPlISSlOH 
“NE EnRNIwGf SURYEILUUDE REPORT 

eorplav 
REVISE 

: S ~ u t b m n  Bell Tel. i Tel. to. 
n 12 h t h s  Ended : Decnkr 31. 1988 

99 Of 155 
Ill 121 (31 141 151 161 

AWumWrS TO llET OPERATIN6 INcollE Basic Local Netmrt Net 
INlRASTAlE REMBlE Service Access LME Distance E S C  Uncollectiblc BMked 

I I W I  RWMW ~nrmues Revenae R m u c  Revenues Rewue 

1. Total Intrastate Revenue per Books (1,188,383 1292.435 1515,838 1234.E15 (24.784 12.166.6h9 

IliTRRsTAlE MINED ADJUSlIlElllS 

OUT OF PERIDD ADJuSmmS: 
2. Rev i Sett  IInd e01 ismi i(z,z851 1~2.3631 
3. Expanas E 

f o r  1987 ovmarninas m m 4. Reversal of actual vs. accrual 

5. IIR i fR lares 
6. Rmnal of Accrual f o r  additional 

I 

E 

intrastate ovmrrarningr for 1987 5.986 S.98h’. 
7. Other Out of Period Revenue 2,859 1.290 11251 3.224 

E. FA587 1567167) (567671 

11. Yellnu Page Profi ts  i1i.m) 11321 111.5931 

13. latenst h c i l i a t i o n  8 
14. lntemt Inpitation E 
15. OlFlR E 
16. Lobbing Expense E 
17. CurpDrata Advirtising Exocase 8 
18. &bMdWl( h j K b  - e 
19. Casualty h m r e  E 

Zl. Other Rcgulatorv Adjustments I 

9. ntticr i tarrcg chan~es 136 27 110 149 

11. 6ains on bales of Property M6 7 639 
12. Inrole Related to h p  Cash Inv 24 I 24 

P 

21. Bell sotltb Smirw 1. 570 1.571 

22 Total k n u n t i n p  W j u r t m t r ,  
Intrastate kbiwcd. ............... (11,798 $645 112,2581 ((11.8641 111251 112.554) 

124.659 12.IM.115 
~ ~ ~ ~ . p p 3 c p = ~ -  

25. Total k h i m d  Intrastate Remu?.. (1,199.181 1293,EW (SlL572 (222,941 
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FLORIDA PUELlC SERVICE CO~IISSION 
fELwmwE EARIIlN6S suRyEIlLtK€ REWRT 

Co.omv : Southem Bell Te1. i Tel. Go. 
12 llonths Ended : Decnbcr 51. 1988 

R " n  pppendix No. 1 
Earnings rmrveillance Report 
. .... 

P 

Ill (21 (51 (4) (51 161 
ARlUSTllEllTs TO W C l  OPERRTIffi INcDE Basic Local Network Net 
1WTRRSTRTE REV€" Service Access Lono Distance Hi% Uncollectible Booked 

r 8 l l  Revenue Remues R m u r  Revenue Revenuer RevMUe 

23. Total Achieved lntrartate Revenue., (1,199.181 (295.180 SSA.WZ (222.941 1 2 4 , ~  S2,064.115 

IKIRRSTRTE RIMUALIHDIPRO FORM A D J u s n "  

A#uRLIZIWs A D J W S :  
24. 1989 Deorcciation(l2 Nos) 
25. 
26. 

28. 
n. 

(0 
a 
9 
I 

19. Rate Stabilization Order 

30. a 
FPX RoJuSlllEWlS (PRO FORllAlr 
31. 8 
32. E 
PRDm&D" 
33. Eaplayee Level Ylurtmt E 
34. wmnclvring Itear I 

1c? h S  1989) (23.3~11 168,3181 188.2811 (1,8431 l16l.S57\, 

35. Hiqh Eost Universal 
Service Fwd 

36. Phase BM of SFf 
I 
I 

r' 

37. Other Smrratims Changir I 

38. 7otal kmting n d j ~ ~ t . a t ~ .  
Intrastate Annualizrd .............. llU,3801 i(M.3011 1t8(.2811 IO l(1.8451 l(l61,9571 

39. Total h u a l i z e d  Intrastate Revenue (1.175.881 S212.7W t293J72 1222.941 $22,816 ILS02J58 
----=-..PEPP 





1H.8881 

I1.sMl 

llsa.I0El 
I 
I 
I 

e 

11.1881 
I 

I 
I 

1n.m, 11S.lSSl 
I 

3. Total k n a l i z d  Intrastate L~masc 111.4S8l ljS(,kl8 llsl.690 (4Zl.115 ' (264.112 (176.291 (IS.796 Il.kSS..37 
-__I-_P_P-.P.DPLPI=- 



eO"1 : Southern Be11 Tel. L Tel. to. 
P 12 Months Ended I DKeeber SI1 1988 

Earnings Bunreillance Report 
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~ 

Ill I21 131 141 151 

Ill81 Incoie Tax Income Tax Other laxes Taxes It01 

" S m s  TO WET OmTIIIG IlltOllE 
I1(TRRSTATE OPERRTIWS TRIES Federal State O p r a t q  

Total 

1. Total Intrastate Taxes oer Books.. s87.123 121.326 s95,365 c"814 1366.139 

ACHIEW ADJ"TS 

W l  OF PERIOD RDJUSmOnS: 
2. Rev L Sett  IInd Col (S7501 lSl29l 1m1 1m71 

tor  1987 overeaninqr 120 20 4 144 
5. IIR & FR laxer I7.sbEl 4s 17,5121 

7. Other Out of Period Remuc 1.04 175 39 1.23B 

8. FAs81 11BEI I311 171 (2181 
9. Other Ilon-req changes 154 11 171 
11. l e l l a  Page Profits i s , m  16371 1141 14J7lI  
ll. Saius M Sales of bwty m 35 7 245 
12. lacwe Related to l n v  Cash Inv 8 1 1 11 
15. Interest konciliatim 1,150 197 E 1,347 
14. htWR¶t Ilpl ta t iM (2,1511 13511 I 12,UZI 
1% WIA I52 n 525 

17. Corporate Ywrt i r iaq  Expense 49 9 118 
18. M a n e d  ProjKtS 14121 1701 14821 
19. Lrcultv Expense IIRt I31 I211 
28. Bell Swtb Services E 

12. Total Accmtinq Ad~ur~mtr, 

23. Total Acbieved Intrastate Taxer.... (81,659 m.162 s9a1329 sm,am 

3. Expenses 1.719 194 1381 1,875 
4. Reversal of actual W. accrual 

b. Rcverul of kcrual  tor additional 
intrastate o m m i n o r  for 1987 2.613 165 2.77b 

f l  16. Ubhyiaq Expmw lbs n 190 

21. DUur Regutatow Ylurteents 572 9B 671 

Intrastate Achieved .............. .. I W 6 4 l  IS1641 IS361 lS6.6641 

---- 

01.456l 
3,169 

2u 
7,512 

3.218 
1.786 

13491 
361 

17.2221 
594 

14 
11,317l 
2.4n 

618 
51s 

96 
lB*l  
1341 

1.578 
1,111 

Wl.712 
_1 
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P 12 Months Ended : Decnber 31. 1988 page 104 of 155 

Ill I21 I31 I41 (51 
A D J U n m  TO wn OPERATIB 1" 
IWTRETATE OPERATIN6 TRIES Federal Stat# Oneratino 

Total 

(WE1 lncore l a x  Income h x  Other lares Tares Hol 

23. Total khicnd lntrastate Tares.. SBl.AS9 (21,162 S95.329 S197.lSI SS77.712 

INIRASTATE RlllN&IZEDIpRO FORM ADJumwTS 

AI(WuRLIZlN6 A D J u m " :  
24. 1989 Omrrriationll2 Rosl Slb.OA5 2.73 S18.8lS 
25. I 
26. 8 

n. 
19. Rate Stahilizatxon Order 

I11 nos 19BPI (58,7711 18.6911 Il.PS91 161,4Ill 
8. 8 
FPSC ADJMIMTt IPRO FORIIAI: 
SI. I 
a I 
P " ~ :  
n. Lplpyn Level Adiust" 4.226 723 4.949 
3. Ymnconinp Itrls I 

Smin Fund 54 'I I 63 
3A. P h R  Darp O f  5pF 14.~431 IWI I 15.78~3 
51. Otkr Senaratiaas Chanoes 14.3B21 17361 I 15.UBI 

38. Total PKtDnntinP Adjust"t5. 

n. 

r' 35. Uiqb Cost Uuirrrral 

- 
Intrastate Annualized.. . . , , .. . . . ($39.6711 1S6.7911 lS1.9391 lS48.4011 

SS1.185 
8 
8 

199,8561 
I 

8 
I 

B.ZI4 
I 

114 
lP,SP6l 
18.3511 

... . 

PI. Total h u l i z e d  Intrastate Tares.. $41.988 S14Jl S9S.399 S148,749 S391.282 
__1II___c_ - - 



UI'I 
IWl 
111'1 
1vrz 

1Ct'l 
UI'I 
111'8 
U)'I 

I I 
bU'UI "11 
111'ZII'1S 1111'110 

.................. .................... .................... ..................... 
s)lnc44( JarlSq 

I 13035 WWaJd 'C 
WI WJ% 1-3 'I l(I'u 

S,c.ul,l, ura aril bwi 'I 

_--_.-._ ........................................................ ______ ..................... ------- .....-.... ......-............ 
6Wq ~UlJnl5 JOOU hIllq WJW lroii IWJ ia ; ~UY ~iiasis~~rv ~IN~IWIW saw nd 1w11 

I111 1111 1k1 181 111 191 IC1 It1 I 111 111 Ill ---- 41ry 1") )I)qbp" airy )SO] IllUllY tVI iJd WIW IIIIIWYUIINIIIYI ISYYMI ........... ........... 
............................................. ............................................................... -.-------- .... ----.-----.-----.------------------- ubi .IC yanaa I PI'~ wiw 11 
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111 I21 141 161 111 

1. Tat11 cloitri hr bats .......................... S1.414.FI9 l113.43# I@ 148.J34 12.h79.4hl 1117.J51 Sl.m.641 IJ.7M.UB 

ESCRlMION OF DDNsMITf IO SPECIFIC S O W E 5  

2. k m d  lidknds ................................ l26.ZlJ l26.215 
J. Em T U  Lmlits ................................. 41~n 47.11s 
k. *cnul for F h U 1  blmd ....................... U.lW za.791 
s. I 

h Srt-totrl of Svacific Ylrstlats t o  hn..... 11 iZs,m 18 11 I26.2IJ II i47.11~ m.w 

7. MImW Iohl Caoiifrl ........................... ll,494,l99 (137.228 11 t4S.IJ4 l2,78I.Ml I287.JW Il.US.1(3 lJ.Ul.186 

KSEUTlol UF PW PAIL B m S  

I. u i r i a  m f f  F- hb im I u IIlUl l137.1411 Il4.ZS41 Illl.56Sl 118J1.4141 ................... (inmu w,mi 

14. Inkstat.  M t i m  Factor ..................... 1437,411 IS4819 il im I a I ,96S  (82.~3 iu2.m ii.1ii.m 
/4 



FPsc -it  anb bar 
FPsc Docket 920260-TL -_ 

bapaw : 5authera Be11 le1. & B1. b. Reid Wit WSR-4 
Year l o  Date : December SI. 1538 AppMaixNo. 1 

Earnings 6urveillance ~eport  
Page 107 of 155 

intrastate 

b l l u n S  I n t e r  latra- 
I2 t 11 terr i ton t terr i tov 1 

~ 0 1 1  -1ntratoll- f115mIw BILLlN6 18001 

Rmsf wm : 
1. End User Chiroes .............................................. I18 $18 SO 
2. Lpacitv Chuoes la1 .......................................... 83,u2 78,858 1484 
3. Mu Charon la 1IVs Ibl............................... ....... 179,388 IM.qh1 9,427 
4. Soecial Access Charges lcl.... ................................ 24,412 24,371 IS ..................................................... (2,3121 12.s421 8 

b. Total Access Charges .......................................... IZE4,838 STll,B%? SW.q46 

.. 5. Other Id)  

mxol m6E5 m IIc'S : 
7. Omator Senices ID.R.I...................................... sz,zin $2,326 181881 
8. Bil l inn md Collecting ........................................ 11.m in.8q2 8 
9. Interexciunae lease 8 8 8 

18. Total Other Charges to IIC's .................................. S12.318 l12,418 ISUBI 

........................................... 

aDrmw ow16E5 le1 : 
11. Hl5 S I  t" ........................................................... S27749h 
12. YATb .......................................................... 44,w 8 11&9 
13. Privata Unrft.............................. ................. 16621 8 u.m 
14. Inca1 Exchnpe ................................................ 8 8 8 
111. Hiscellanems I 8 8 

P 1L Total Custoaer Charges ........................................ I388,lEh sn i sw , inb  

................................................. 
- 

17. T o h l  Iilling ................................................. SW,SS4 S293.318 u12,124 --- 
U. Joint lrluwrt Receipts IPavamtsl........................... I26 $26 sn 

----.---rr-- 
19. Subsidv Fund Receipts IPavsmtsl.............................. 07,2421 IS24911 IS4.851) 

l0- Dut-of-Periad Ulling~........................................ (2,W 118941 S3,1h2 
--- --- 

21. 1otrrIATR Private Line Pa01 Rwaue ...................................................... 1l18,24Sl 

12. ktnr Exnnsr ............................................................................ ( U W I  8 

IJ. Other Sett lnmts  ............................................. (S14,3141 1S2.1121 1112r3121 

ROTE: The annuts on this schedule reflect. anma 0 t h  things, a11 payments frw Itc's on a conmite basis. M e r ?  
LEE'S are ezmtrd in u i a t d a  individual side records bv IIC i n  t k  s u e  level of d h i l  fmd 01) this KhedPh. 
la1 Bow ltpur unutes of Capacity Wuae. 
lbl  locladn lot i1  bdtchin9, local lrusmrt. Line Ternination and Carrier b" Line. 
IC) For Intrastate Interterritorv Station Terminals. 
(dl lnclodss tmting.  orderinq. labor. 14. 
le) Far Unn I1 U l w b  111. include only cbarJn bil led t o  custonr and retained bv conomv. not Charon billed on bebalf Of 1IC'S. 
t Iwc Decuber revenues were S 1 . 3 s  md 

and lXDLPSl S 1,BhI. 

I.pppp.. 

_____ 
-IIpI.LIIp.- 

emensen mere s lB(51. nil0 included is accrual for h u a n  revmu ( '673 
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FURIM PUBLIC SEB'ICE COXIISSI~ 
Tna(myE EARI(IAs ZIIRyEItIAticf REPORT 

CMPall 

RWISED4I 
: Sutben Be11 1eI. t lei .  Co. 

mtb h d d  I DKNblr 31. 1988 
F 

111 121 131 0 1  La, I D ,  1 1 1  

m OPmTIIB IKWE Iota1 rota1 Intrastah 
FDRlKElmnrwaMD 11181 [MOW Intrastate 1011 - IntralnI1------  
k u k r  31. leSS Colums Iotustate Colurns COIUMS Inter Intra- 

I 2  t 31 Io11 I 4  + 11 15 + 61 territorv tcrritwr L K ~ I  

,wao iwmE 

1. l a i c  Local Senice Rmnua ..................... 195.J93 11 mnn $1 $8 18 195,398 
1. htuwt kcns Rmnw.......................... 96,659 15.71( ZI,W 1IJW 17,556 1.W I 
3. Lnq Distancl Rmnrl............ .............. S L 7 W  31 u.cn si.bn 0 u.cn n 
4. U i ~ e l l a ~ ~ ~ s  R i n n u  ........................... ZS.911 1,Ul 2l.270 1,412 l,W sb7 18.m 
5. UnaIlrUblr Uwmnss .......................... 1,711 llal 2.m 651 111 5% 2.181 

b. kt w nnnW .............................. 1 2 4 s . ~  in.114 1164.414 1sz.m IZI.SSJB 1s1.m IIU.I~I 

DPm11IIs EMIISES 

7. 1707 Lnnn Iexcl knrl....................... $8 11 11 I@ I O  II II 
8. Plant Soaciflc Oncratioll E x a n u  ................ 47,161 11,264 s3.m 11,484 3.714 6.m n,n: 
U. b y m i a t i a n  and h r t i r a t i m  ................... W 1 7  16,EU 4 7 , m  14,LBp 1,711 14,845 

U. 0U.r IKmn Md ~lnlr........................ I I I I I I I 

w,an us.w m.m iwii 14. TOW OpmUy kp" ......................... llU,7?4 lU,m IM.8ll 

15. 1 nistrihum. ................................. llcl 2 6 A n  7a.m m n  n.612 11.462 al.m 

9. ?laat h-sat i t ic  Onratiooi fxo ............... 18,164 5.711 12.63 1,476 l .hI9 i,nn 8.911 

U. eclltDur 8#ratlms ........................ SI,W 6 m  zs.878 1.12s 2,524 4.173 16,149 
12. brpnrata Opwatias E:pari .................... 21,411 h,2U ia,m 4,724 1.799 2,957 II.41J 

I_ p_ PI - p_ - - .. 
mm TUES 

f l  
1). F.lrra1 Iacou la: .............................. 11.111 l h m  118l I11,ml i s m  lS5Ibl 1,411 ................................ 1.m sn 414 3 411 42s 17. Stat# 1 0 "  lax 2.113 ..................................... 2.m 6.710 1.m 551 1.m 1.11 iL Dthr lua e m  
19. TOW 0mnti.g Ian5 ........................... $17.984 111.254 1 7 , I U  I U S  ltmr I885 17.17 -- 

m PPEwTlffi I= 

$6.211 $11.657 11. Per hat MI lor tbr Hanth ...................... $ 4 2 . ~  lZl.421 121.811 S11.136 14.741 
-~--.--""..-.cIppIpI.p-- 
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nom wBLic SERVICE tollllission 
TaEpHDwE EARWlffiS 5uRyElIlAIIcE RDDRT 

CMUanV : 5wtbcrn Be11 Tcl. 4 Tel. to. Eanrings hwaillanc0 Rep* 
/‘. 12 Pnths Ended : D@ceiber SI. 1988 Page 109 of 1% 

RfCONCILlATION OF CWllRL 10 RATE BASE 
11111 

I. Long Term Plant Under Construction ............................. 
2. l n m t u n t s  i n  Aff i l ia ted bmaies... ......................... 
S. Advancer t o  Lff i l i a t sd  Coiarniir ............................... 
4. Ilircellanmus Phvrical Proprrtv ................................ 
5. Othcr .......................................................... 
b. Rate Base Wiustmmtr 

A. Excess Plug-in Units ...................................... 
8. Bell South Sernctr l n v e r u m t  ............................ 
C. OQIA ..................................................... 
D. Out of hricd l t e i r  ....................................... 
E. Total Rate narc )Idjustmints ............................... 

lSsB,8411 

llS,k181 
114b21 

114.9461 

llJ.bZb1 
21.611 

I 
3.154 

10.139 

119,mi 
1l2b.7721 
113.u51 
118.b7.21 

IkAS21 
113.SS1) 

I9.490I 
14.19; 
13.b741 
2.11s 
s.150 

7. Tot11 .......................................................... 18S.4841 lbS,Bnl 
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BppmdixNo. 1 
Earnings surveillance &port 
Page 110 of 155 

P : Southern Bell Tel. k Tel. Co. 
12 Nonth Ended : Oecnbtr 31, 1988 

RnE sTnBiLizniiow ~ E R  
REPORT OF RATE MRR6ESIEIOGEEOUS FRCTORSIOEBT CHRff iESl~L061W W 6 E S  

Intrastate Ramts 
IIIY'51 

&tu1 

IlprCt Portion for 1988 
Revaur Rcqnirnnt Effective 

All Price Changes. 
ExWenm5 Factors > S 3 Hillion. 
Debt Rcfioaacinqs and ?lalor 
TKbnOlOUiCal Cbannes 

I. RnTEmtE5 

R .  Rate increases 
B. Rate decreases 

Wet 

hpr increase due to UmAR Docket 

Ict 

Il l .  OW REFlyRIcIffi 

Difference between forecast and actual 

2Ab5 1.235 
1621 IZb1 

2,413 ' 1,217 

11.5791 11.S791 
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FLORIDA WBLLIC SERVICE cmclllSSION 
TELEPHOHE ERRWINGS SURKIuAllCE REPORT 

 pur* : Soutbcm Bell iel. i Tel. e0. f l  
12 lbnths Ended : Decnhcr 31. 1988 . .  

RATE STRBlLlZATlON MmER 
REPORT OF RATE CHRH6ESIEXOGMEOUS FACTORS/MBT CHAN6ESfTECHNOLOGICAL CHRWGES 
ADDITIONAL DESCRIPTION OF ITEMS 

I#MW 

611 Price Changer. 
Lqeneous factors > S 3 Hillion. 
Debt Refinancings and Hajor 
Technological Chlpqer Effective 

bnual Portion 
hOKt For 1988 

1.8. Rate increases (hv service1 
llrmncurrinq FX charges. Tariff offering 6SSl A-9. Eft. 7/11/88 2.M 1.233 

1.B. Rate decreases Ibv service) 
Ileqalint service reduction. Private Line 8-7. Eff .  8/8/88 62 26 

IpsEssx.I -- 

111. Debt refinancing 
Oittermce betnnn actual lonq t e r i  debt cost r i t e  and forecasted rate 
for twelve ronth pcriod endino 12/31/88. 



FPSC Wit Number 
FPSC Dxket 92026O-TL 
Reid Wit WS-4 

Earnings hweillance &prt 

FLORlUR PUKlC SERVICE WMlSSIOW 
mEPm ERRIIIW NRvEluAIIcE mom 
toipanv : Southern Bell Tel. I Tel. Go. 
12 Months Ended : Deceaber 31. 1988 

REVISE0 1/91 -& 1 

Page 112 of 155 

RATE STRBlLIZATlOW WER 
REPORT OF N E W  SERVICES 

Intrastate Aaounts 
( I l l 's1 

Revenue 
Effective Date liorct 

"I Services 

1. Kev Svctrm customer allowed to 
oarticioate as STS oroviders 

2. Touchstar Service 

3. Link-Uo Florlda 

4. Pav Per Vim (Tictettahrl 

5. Private Line Tariff ( I lqaLint  C l u ~ ~ i l  

6. 6eaSew 

7. 2 Yav lleasured Tariff 
L 

3/5/88 S I  

8IBl88 2 

9/12/08 I 

11/16/87 6Q 

4/29/88 829 

7/11188 I9 

12/2/88 141 

11,171 
e-== 

Total 



, 
/4 

$l.Ol2.b81 25.W 9.9n 1.lbl 
2. Short Term kbt 10,259 2.532 8 . m  
3. Eprritv 1,835,819 45.811 1s.nz 6.15 

5, Cast Free Capital 816,297 21.14z 1.m 1.10 
6. Jab Brv. inv. Credit 211.b95 5.611 1l.W 1.s9 

0.21 
1. Long Term kbt 

4. CustDLIr bewrits 47.552 1.191 7.4x 6.69 

--- - 
lk.W.362 l#l.EM 9.21Z 7. Total Caoital 

Cost at JOIC 

35.582 
M.m 

8.W 
13.211 

3.182 
8.581 

TOW S2,916,5bl 11.68% 

11.242 

9.281 



r' 

REVISED 4191 

Canitai Structure 

Unadiurted Reconcilinp 
n-t Rdjustrent - 

1. Lono Term Debt si.an.3~ lSlb.bbS1 
2. Short Term Debt 113.942 l1.6831 
3. Eauitv i.ab4.~~ 131.1751 
4. Custoacr Oeoositr 48.~34 17821 
5. Cast Free Capital 819.Jbl l13.2b71 
6. Job Dev. lnv. Credit Z13.99S 13.3121 

7. lotal (4.1b9.234 lSbS.8721 

Avrrane Rate Base Dcr Swks SS,Ph7.h50 
Accmmtino Adiuctunb UJ11 
Average Miustcd Ratr lase 4.113.3b2 

Adjusted 
knitrl Structure 

Sl.112. b82 
112.259 

1.853.879 

81b.lP7 
200.693 

47.w 

s4.113.562 







l1,119,111 llhb,31I I339J93 l4,b4h t2Ih,M1 111,319 l1,944,0?h lY1,511 1111,382 lbb,b5I lIb1,?8I 1158,041 

1141 1,101 I,%$ 1,411 1,191 I4bI 52% 
0 

IIb,Wl 1111l 111,1111 
1 1,Olk 
b 1b4 

0 
0 
0 

0 
0 
0 1101 
0 

0 
1,181 
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IObb'1l 
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108'1 
CB'W 

IZO1'11 
I9CI 1c10'11 

191'1l 
180'1 

0 PLb 
OlC'111 ItC'Pl 

0 
t8l'l 
bl 
9 

Ilfll 
Ib 
.L 

0 
0 
(1 
t 

IKII 
L* .. 
01 
l1C 
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1Vl 

1 
I 

I111 
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UI 
IEO'lI 
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0 
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b 
b 
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ICtt'll 

1111 

I d IC 39Yd 
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Schedule n 
Rule 25-4.0171 Requirelent Reid wsR-4 

REVISEQ 211418'1 

Docket 920260-m 

SOUTHERY BELL - FLORIDA OPERllTlONS 
CALCULATION CF AXNURL IDC RATE - CECEHBER SI, 1987 DnTn 

Cost of Capital(0001 

cost Yeiqhted 
Anount I of Total Rate Cost --- ---- 

r- 

1. Long Teri Debt 11,00b,b38 
2. Short leri Debt 72,949 
3. Equity 1,700,917 
4. Custoier Deposits 30,993 
S. Cost Free Capital 784,bW 
b. Job Dev. Inv. Credit 19b,85b 

7. Total Capital 13,793,051 

cpst of JDIC 

26.541 8.8SI 2.351 
1.922 b.911 0.13 

14.042 15.001 6.73 
0.821 1. b42 0.06 

20.691 0.001 0.00 
5.191 12.711 0.66 

100.001 9 . w  
- - 

Long Tera Debt 11,006,bSP 51.181 8.852 3.292 
1,700,911 b2.02 15.00 9.12 - W t l  

Total 12,701,555 12.712 

Annual Percentape Rate Currently Used by Southern Bell 

Aanlul Rate per Calculation 12/31/87 

10.211 

9.931 
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Schedule B FPSC Doclcet 920260-TL 
Rule 25-4.0171 Requirelent Raid Exhibit WSR-4 

REVISED 2114189 t?a"p hweillance Report 
-0 123 Of 155 - .  SOUTHERW BELL - FLORIDA OPERRTIOHS 

00001 
cnLcuLnTioN OF ADJUSTED c n p m  STRUCTURE 

Capital Structure 

Unadjusted Reconcilinq Adjusted 
Alount Mjustient Capital Structure - 

1. Long Tern Debt ~1,028,011 
1. Short Terr Debt 71,498 
S. Equity 1,7S7,031 
4. Custow Deposits 31,651 
5. Cost Free Capital 801,350 
b. Job Dev. lav. Credit 201,03b 

7. Total (3,873,585 
-- 

11,006,638 
RlP4P 

1,700,917 
30,993 

781,b98 
1'ib185b 

s3,795,051 

P 
Average Rate Bast per Books (3,772,W 
nccwntinp Adjustments 20,b87 
Averape Adjusted Rate Bare 3,793,051 
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? 

1. 1. MIm hr hollln 
mi .sta 

I, Id. e. %Il1"1S 
c. IIlIl ID1 

1. 1. LI-d-hrld Ylnnlsrnln 

I. w. b. k t l l m t s  
c. LIII m1 

ID1 .w141lI 

4. L lun Rrlild I o  I-. 
M Im. 

ID1 . tWcnl 
1. Id. e. * I l l m l s  
c. llbl m1 

10lIl 
k n i  -- 

lll.2lbl 
ll,nll 

0 
18,111i 

15WI 
Inn 

0 
tm1 
1m m 

0 
m 

1,111 
(11 

0 
bl I 

ll,ISl 
Ill 

0 
111 

0 
0 

111 
1111 
I*I 

4,nc 
11.3141 

11,1241 
0 

0 0 
n4 m 

tot11 
loIra-loll 

0 * 
0 
I 

cmn, 
inti 

0 
tnr, 

0 
0 
0 
0 

0 
0 
I 
0 

m 
14111 

0 
14111 

I I ~ M I l  

I14 
Ill1 
1&111 

0 
0 
0 
0 

[mi 

?In I I f  4 

0 I 
I I 
0 
e 0 

15111 1,514 
301 inoi 

0 0 
301 lltol 

11,4111 If) 
In01 ?I1 

I I14 
0 imi 

IlMl Ill 
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SOuTBEBEl BELL - FLORIDA OPERATIONS 
CALCULATION OF ANNUAL. IDC RATE - D E C m E R  31. 1986 DATA 

Cost o i  Capital 
Cost Weighted 

Amount % of Total - Rate Cost 

1. Long Term Debt 1,033.577 27.37% 9.12% 2.50% 
2. Short Term Debt 87.123 2.31 6.96 .16 
3. Equity 1.661.211 43.99 15.00 6.60 
4. Customer Deposits 32,544 . a6 7.58 .07 
5. Cost Free Capital 731.839 19.37 - - 
6. Job Dev. Inv. Credit 230,315 6.10 12.75 .7a 

7. Total Capital 3,776,609 100.00 10.11% 

cast of J D I C  

Long Term Debt 1.033.577 38.35% 9.12% 3.50% 
Equity 1.661,211 61.65 15.00 9.25 

2.694.7a8 12.75% 
Total 

Amual Percentage Fate Currently Used by Southern B e l l  10.24% 

10.11% Annual Rate per Calculation 12/31/86 
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SOUTBERN BELL - FU)RIDA OPERATIONS 
CALCULATION OF ADJUSTED CAPITAL STRUCTURE 

($000) 

Capital Structure 

Unadjusted Reconciling Adjusted 
Amount Adjustment Capital Structure 

1. LDng Term Debt $1 .O44,*128 (10,551) 1,033,577 
2. Short Term Debt 88.012 (889) 87,123 
3. Equity 1,678,160 (16,949) 1,661,211 
4. Customer Deposits 32.871 (327) 32,544 
5. Cost Free Capital 739,159 (7.320) 731,839 
6. Job Dev. Inv. Credit 232.655 (2.340) 230,315 

7. Total $3,814,985 (38.376) 3,776,609 

Average Rate Base per Books 3.720.027 
Accountlug Adjustments 56,582 
Average Adjusted Rate Base 3,776,609 
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14 
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17 A. 

18 
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21 Q. 

2 2  

23 

24 A. 

25 

SOUTHERN BELL TELEPHONE AND TELEGRAPH COMPANY 

TESTIMONY OF JOHN D. MCCLELLAN 

BEFORE THE 

FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 920260-TL 

JULY 2, 1993 

PLEASE STATE YOUR NAME AND ADDRESS. 

JOHN D. MCCLELLAN, 1001 PENNSYLVANIA AVE. N.W., 

SUITE 350 N., WASHINGTON, D.C., 20004. 

WHAT IS YOUR PROFESSIONAL ROLE? 

I AM A SELF-EMPLOYED REGULATORY CONSULTANT ENGAGED 

IN ASSISTING CLIENTS OF THE FIRM OF DELOITTE & 

TOUCHE IN UTILITY ACCOUNTING AND REGULATORY ISSUES. 

WERE YOU PREVIOUSLY AFFILIATED WITH DELOITTE & 

TOUCHE? 

YES, I AM A FORMER PARTNER OF THE FIRM. I RETIRED 

IN 1992, BUT CONTINUE TO REPRESENT THE FIRM AS A 

1 



1 

2 

3 Q .  
4 

5 

6 A. 

7 

8 

9 

10 

11 

12 

13 

14 

15 Q. 

16 

17 A. 

18 

19 Q. 

20 

21 A. 

22 

23 

24 

25 

UTILITY REGULATORY SPECIALIST. 

WHAT WAS YOUR ROLE AS A PARTNER OF DELOITTE & 

TOUCHE? 

MY PRIMARY ROLE WAS THAT OF A REGULATED INDUSTRIES 

SPECIALIST FOR THE FIRM. IN CONJUNCTION WITH THAT 

ROLE, I SERVED AS THE FIRM’S NATIONAL REGULATORY 

PRACTICES PARTNER, HAVING PRIMARY RESPONSIBILITY 

FOR THE REGULATORY ACTIVITIES OF THE FIRM. 

I AM CONTINUING TO FUNCTION AS A REGULATORY 

SPECIALIST ON BEHALF OF THE FIRM, BUT IN THE 

CAPACITY OF AN INDIVIDUAL CONTRACTOR. 

WHEN DID YOU JOIN DELOITTE & TOUCHE? 

I JOINED THE FIRM IN 1969. 

WITH WHOM WERE YOU AFFILIATED PRIOR TO 1969? 

I WAS ON THE STAFF OF THE FLORIDA PUBLIC SERVICE 

COMMISSION FROM 1957 TO 1969, AND WAS DIRECTOR OF 

THE ACCOUNTING DEPARTMENT AT THE TIME I LEFT THE 

COMMISSION. 

2 



P 1 Q. ARE 

2 

3 A. YES 

4 

5 

6 Q. 
7 

8 

9 A. 

10 

11 Q. 

12 

13 

14 A. 

15 

16 Q. 

17 

18 

19 A. 

20 

21 

22 

23 

24 

25 

YOU LICENSED AS A CERTIFIED PUBLIC ACCOUNTANT? 

I HAVE BEEN LICENSED AS A CPA IN A NUMBER OF 

STATES. 

HAVE YOU PREVIOUSLY TESTIFIED AS AN EXPERT WITNESS 

ON PUBLIC UTILITY INDUSTRY AND REGULATORY ISSUES? 

YES, ON NUMEROUS OCCASIONS. 

HAVE YOU PREPARED AN OUTLINE OF YOUR BACKGROUND AND 

EXPERIENCE? 

YES. THE OUTLINE IS ATTACHED AS APPENDIX A. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

I WAS REQUESTED BY BELLSOUTH TELECOMMUNICATIONS, 

INC. ("SOUTHERN BELL" OR "THE COMPANY") TO ANALYZE 

THE IMPACT OF EARNINGS ATTRITION IN THE FLORIDA 

PORTION ( "SOUTHERN BELL-FLORIDA" ) OF ITS 

OPERATIONS, AND TO DETERMINE APPROPRIATE OFFSETTING 

PROVISIONS IN MEASURING PROSPECTIVE FLORIDA 

INTRASTATE REVENUE REQUIREMENTS. SPECIFICALLY, I 

3 



1 

2 

3 

4 

5 

6 

7 

8 Q- 
9 

10 

11 

12 

13 A. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

WAS REQUESTED TO EVALUATE THE IMPACT OF EARNINGS 

,ATTRITION ON SOUTHERN BELL-FLORIDA OPERATIONS AND 

TO CALCULATE A LEVEL OF ATTRITION WHICH WOULD BE 

APPROPRIATE TO CARRY THE 1993 TEST YEAR DATA 

THROUGH 1994, THE YEAR FOR WHICH RATE REQUIREMENTS 

ARE ACTUALLY BEING EVALUATED IN THIS PROCEEDING. 

WOULD YOU SUMMARIZE THE APPROACH USED IN YOUR 

ANALYSIS OF EARNINGS ATTRITION IN SOUTHERN BELL'S 

FLORIDA INTRASTATE OPERATIONS, AND THE RESULTS 

PRODUCED BY THE ANALYSIS? 

THE ANALYSIS FOCUSED UPON THE PATTERN OF CHANGES 

PER ACCESS LINE IN THE COMPANY'S FLORIDA INVESTMENT 

AND OPERATIONS OVER THE 1989-1992 PERIOD, RESTATED 

TO ELIMINATE THOSE CONDITIONS WHICH WERE OF AN 

UNUSUAL NATURE AND NOT EXPECTED TO CONTINUE AT THE 

SAME RELATIVE LEVELS INTO 1994. THE 1989-1992 

NORMALIZED CONDITIONS WERE TRENDED INTO 1994 TO 

CAPTURE EXPECTED CHANGES OF AN ONGOING NATURE 

(E.G., SYSTEM GROWTH, INCREASING PRICE LEVELS FOR 

GOODS AND SERVICES REQUIRED TO MAINTAIN CURRENT 

SERVICES AND TO MEET SERVICE GROWTH, AND 

IMPROVEMENTS IN OPERATING EFFICIENCIES THAT REDUCE 

COSTS OF SERVICE). THE ANALYSIS SHOWS THAT IF THE 

4 



r' 1 

2 

3 

4 

5 

6 

7 

8 

9 Q- 
10 

11 

12 

13 A. 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 Q. 

NORMAL, RECURRING PATTERN IS MAINTAINED INTO 1994, 

REVENUES PER ACCESS LINE REQUIRED TO MAINTAIN A 

FIXED RETURN ON COMMON EQUITY WILL DECLINE BY 

$4.44 PER ACCESS LINE BETWEEN 1993 AND 1994. THIS 

AMOUNT WILL HELP OFFSET THE EXPENSE IMPACTS OF 

OTHER ADJUSTMENTS DESCRIBED IN MR. REID'S 

TESTIMONY. 

WHAT WAS THE SOURCE OF THE DATA THAT YOU USED IN 

MEASURING THE 1993-1994 CHANGES IN REVENUES, 

INVESTMENT AND OPERATING COST LEVELS? 

THESE DATA WERE TAKEN FROM EARNINGS REPORTS FILED 

WITH THE COMMISSION AS PART OF RULE 25-4.0245 

FILING REQUIREMENTS. EXCEPT IN THOSE AREAS WHERE 

EXTERNAL FACTORS ARE KNOWN TO DISTORT THE PATTERN 

OF CHANGE, I HAVE ASSUMED THAT THE CHANGE PATTERN 

IN THE DATA AS FILED WILL CONTINUE INTO 1994 AND 

HAVE MEASURED THE IMPACT OF SUCH CHANGES ON REVENUE 

REQUIREMENTS. THE SPECIFIC ADJUSTMENTS TO PAST 

CONDITIONS, AND THE IMPACT OF A CONTINUATION OF 

THESE ADJUSTED CONDITIONS ARE EXPLAINED IN THE 

REMAINDER OF MY TESTIMONY. 

BEFORE ADDRESSING THE PARTICULARS OF YOUR ATTRITION 

5 



1 

2 

3 

4 A. 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 Q. 

22 

23 

24 A. 

25 

ANALYSIS, WOULD YOU DESCRIBE THE GENERAL APPROACH 

USED? 

YES. THE ANALYSIS FOCUSED UPON HISTORIC CHANGES IN 

ACCESS LINES, REVENUES, INVESTMENT LEVELS AND 

OPERATING EXPENSES AND OTHER TAXES. THESE AREAS OF 

ACTIVITY WERE FIRST EXAMINED TO IDENTIFY ANY 

CONDITIONS THAT WERE NOT OF AN ONGOING NATURE. THE 

ACTUAL DATA WERE THEN ADJUSTED FOR SUCH 

ABNORMALITIES. USING LINEAR REGRESSION TECHNIQUES, 

THE ADJUSTED DATA FOR THE 1989-1992 PERIOD WERE 

TRENDED TO MEASURE THE INVESTMENT, REVENUE, AND 

OPERATING EXPENSE CHANGES FROM 1993 THROUGH 1994. 

DEPRECIATION EXPENSE CHANGES FROM 1993 THROUGH 1994 

WERE COMPUTED BY APPLYING 1993 DEPRECIATION RATES 

TO THE INVESTMENT CHANGES FROM 1993 TO 1994. 

INCOME TAXES WERE COMPUTED BASED UPON THE 1993-1994 

CHANGES IN TAXABLE REVENUES AND TAX DEDUCTIBLE 

EXPENSES. 

WHAT CONCLUSIONS HAVE YOU DRAWN FROM YOUR ATTRITION 

ANALY SI SI 

ASSUMING A CONTINUATION INTO 1994 OF THE RECENT 

PATTERN OF CHANGING INVESTMENT REQUIREMENTS AND 

6 



5 

6 

7 

8 Q- 
9 

10 

11 A. 

12 

13 

14 

15 

16 

17 

18 

19 Q. 

20 

21 

22 A. 

23 

24 Q. 

25 

OPERATIONAL RESULTS, THERE WILL BE AN INCREASE IN 

THE 1993 LEVEL OF RETURN ON EQUITY IN 1994. THE 

DECLINE IN REQUIRED RATE LEVELS IS PRODUCED BY A 

COMBINATION OF INCREASED REVENUES PER ACCESS LINE 

AND DECREASED LEVELS OF INVESTMENT AND EXPENSES PER 

ACCESS LINE. 

WHAT IS THE AMOUNT OF ATTRITION ADJUSTMENT 

INDICATED BY YOUR ANALYSIS? 

THE ANALYSIS INDICATES THAT THE COMPANY WILL 

EXPERIENCE NEGATIVE EARNINGS ATTRITION (OR EARNINGS 

ACCRETION) THAT WILL REDUCE 1994 REVENUE 

REQUIREMENTS BY $22,935,666. AS MENTIONED 

PREVIOUSLY, THIS AMOUNT WILL HELP OFFSET THE 

EXPENSE IMPACTS OF OTHER ADJUSTMENTS DESCRIBED IN 

MR. REID'S TESTIMONY. 

HAVE YOU HAD THE OCCASION TO REVIEW THE COMPANY'S 

HISTORIC EARNINGS EXPERIENCE? 

YES. 

IS THE ANTICIPATED NEGATIVE ATTRITION CONSISTENT 

WITH THE RECENT PATTERN OF CHANGES IN COSTS 

7 



1 INCURRED BY THE COMPANY IN PROVIDING SERVICE? 

2 

3 A. YES. MR. REID HAS SUBMITTED SCHEDULES SHOWING THAT 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

FROM 1984 THROUGH 1992, THE COMPANY HAS 

CONSISTENTLY MANAGED TO REDUCE ITS EARNINGS 

REQUIREMENTS. FOR EXAMPLE, IN 1984 THE INTRASTATE 

REVENUE REQUIREMENTS WERE $510.98 PER ACCESS LINE. 

IN 1992 THE INTRASTATE REVENUE REQUIREMENTS HAD 

DECLINED TO $501.83. THIS DECLINE HAS BEEN 

ACHIEVED IN THE FACE OF CONTINUAL INCREASES IN 

PRICES THAT THE COMPANY MUST PAY IN ACQUIRING THE 

GOODS AND SERVICES NEEDED TO PROVIDE ITS CUSTOMERS 

WITH TELECOMMUNICATIONS SERVICES. THE ATTRITION 

ANALYSIS IS PREMISED ON THE ASSUMPTION THAT THESE 

CONDITIONS CAN BE MAINTAINED, AND THAT ONGOING COST 

REDUCTIONS ARE ACHIEVABLE EVEN THOUGH GENERAL COSTS 

ARE PRESUMED TO CONTINUE TO INCREASE. 

19 Q. ARE THERE PROPOSED ADJUSTMENTS TO THE TEST YEAR 

20 THAT ARE NOT CONSIDERED IN THE ATTRITION ANALYSIS? 

21 

22 A. YES. THE COMPANY IS PROPOSING A NUMBER OF PROFORMA 

23 ADJUSTMENTS TO THE TEST YEAR. THESE PROFORMA 

24 ADJUSTMENTS ARE NOT CONSIDERED IN THE ATTRITION 

25 ANALYSIS, AND MUST BE EVALUATED SEPARATELY. FOR 

8 



1 

2 

3 

4 

5 

6 

7 Q. 
8 

9 

10 A. 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 Q. 

22 

23 

24 

25 A. 

EXAMPLE, I UNDERSTAND THAT SOUTHERN BELL-FLORIDA 

,WILL ADOPT SFAS 112 IN 1994. THIS PROPOSED 

ADJUSTMENT, AND SIMILAR ADJUSTMENTS TO TEST YEAR 

RESULTS, ARE INDEPENDENT OF THE ATTRITION 

ADJUSTMENT. 

HAVE YOU SUBMITTED A SCHEDULE THAT CONTAINS THE 

RESULTS OF YOUR ATTRITION ANALYSIS? 

YES. THE RESULTS OF THE ATTRITION ANALYSIS ARE 

ATTACHED AS SCHEDULE JDM-1. THIS SCHEDULE SHOWS 

THE CHANGES IN NET OPERATING INCOME AND INVESTMENT 

PER ACCESS LINE FROM THE 1993 TEST YEAR TO 1994. 

THE ATTRITION PER ACCESS LINE AMOUNTS ARE CONVERTED 

TO A TOTAL EARNINGS ATTRITION AMOUNT AND CONVERTED 

TO A REVENUE REQUIREMENTS IMPACT BY APPLYING THE 

APPROPRIATE TAX GROSS-UP FACTOR. AS INDICATED ON 

THIS SCHEDULE, THE REVENUE REQUIREMENTS WILL 

DECLINE BY $22,935,666 FROM 1993 TO 1994. 

HAVE YOU ALSO SUBMITTED SCHEDULES THAT CONTAIN THE 

DETAILED ANALYSES SUPPORTING THE RESULTS IN 

SCHEDULE JDM- 11 

YES. THOSE SCHEDULES ARE IDENTIFIED AS SCHEDULES 

9 



1 JDM-2 THROUGH JDM-8. 

2 

3 Q. WOULD YOU BRIEFLY EXPLAIN EACH OF THE SCHEDULES 

4 CONTAINED IN SCHEDULES JDM-2 THROUGH JDM-81 

5 

6 A. THE SCHEDULES ARE INDIVIDUALLY IDENTIFIED AND 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

2 4  

2 5  

DESCRIBED AS FOLLOWS: 

SCHEDULE JDM-2 - SOURCE DATA: 

THIS SCHEDULE, CONSISTING OF FIVE PAGES, SHOWS THE 

1989-1992 INTRASTATE INVESTMENT AND OPERATING DATA 

AS TAKEN FROM THE COMPANY'S RECORDS, AND THE 

ADJUSTMENTS TO THE RECORDED DATA TO ELIMINATE THE 

IMPACT OF CONDITIONS WHICH ARE NOT EXPECTED TO 

RECUR ON AN ANNUAL BASIS. PAGES 1 AND 2 CONTAIN 

THE RECORDED INVESTMENT AND OPERATING DATA USED IN 

PREPARING THE ANALYSIS. ON PAGES 3 AND 4 THE 

PROFORMA ADJUSTMENTS TO THE RECORDED DATA ARE 

SUMMARIZED BY CATEGORY AND BY YEAR. THE INDIVIDUAL 

ADJUSTMENTS THAT PRODUCE THE SUMMARIZED AMOUNTS ARE 

SHOWN ON PAGE 5. 

SCHEDULE JDM-3 - TRENDED DATA: 
THIS SCHEDULE, CONSISTING OF FOUR PAGES, CONTAINS 

THE TRENDING COMPUTATIONS USING LOTUS REGRESSION 

PROGRAMS. 

SCHEDULE JDM-4 - CAPITAL COST DATA: 
10 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

THIS SCHEDULE CONTAINS THE COMPUTATIONS OF THE 

WEIGHTED COSTS OF THE VARIOUS CAPITAL COST 

COMPONENTS, WHICH ARE THEN USED IN SCHEDULES JDM-5 

AND JDM-8. 

SCHEDULE JDM-5 - INVESTMENT ATTRITION: 
THIS SCHEDULE, CONSISTING OF TWO PAGES, SHOWS THAT 

THERE IS AN ANTICIPATED INCREASE IN THE OUTSTANDING 

INVESTMENT IN PLANT IN SERVICE PER ACCESS LINE FROM 

1993 TO 1994. FURTHER, THE SCHEDULE RECOGNIZES 

THAT FUNDING IS REQUIRED TO REPLACE RETIRED PLANT, 

AND THAT SUCH FUNDING IS NOT MEASURED IN THE PLANT 

IN SERVICE BALANCE (I.E., AS PLANT IS RETIRED AND 

REPLACED, THE PLANT IN SERVICE BALANCE DOES NOT 

CHANGE, BUT FUNDING IS NEVERTHELESS REQUIRED). 

THE SCHEDULE THEN RECOGNIZES THAT AS DEPRECIATION 

COSTS ARE RECOVERED THROUGH REVENUES, THE FUNDS MAY 

BE REINVESTED WITHOUT ANY ATTRITIONAL IMPACT SINCE 

NET PLANT (I.E., THE PRIMARY DETERMINANT OF RATE 

BASE) DOES NOT CHANGE. IN THE PERIOD BEING 

EVALUATED, THE DEPRECIATION RECOVERY EXCEEDS THE 

REQUIREMENT FOR REINVESTMENT IN PLANT AND RESULTS 

IN NEGATIVE ATTRITION FOR INVESTMENT. THE EXCESS 

AMOUNTS AVAILABLE ARE APPLIED EQUALLY TO DEBT AND 

EQUITY CAPITAL (I.E., ASSIGNED TO DEBT AND EQUITY 

CAPITAL AT 1992 CAPITAL RATIOS), AND THE CAPITAL 

11 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 Q. 

24 

25 A. 

COSTS ARE REDUCED ACCORDINGLY. 

SCHEDULE JDM-6 - DEPRECIATION EXPENSES: 

THIS COMPUTATION ASSUMES THAT THE 1992 RATES OF 

DEPRECIATION ARE IN USE IN 1994. THE 1994 

DEPRECIATION EXPENSES ARE DETERMINED BY APPLYING 

THE 1992 COMPOSITE DEPRECIATION RATE TO 1994 LEVELS 

OF PLANT IN SERVICE. 

SCHEDULE JDM-7 - INCREMENTAL COSTS, 1993-1994: 
THE INCREMENTAL 1993-1994 CHANGES PER ACCESS LINE 

FOR REVENUES, OPERATING EXPENSES AND OTHER TAXES, 

DEPRECIATION EXPENSES AND INVESTMENT ARE COMPUTED 

ON THIS SCHEDULE. THE AMOUNTS FOR REVENUES, 

OPERATING EXPENSES AND OTHER TAXES ARE TAKEN FROM 

THE TRENDED RESULTS ON SCHEDULE JDM-3. THE AMOUNTS 

FOR DEPRECIATION EXPENSES ARE TAKEN FROM THE 

COMPUTATIONS ON SCHEDULE JDM-6. 

SCHEDULE JDM-8 - SUMMARY OF ATTRITION COMPONENTS: 
THIS SCHEDULE COMBINES THE REVENUE AND EXPENSE 

COMPONENTS TO COMPUTE THE INCOME TAX EFFECTS, AND 

TO DETERMINE THE NET OPERATING INCOME AND 

INVESTMENT ATTRITION PER ACCESS LINE. 

DOES THAT COMPLETE YOUR TESTIMONY? 

YES. IN CONCLUDING, HOWEVER, I SHOULD REITERATE 

12 



r' 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

THAT THE ANALYSIS OF REVENUE REQUIREMENTS CHANGES 

BETWEEN 1993 AND 1994 ASSUMES THAT: 

SYSTEM GROWTH WILL CONTINUE AT 

APPROXIMATELY THE SAME LEVELS AS IN THE 

FOUR YEARS UP THROUGH 1992, 

PRICE LEVEL INCREASES (INFLATION) ARE 

CONSERVATIVELY ASSUMED TO CONTINUE AT 

APPROXIMATELY THE SAME LEVEL, AND 

SOUTHERN BELL-FLORIDA WILL BE ABLE TO 

CONTINUE TO REDUCE COSTS THROUGH ANNUAL 

INCREASES IN OPERATING EFFICIENCIES. 

IN REVIEWING THE DATA USED IN THE ANALYSIS, I HAVE 

NO REASON TO BE CONCERNED AS TO THE REASONABLENESS 

OF ASSUMING THAT SUCH CONDITIONS WILL CONTINUE. I 

RECOMMEND THAT THE COMMISSION RELY UPON THE 

ATTRITION ANALYSIS TO MEASURE THE 1994 IMPACT OF 

CONDITIONS THAT HAVE CHANGED SINCE THE END OF THE 

TEST YEAR AND MOST SURELY WILL CONTINUE TO CHANGE 

THROUGH THE 1994 PERIOD. 

13 



.. 
SOUTHERN BELL 

FLORIDA Al-fRITION ANALYSIS 

REVENUE IMPACT OF ATTRITION 

FPSC EXHIBIT NUMBER- 
FPSC DOCKET 920260-TL 
MCCLELLAN EXHIBIT JDM-1 
SCHEDULE 1 
AlTRITION SUMMARY 
PAGE 1 OF 1 

INTRASTATE OPERATIONS 

1 Access Lines 

2 Atbition/Access Line 

3 Net Operating Income 

4 Investment 

5 Total 

6 Impact on Earnings 
(Line 1 x Line 6) 

P 7 Revenue Expansion Factor 

8 Revenue Requirements 

5168547 (1) 

($1 3,872,096) 

1.653367 (4) 

($22,935,666) 

(1) Schedule 3, page 1 
(2) Schedule 8, line 8 
(3) Schedule 8, line 12 
(4) Based upon a tax rate of 39.52% 



p l ~ l  Rmtlremmts: 
florida 8yslem (1) 

florida Intr'rutatm (2) 

(1) Adj.tn abnormal In 1990 
(2) Adj. bared On 1989 FlMl 

FluIda G r m  plant 
Intra Grou planl 
M O  

P 

SOUTHERN BELL 

FLORIDA AlTRITION ANALYSIS 

ANALYSIS DATA 1989-1991 

INTFlASTATE OPERATING DATA 

P E R I O D  

1989 1990 1991 1992 

FPSC EXHIBIT NUMBER- 
FPSC DOCKET 920260-TL 
MCCLELLAN MHIB~T JDM-~ 
SCHEDULE 2 
INTRASTATE OPERATING DATA 
PAGE 1 OF 5 

4310989 4511804 4663857 4823234 

2077064 2170238 2231366 2305580 
1115301 1156902 1205551 1279777 
475458 502902 544815 555776 

5905614 6308678 6460407 6748686 
1896888 2230972 2324055 2668217 

4008726 4069706 4136952 4080469 
- - - - - - . - - - - - - . - - - - - - . - - - - - - - 

2~2774 281058 388535 315860 

177855 201313 283891 234368 

8310088 8719460 8762002 9065975 
5847093 624549 8400778 8726946 
70.36% 71.83% 73.05% 74.20% 

4070970 4144584 4165400 4046022 

9.49% 9.60% 9.25% 8.86% 



P 
Average Cappital (Intra $000): 

LT. Debt 
Short Term Debt 
Curtomu D e p d  
Common Equky 
I.1.C 
cod Frw capital 

10t.l 

~ 

1989 

1009263 
132648 
48312 

1L188512 
187575 
804860 

1990 

1015086 
177701 
49620 

1949897 
164492 
787788 

I991 

I018902 
231703 
52906 

1981270 
141196 
739425 

FPSC EXHIBIT NUMBER- 
FPSC DOCKET 920260-TL 
MCCLELLAN EXHIBIT JDM-I 
SCHEDULE 2 
INTRASTATE OPERATING DATA 

FPSC EXHIBIT NUMBER- 
FPSC DOCKET 920260-TL 
MCCLELLAN EXHIBIT JDM-I 
SCHE@'II E 9 

INTRA! 
PAGE 2 OF 5 

1992 

1064735 
11(ull 
54920 

1972179 
124595 
711282 

coa Rae: 

LT. Dab1 
ShcA Term Debt 
Cuatomer Depalt. 
Commm Equky 
I.T.C. 
Cod Frw Capitd 

8.82% 8.82% 8.81% 8.63% 
9.34% 8.28% 6.04% 3.91% 
7.53% 7.96% 8.25% 8.57% 
15.20% 13.20% 13.20% 13.20% 
11.67% 11.70% 11.71% 11.60% 
0.00% 0.00% 0.00% 0.00% 



FPSC EXHIBIT NUMBER- 
FPSC DOCKET ~20260-n  

r' justrnents to rscnded data (ro00) 

1989 

Recorded Ad]. T N  _ _ _ _ _ _  _ _ _ _ _  -____ 
2077064 4951 2082015 (1) 

1115301 0 1115501 

475458 0 475458 

5905614 -287680 5617934 (4) 

1 8 ~ 8  -287758 i m i s o ( 5 )  

4070970 78 4071W8(6) 

rpredatlm 

r- plant 

502902 -9567 493355(s) 

6308678 -583682 5924996 (4) 

DeprmcRnrves 2238972 -317459 1821513 (5) 

Rat* Baw 4144584 -86223 4078361 (6) 

MCCLELLAN EXHIBIT JDM-1 
SCHEDULE 2 ~~ ~~ ~~ 

INTRASTATE OPERATING DATA 
PAGE 3 OF 5 

Nolea (1) through (6) - See Schedule 2. page 5 fci 
w p p d n g  doiailr 



1991 -----_------_-_-_-- 
Recorded Adj. T N  ------ ----- ----- 

Rwmuea 2231366 36075 2267441 (1) 

0p.Exp.hTaxn 1205331 -37349 1167982 (2) 

D.pr.ddGIl 544815 -18238 526577 (3) 

PI& 6460407 -201614 6258793 (4) 

D.prec.Fbserves 2324055 -70679 2253376 (5) 

Ret. Base 4165400 -130935 4034465 (6) 

Notea (1) thrwgh (6) - See Schedule 2. page 5 for 
wpportlng d.tail6 

f i  
R w n u a  

Op.Exp.6Taxn 1279777 -69i i5 1210662 (2) 

555776 -26815 528361 (3) 

6748686 -311810 6436876 (4) 

Deprec.Reamn 2668217 -112182 2556035 (5) 

Rete Base 4046022 -199628 3846394 (6) 

FPSC EXHIBIT NUMBER- 
FPSC DOCKET 920260-TL 
MCCLELLAN EXHIBIT JDM-1 
SCHEDULE 2 
INTRASTATE OPERATING DATA 
PAGE 4 OF 5 

Nates (1) fhrough (6) - Sw Schedule 2. pagm 5 ta 
supporting d.tail8. 



ADJUSTMENTS TO BASE YEAR DATA (0000) _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  

(1) Rwmuea 
(4 To adjuai earllu years io level of 

neiraie change8 &fadivein 1991 

(2) Operating Expense. M d  Taxea 
(a) To remove imcremmtal lmpad 

d SPFand DEM ovu 1989 
@) Ramova bond solicitaion feea 
(c) Remove early roiirment wsl  
(Q R.move Hurricane Andrew coni8 

(3) D.pr.ddon 
(4 To remove lmuemmtal lmpad 

ofSPFandDEMovn1989 

(4) 
(4 To rmovw Imuemntal Impact 

d SPFand DEM ovu 1989 
@)To remove Indde wire amounta 

tom earnu years to be 
f i  sondatent with 1991 

(5) D g r e d d m  k ~ d . 8  

(4 To remove lmuunmtal Impad 
d SPF and DEM ovu 1989 

@) To rmove Inside WII. amwnla 
from urllu ymrsio ba 
cmdmnt wlth 1991 

FPSC EXHIBIT NUMBER- 
FPSC DOCKET 920260-TL 
MCCLELIAN EXHIBIT JDM-1 
SCHEDULE 2 
INTRASTATE OPERATING DATA 
PAGESOF 5 

(13.377) (25.748) (37.839) 
11.5331 

(i0:OSSj 
(31,276) 

(13.377) (37,349) (69.115) 

(9,5671 (18.238) (28.815) 

(102.W6) (201.614) (311.810) 

(287.680) (281.676) 0 0 

(35,703) (70,679) (112.182) 

(287.758) (281.756) 0 

(8) m a  Baas 
(0) To remove Imuemental Impad 

dSPFnnd DEM wu 1989 
@) 10 ranme Inside wire amounta 

from uI Iu ynrato be 
cond.hntwith 1992 

(287.758) (317.459) (70.679) (112.182) _____-_________-_______--_____-- 
(66,303) (130.935) (199.628) 

78 80 



SOUTHERN BELL 

FLORIDA AllRIllON ANALYSIS 

TREND LINE DATA 

FPSC EXHIBIT NUMBER +$ DOCKEr920260-7 
MCCLELIAN EXHIBIT JDM-1 
SCHEDULE 3 
TREND UNEDATA 
PAGE 1 OF 4 

INTRASTATE OPERATIONS-ADJUSTED 

Access 0per.Exp. Gross Plant 
Lines(1) Rewnues(1) 8 Taxes(1) Depmc.(2) Plant(1) Retirments(3) __________________________------------------- 

1Q80 4310939 2082015 1115301 475458 5617934 177855 

1990 4511804 2215553 1143525 483335 5924996 201313 

1991 4663857 2267441 1167982 526577 6258793 283831 

1992 4823234 2342051 1210662 528961 8438876 234368 

1993 4999668 2434764 1237003 555293 6757306 224342 

1994 5188547 2517964 1268057 578225 7038368 224342 

1995 5337426 2601163 1299111 N/A 7315430 224342 

(1) 1993-1995 trended data from Schedule 3, pages 2-4. 
(2) 1093 8 1994 depreciation expense from Schedule 6. 
(3) 1093-1995 retirements based on 1989-1992awrage. 

Now All amounts other than Access Lines are in so00 

P 



FPSC MHIBITNUMBER- 
FPSC DOCKET~ZUXO-TL 

Regression Analyses: 

P mar Regression Trend Data Base ____________________--------_---------- 
AccessRineo Revenues 0p.Exp. Plant ____--__--- 

1969 4310959 2062015 1115301 5617534 
1990 4511804 2215553 1143525 5924996 
1991 4663857 2267441 1167982 6258793 
1992 4623234 2342051 1210662 6436876 

1993 499966.3 2 ~ 7 6 4  1 ~ ~ 7 0 0 3  ~ ~ 5 7 3 0 6  
1994 5168547 2517964 1268057 7036368 
1995 5337426 2601163 1299111 7315430 

Access Linep ____---__----- 
Regression Output: 

Combvlt -3.32E+08 
StdEnofYEst 17125.404 
R SqWd 0.9859035 
No. of obsenndiom 4 
Degrees of Freedom 2 

Y Coefikiint(s) 168878.8 
XdEnofcoef. 7658.71353 

1993 
1994 
1995 

4999668 
5168547 
5337426 

MCCLEUN EXHIBIT JDM-1 
SCHEDULE 3 
TREND LINE DATA 
PAGE 2 OF 4 



Sevenues 
/? -------_-- 

Regression Output: 
Comtant -1.63€+08 
Std Err ofY Est 26578.214 
R Squared 0.960781 2 
No. of Observatiom 4 
Degrees of Freedom 2 

X Coeffcient(s) 83199.6 
StdErrofCoef. 11888.1390 

1993 
1994 
1995 

2434764 
2517664 
2601163 

0p.EXp. &Taxer _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  
Regression Output: 

comtant -M)g53819 
StdErrofYEst 6181.5042 
R squared 0.9843978 
No. of Observations 4 
Degrees of Freedom 2 

x coemcient(s) 31054 
Std Err of coat. 2764.45273 

1993 
1994 
1995 1299111 

FPSC EXHlBiTNUMBER- 

MCCLELLAN MHIBITJDM-I 
SCHEDULE 3 
TREND UNE DATA 
PAGE 3 OF 4 

FPSC DOCKET 9202eo-n 



Plant ------ 
Regression Output: 

mstant -5.49€+08 
i d  Err of Y M 53959.602 
R Squared 0.9852650 
No. of Observations 4 
Degrees of Freedom 2 

/4 

X Coeffdent(s) 
Std Err of Coef. 

1993 
1994 
1995 

Plant Retirements 

279062.3 
24131.4680 24,660178 

6757306 
7036368 
731 5 4 0  

Due to the variance in recrement patterns, 
an awragefor the I98911992 period b used. 

198911892 Average 224342 

FPSC EXHIBITNUMBER- 

MCCLEUN MHIBITJDM-1 
SCHEDULE 3 

FPSC ~ 0 ~ ~ ~ ~ 9 2 w 6 o - n  

~~ ~ ~- ~ 

TREND UNE DATA 
PAGE 4 OF 4 



SOUTHERN BELL 

FLORIDA ATTRITION ANALYSIS 

CAPITAL COST DATA 

INTRASTATE OPERATIONS 

Amount(1) _ _ _ _ _ _ -  Cost of L.T. Debt 

Ratio 
Embedded Cost 
Weighted Cost-Current 

ShortTerm Debt 

Ratio 
Current Cost 
Weighted Current Cost 

Customer Deposits 

Ratio 
cost 
Weighted Cost 

I.T.C. 

Ratio 

Weighted Cost 

Common Equity 
Ratio 
cost 
Weighted Current Cost 
Weighted Current Cost + ITC 

F cost 

Debt Cost _-------- 
Long Term 2.27% 
ShortTerm 0.11% 
CustDep. 0.12% 
I.T.C. 0.09% 
Deferred Taxes 0 

2.59% 
-__- 
_ _ _ _  _--- 

(I) Amounts from Schedule 2, page 2 

26.32% 
0.63% 
2.27% 

2.92% 
3.91% 
0.11% 

1.36% 
0.57% 
0.12% 

3.00% 
1 1 BO% 
0.36% 

40.74% 
13.20% 
6.43% 
6.70% 

FPSC EXHIBIT NUMBER- 
FPSC DOCKET 920260-TL 
MCCLELLAN MHlBlT JDM-1 
SCHEDULE 4 
CAPITAL COST DATA 
PAGE 1 OF 1 



SOUTHERN BELL 

FLORIDA ATTRITION ANALYSIS 

CAPITALAND INVESTMENT DATA 

INlRASTATE OPER4llONS 

tine Description -________________________ 
1. Funding Requirements: 

2 

3. 1993ll994 

Increase m Gross Plant per Access tine 

4. 

5. 1994 

Plant Retirements per Access tine 

6. Total 

7. Funding Sources: 

8. DeprecintulRecovary-1994 
(1WPlantxFIatalAccessLine) 

9. Working cam 

10. Rewedmaterials 

11. Total lntemal Funding 

1 2  Extemal Funding Requirements 
P 

lhii Schedule is designed to measure the additional plant 
funded over me period and the sources of depreciation funds 
available to fund me additions. mwrted to accea line anwuris. 
The coinpltations are bared on the plant and deprdation data on 
Schedule 3. page 1 for all m n t s  except lines 9 and 10. 

(1) see Schedule 5, page 2 

FPSC MHlBlT NUMBER- 

MCCLELLAN MHIBITX)M-1 
SGHEDULES 

~ ~ s c D 0 ~ m ~ ~ c z 6 0 - n  

CAPITALAND INVESTMENT DATA 
PAGE 1 OF 2 

55.82 

43.41 

99.22 

111.87 

5.39 (1) 

3.33 (1) 

120.59 

(21.37) 



Investment Athition: 

I .  Weighted cost (I) 

2 Funding Requirements (2) 

3.CostperAR 

(I) Schedule4 
(2) Schedule 5, page 1 

workiig cap’ml: 

I 993fi99.I Increased n-tive amount per ~ccess line 

Reused Mteriak ( included in plant addrbono. 
but not requiring caw expndlhrres): 

I 99.1 Reused materialo per access line 

FPSC MHiBlT NUMBER- 
FPSC DOCKE~WMM-~ 
M C C U N  EMIBITJDM-1 
SCHEDULE 5 
CAPITALAND INVESTMENT DATA 
PAGE 2 OF 2 

5.39 

3.33 



SOUTHERN BELL 

FLORIDA ATTRITION ANALYSIS 

DEPRECIATION EXPENSES 

INTRASTATE OPERATIONS 

Line Description ------ -- ---- -- ----------- 
I Plant in Service -1992 

2 Depreciation expenses - 1992 

3 Composite Depreciation Rate 

4 Plant in Service-I 993 

5 Depreciation Expenses - 1993 

6 Plant in Service-1 994 

7 Depreciation Expenses - 1994 

(1) Schedule 3, page 1 
(2) Line sine 1 
(3) Line 3 x Line 4 
(4) Line 3 x Line 6 

Note-Amounts in $000 

FPSC EXHIBIT NUMBER- 
FPSC DOCKET 920260-TL 
MCCLELLAN EXHIBIT JDM-1 
SCHEDULE 6 
DEPRECIATION 
PAGE 1 OF 1 

Amount ------ 
6436876 (1) 

528961 (1) 

8.22% (2) 

6757306 (1) 

555293 (3) 

7036368 (1) 

578225 (4) 



SOUTHERN BELL 

FLORIDA ATTRITION ANALYSIS 

INCREMENTAL CHANGES - 1994 OVER 1993 

INTRASTATE OPERATIONS 

Line Description ......................... 
1 Operating Revenues(1) 

2 Revenues - 1993 ($000) 
3 Access tines - 1993 

5 Revenues-1994 ($OOO) 
6 Access Lines -1994 
7 Revenues per Access Line-1994 
8 IncremenVAccess Line 

9 

Revenues per Access Line-1993 

Operating Expenses and Other Taxes(1) 

10 Op.Exp.&T~1~es-l993 ($000) 
11 Amount per Access Line-1993 
12 0p.Exp. &Taxes-1994 ($000) 
13 Amount perAccess Line-1994 
14 IncremenVAccess Line 

15 Depreciation Expenses(1) 

16 Depreciation Expense-1993 ($000) 
17 Amount per Access Line-1993 
18 Depreciation Expense-1994 ($000) 
19 Amount per Access Line-1994 
20 IncremenVAccess Line 

21 Gross Plant Investment(1) 

22 Gross Plant-1993 ($OOO) 
23 Amount per Access Line-1993 
24 Gross Plant-1994 ($000) 
25 Amount per Access Line-1994 
26 IncremenVAccess Line 

F 

FPSC EXHIBIT NUMBER- 
FPSC DOCKET 920260-TL 

SCHEDULE 7 
INCREMENTAL CHANGES 
PAGE 1 OF 1 

MCCLELLAN EXHIBIT JDM-1 

2434764 
4999668 

486.99 
2517964 
51 68547 

487.17 
0.19 

1237003 
247.42 

1268057 
245.34 
-2.08 

555293 
111.07 
578225 
111.87 

0.81 

6757306 
1351.55 

7036368 
1361.38 

9.83 

Data Source - Schedule 3. page I 



SOUTHERN BELL 

FLORIDA AlTRITION ANALYSIS 

SUMMARY OF COMPONENTS 

INTRASTATE OPERATIONS 

Line Description ......................... 
1 N.O.I. Attrition: 

2 Operating Revenues 

3 0per.Expenses 8 Onaxes 

4 Depreciation Expenses 

5 Pre-tax Amount 

6 Income Taxes 

7 Tax Effect of Interest 

8 Total 

9 Investment Attrition: 

10 Interest 

11 Return to Common 

12 Total 

e 

FPSC EXHIBIT NUMBER- 
FPSC DOCKET 920260-TL 
MCCLELUN EXHIBIT JDM-1 
SCHEDULE 8 
ATTRITION COMPONENTS 
PAGE 1 OF 1 

Attrition1 
Access Line ----------- 

(1) Schedule 7. line 8 
(2) Schedule 7. line 14 
(3) Schedule 7, line 20 
(4) Line 5 x tax rate of 
(5) Line 10 x tax rate of 
(6) Schedule 5, page 2, line 3 

37.83% 
37.63% 



Fp8c -it “bar 
FPSC Mckat 920260- 
McClellan Exhibit m - 9  
- A  

JOHN D. McCLELLAN Of 

Affit ion: Regulatory Consultant 
Deloitte & Touche 
Certified Public Amuntants 
1001 Pennsylvania Ave. N.W. 
Washington, D.C. 20004 

Professional: Certified Public Accountant - licensed by the States of Florida, Minnesota, 
Iowa, Texas, Louisiana, New York, North Carolina, Virginia, and the District 
of Columbia. 

Member of American Institute of Certified Public Accountants (AICPA) 

Served on Various Utility Industry Committees 
0 NARUC Committee on Accounting 
0 NARUC Committee on Telephone Separations 
0 NARUC Committee on Affiliated Company 0 p ” n s  
0 AGA Rate Committee 
0 AICPA Liaison with Federal Power Commission 
0 AICPA Panel of Advisors to Federal Government 
0 TSCPA Committee on Regulated Utilities 
0 Board of Directors-Iowa State Regulatory Conference 

Experience: F l o h  Acbfic Service Commission, 1957 - 1969 

As Director of the Commission’s Accounting Department, participated in all 
rate proceedings and was responsible for all activities requiring accounting and 
financial expertise. 

Areas of Activity: 

Accounting procedures development 
Audits of financial records 
Rate base determination 
Test period operating results determination 

0 Rate of return and cost of capital studies 
0 Cost allocations by customer class 
0 Cost allocations by seMces 
0 Cost allocations by jurisdictions 
0 Depreciation requirements 
Rate structure and design 
Automatic adjustment clauses 
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Deloinc & Touche, 1969 - I992 
Joined the D&T Public Utilities Department in 1969 as a specialist in 
public utility accounting and regulatory policies and procedures, 
providing services to a wide variety of regulatory, consumer, and 
industry clients in rate proceedings, problem analyses, special studies, 
and personnel training. 

Functioned for a number of years as the firm's National Regulatory 
Practices Partner, and upon retirement from the partnership in 1992, 
began serving the firm as a regulatory specialist in a consulting role. 

Regulatory C o n s u ~ ,  1992 to &e 

Presently serving D&T as a regulatory consultant to the firm's utility 
industry practice, providing utility accounting and ratemaking services 
to the firm's utility industry clientele. 

Clients Served: Clients assisted in regulatory issues include the following, grouped 
according to the client role in the engagement: 

Operating Utilities: 

Privately and publicly owned electric, gas, telephone, and water and 
sewer cornpanics throughout the U.S. and Canada. 

Regulators: 

Canadian National Energy Board 
Canadian Transport Commission 
Ontario Energy Board 
New York Public Service Commission 
Texas Public Utility Commission 
Missouri Public Service Commission 
Illinois Commerce Commission 
Vermont Public Service Commission 
Rhode Island Public Utility Commission 
Hillsborough County - Tampa, Florida 
City Council - Port Arthur, Texas 
City Council - San Marcos, Tern 
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Delaware Indusaiat Group 
Virginia Industrial Group 
Virginia Committee for Fair Rates 
Connecticut Indusviai User 
City of Martinsville, Va. 
Southern Union Gas Company 
Group of Texas Electric Cooperatives 
Group of Texas Municipal Electrics 
Attorney General of Virginia 
Public Counsel of Vermont 
Ghanian Aluminum Smelter 
Canadii Industrial Gas User 

Assisted a wide variety of clients in the role of an expert witness on 
utility accounting and ratemaking procedures. Appearances have 
been made before the following authorities: 

Florida Public Service Commission 
Florida Legislative Committee 
Florida Environmental Agency 
Texas Public Utility Commission 
Texas Railroad Commission 
Texas Senate Committee 
Georgia Public Service Commission 
South Carolina Public Service Commission 
South Carolina Legislative Committee 
North Carolina Public Utilities Commission 
Virginia Corporation Commission 
Delaware Public Service Commission 
Connecticut Public Utilities Commission 
Vermont Public Utilities Commission 
New Mexico Public Service Commission 
Mississippi Public Service Commission 
Maryland Public Service Commission 
Arkansas Public Service Commission 
Oklahoma Corporation Commission 
Miyouri Public Service Commission 
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Ohio Public Utilities Commission 
Arizona Corporation Commission 
Idaho Public Utilities Commission 
Pennsylvania Public Utilities Commission 
Rhode Island Public Utilities Commission 
AI& Public Utilities Commission 
Sarasota County Commission - Florida 
New Orleans City Council 
Dade County Water Commission - Florida 
El Pas0 City Council - Texas 
Port Arthur City Council - Texas 
Waco City Council - Texas 
Arlington City Council - Texas 
San Marcos City Council - Texas 
Hickory City Council - North Carolina 
14th District Court of Texas - Ft. Worth 
48th District Court of Texas - Dallas 
54th District Court of Texas - Tyler 
U.S. District Court - Wheeling, W.Va. 
US. District Court - Hartford, Conn. 
U.S. District Court - Raleigh, N.C. 
U.S. District Court - Hammond, Ind. 
U.S. Tax Court - Washington, D.C. 
Federal Energy Regulatory Commission 

Canadian National Energy Board 
Ontario Energy Board 

Mlscellnneous: Graduate of Florida State University 

Prepared training materials and conducted Staff Training Seminars 
for the staff members of the Federal Energy Regulatory 
Commission, the Florida P.S.C., the Illinois Commerce 
Commission, the Missouri P.S.C., the New York P.S.C., the 
Arkansas P.S.C. and the Texas P.U.C. 

Prepared training courses and conducted numerous D&T Staff 
Tnining Seminars 
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Prepared training materials and conducted training seminars for 
various public utilities 

Instructor at Florida P.S.C. Seminar for Servicio Nacionale de 
Electricidad, San Jose, Costa Rica 

Instructor at various Texas Society of CPA's Regulatory Seminars 

Instructor at Texas A&M University Program for Management 
Development 

Panelist at Iowa State University Regulatory Conference 

Instructor at AGA Gas Rate Fundamentals Course 

Co-developer and instructor of the D&T sponsored seminar on the 
Tax Aspects of Regulation 

Co-author of D&T Public Utilities Manual 

Contributing author to Accowuing for Public Utilities 

. 
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SOUTHERN BELL TELEPHONE AND TELEGRAPH COMPANY 

TESTIMONY OF DR. RANDALL S. BILLINGSLEY 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 920260-TL 

JULY 2, 1993 

I. INTRODUCTION 

PLEASE STATE YOUR NAME, OCCUPATIONl AND BUSINESS 

ADDRESS. 

MY NAME IS RANDALL S. BILLINGSLEY. I AM VICE 

PRESIDENT OF THE ASSOCIATION OF INVESTMENT 

MANAGEMENT AND RESEARCH (AIMR) IN THE EDUCATION AND 

PROGRAMS DEPARTMENT. I AM CURRENTLY ON LEAVE FROM 

MY POSITION AS ASSOCIATE PROFESSOR OF FINANCE AT 

VIRGINIA POLYTECHNIC INSTITUTE AND STATE 

UNIVERSITY. IN ADDITION TO THE DUTIES PERFORMED 

FOR THE ABOVE APPOINTMENTSl I ALSO ACT AS A 

FINANCIAL CONSULTANT IN THE AREAS OF COST OF 

CAPITAL ANALYSIS, FINANCIAL SECURITY ANALYSIS AND 

VALUATIONl AND INVESTMENT ANALYSIS. MY BUSINESS 

ADDRESS IS ASSOCIATION FOR INVESTMENT MANAGEMENT 

AND RESEARCH, EDUCATION AND PROGRAMS DEPARTMENT, 5 
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BOAR'S HEAD LANE, P. 0. BOX 3668, CHARLOTTESVILLE, 

VIRGINIA 22903. 

DESCRIBE YOUR EDUCATIONAL BACKGROUND AND 

PROFESSIONAL QUALIFICATIONS. 

I RECEIVED A B.A. DEGREE IN ECONOMICS FROM TEXAS 

TECH UNIVERSITY IN 1976. I RECEIVED AN M.S. DEGREE 

IN ECONOMICS IN 1978 AND A PH.D. DEGREE IN 1982, 

BOTH FROM TEXAS A&M UNIVERSITY. WHILE COMPLETING 

MY PH.D., I WORKED AS A RESEARCH ASSOCIATE AT THE 

TEXAS TRANSPORTATION INSTITUTE DOING ECONOMIC 

POLICY RESEARCH. IN 1986, I RECEIVED THE CHARTERED 

FINANCIAL ANALYST (CFA) DESIGNATION. IN 1987, I 

WAS PROMOTED TO ASSOCIATE PROFESSOR OF FINANCE WITH 

TENURE AT VIRGINIA POLYTECHNIC INSTITUTE AND STATE 

UNIVERSITY. I HAVE TAUGHT COURSES ON INVESTMENTS, 

FINANCIAL MARKETS, BANK MANAGEMENT, AND CORPORATE 

FINANCIAL MANAGEMENT. I HAVE BEEN ACTIVE IN 

TEACHING AT THE UNDERGRADUATE, MBA, AND PH.D. 

LEVELS. IN MID-1992, I EARNED THE CERTIFIED RATE 

OF RETURN ANALYST (CRRA) DESIGNATION. IN JANUARY 

OF 1993, I ACCEPTED THE POSITION OF VICE PRESIDENT 

AT AIMR. THE ORGANIZATION HAS A MEMBERSHIP OF OVER 

22,500 INVESTMENT ANALYSTS, PORTFOLIO MANAGERS, AND 
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24 

25 

OTHER INSTITUTIONAL INVESTMENT DECISION-MAKERS. 

OUR MEMBERS ARE EMPLOYED BY BROKER-DEALERS, BANKS, 

MUTUAL FUNDS, INVESTMENT MANAGEMENT FIRMS, 

INSURANCE COMPANIES, PUBLIC AND PRIVATE PENSION 

FUNDS, AND OTHER INVESTMENT ENTERPRISES. AIMR 

PROVIDES CONTINUING EDUCATION SEMINARS AND 

ADMINISTERS THE CHARTERED FINANCIAL ANALYST 

PROGRAM, WHICH IS A WIDELY RECOGNIZED THREE-YEAR 

CURRICULUM AND SET OF EXAMINATIONS THAT DEVELOP 

INVESTMENT ANALYSIS SKILLS. MY RESPONSIBILITIES 

INCLUDE THE DESIGN AND OFFERING OF CONTINUING 

EDUCATION PROGRAMS TO MEET THE NEEDS OF AIMR'S 

MEMBERS IN PARTICULAR AND THE INVESTMENT INDUSTRY 

IN GENERAL. I ALSO DIRECT THE DEVELOPMENT AND 

DESIGN OF EDUCATION TECHNOLOGY PROJECTS. THESE 

PROJECTS INLCUDE VIDEOS, PERSONAL COMPUTER 

SOFTWARE, AND MULTIMEDIA PRODUCTS ON VARIOUS 

INVESTMENT TOPICS. 

HAVE YOU PUBLISHED ANY RESEARCH IN THE AREA OF 

FINANCE? 

YES, I HAVE PUBLISHED OVER TWENTY ARTICLES IN 

VARIOUS PROFESSIONAL JOURNALS. MY ARTICLES HAVE 

BEEN PUBLISHED IN THE JOURNAL OF BANKING AND 
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FINANCE, JOURNAL OF BANK RESEARCH, JOURNAL OF 

FINANCIAL RESEARCH, JOURNAL OF FUTURES MARKETS, 

JOURNAL OF THE INSTITUTE OF CERTIFIED FINANCIAL 

PLANNERS, JOURNAL OF PORTFOLIO MANAGEMENT, 

FINANCIAL MANAGEMENT, FINANCIAL REVIEW, FUTURES, 

MANAGERIAL FINANCE, QUARTERLY JOURNAL OF BUSINESS 

AND ECONOMICS, AND STRATEGY AND EXECUTIVE ACTION. 

MY RESEARCH HAS BEEN CITED IN THE WALL STREET 

JOURNAL, ABSTRACTED IN THE JOURNAL OF ECONOMIC 

LITERATURE AND THE CFA DIGEST, AND REPRINTED IN 

READINGS IN DERIVATIVE SECURITIES. 

DESCRIBE THE NATURE AND SCOPE OF YOUR ACTIVITIES IN 

THE FINANCE PROFESSION. 

MY WORK WITH AIMR BRINGS ME INTO FREQUENT CONTACT 

WITH A VARIETY OF INVESTMENT PROFESSIONALS. I DEAL 

WITH PORTFOLIO MANAGERS AND SECURITY ANALYSTS IN 

THE COURSE OF PLANNING CONTINUING EDUCATION 

PROGRAMS, DEVELOPING EDUCATION TECHNOLOGY PROJECTS, 

AND IN DISCUSSING NEW DEVELOPMENTS IN THE 

INVESTMENT INDUSTRY. 

IN ADDITION TO CONDUCTING FINANCIAL RESEARCH FOR 

PUBLICATION, I HAVE ACTED AS AN ARTICLE REVIEWER 
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FOR NUMEROUS PROFESSIONAL JOURNALS AND HAVE HAD A 

NUMBER OF MY STUDIES PRESENTED AT FINANCE 

CONFERENCES. FURTHER, I HAVE RECEIVED TEACHING 

AWARDS AT BOTH THE UNDERGRADUATE AND GRADUATE 

LEVELS. I SERVED AS A MEMBER OF THE CANDIDATE 

CURRICULUM COMMITTEE OF THE INSTITUTE OF CHARTERED 

FINANCIAL ANALYSTS, THE GOVERNING BODY OF THE CFA 

PROGRAM, FOR TWO YEARS. MY FINANCIAL CONSULTING 

CLIENTS IN ADDITION TO SOUTHERN BELL TELEPHONE AND 

TELEGRAPH COMPANY (SOUTHERN BELL) HAVE INCLUDED 

AIMR, BELL ATLANTIC, THE FINANCIAL ANALYSTS' REVIEW 

OF THE UNITED STATES, THE INSTITUTE OF CHARTERED 

FINANCIAL ANALYSTS, AND UNION BANK OF SWITZERLAND. 

IN MY CAPACITY AS A CONSULTANT TO FINANCIAL 

ANALYSTS' REVIEW, I HAVE CONDUCTED SEMINARS ON 

EQUITY VALUATION AND ANALYSIS IN THE UNITED STATES, 

ASIA AND EUROPE. 

MORE DETAILS ON MY QUALIFICATIONS MAY 

BILLINGSLEY EXHIBIT RSB-3 (APPENDIX A 

BE FOUND IN 

22 Q. HAVE YOU PREPARED EXHIBITS TO ACCOMPANY THIS 

23 TESTIMONY? 

24 

25 A. YES, MY FIVE EXHIBITS CONSIST OF TWO SCHEDULES AND 
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1 THREE APPENDICES, WHICH WERE PREPARED BY ME OR 

2 UNDER MY DIRECTION AND SUPERVISION. 

3 

4 11. PURPOSE AND SUMMARY OF CONCLUSIONS 

5 

6 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE? 

7 

8 A. MY PURPOSE IS TO PROVIDE THE FLORIDA PUBLIC SERVICE 

9 COMMISSION (COMMISSION) WITH A DETERMINATION OF THE 

10 COST OF EQUITY CAPITAL FOR SOUTHERN BELL. 

11 

12 Q. 

13 

14 

15 

16 A. 

17 

18 

19 

20 

21 

22 

23 

24 

25 

PLEASE DESCRIBE THE APPROACHES THAT YOU USED TO 

DETERMINE SOUTHERN BELL'S COST OF EQUITY CAPITAL 

AND SUMMARIZE YOUR CONCLUSIONS. 

MY ANALYSIS USES OBJECTIVE MARKET DATA TO DETERMINE 

SOUTHERN BELL'S COST OF EQUITY CAPITAL FROM TWO 

DISTINCT BUT COMPLEMENTARY APPROACHES. SINCE 

BELLSOUTH TELECOMMUNICATIONS, DOING BUSINESS IN 

FLORIDA AS SOUTHERN BELL, IS A SUBSIDIARY OF 

BELLSOUTH, IT DOES NOT HAVE EQUITY TRADING 

IN THE MARKET. THUS, THERE IS NO DIRECT MARKET 

EVIDENCE ON SOUTHERN BELL'S COST OF EQUITY CAPITAL. 

IN THE FIRST APPROACH I APPLY THE DISCOUNTED CASH 

FLOW (DCF) MODEL TO A GROUP OF FIRMS IDENTIFIED TO 
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BE OF COMPARABLE RISK TO SOUTHERN BELL. AN AVERAGE 

COST OF EQUITY CAPITAL IS CALCULATED BY APPLYING 

THE DCF MODEL TO THIS GROUP OF COMPARABLE FIRMS IN 

ORDER TO PROVIDE AN OBJECTIVE, MARKET-DETERMINED 

COST OF EQUITY CAPITAL FOR SOUTHERN BELL. THE 

SECOND APPROACH I USE IS A RISK PREMIUM APPROACH 

THAT INCLUDES EVIDENCE AS TO THE CHANGE IN THE RISK 

PREMIUM RESULTING FROM CHANGES IN THE LEVEL OF 

INTEREST RATES. 

MY ANALYSIS DETERMINES THE COST OF EQUITY FOR 

SOUTHERN BELL TO BE 14.18% TO 14.29% USING THE 

COMPARABLE FIRM GROUP DCF MODEL APPROACH. THE RISK 

PREMIUM APPROACH, WHICH INCLUDES AN EXPLICIT 

ADJUSTMENT TO THE RISK PREMIUM FOR THE RECENT 

DECLINE IN INTEREST RATES, INDICATES A COST OF 

EQUITY.CAPITAL FOR SOUTHERN BELL OF 13.90% TO 

14.18%. 

FROM THESE ANALYSES, I CONCLUDE THAT THE CURRENT 

COST OF EQUITY CAPITAL FOR SOUTHERN BELL IS WITHIN 

THE RANGE OF 13.90% TO 14.29% WITH A MIDPOINT OF 

14.10%. BASED ON MY UNDERSTANDING THAT THIS 

COMMISSION SET SOUTHERN BELL'S RATES AT AN EQUITY 

RETURN OF 13.2% IN 1988 AND 1990, IT IS MY OPINION 
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24 

25 A. 

THAT THE COST OF EQUITY IS ACTUALLY HIGHER THAN 

THAT, ALTHOUGH IT STILL REMAINS IN THE RANGE OF 

11.5% TO 16.0% ESTABLISHED BY THIS COMMISSION IN 

1988. 

111. REGULATORY AND ECONOMIC STANDARDS USED 

IN COST OF EQUITY ANALYSIS 

WHAT REGULATORY STANDARDS GUIDE THE DETERMINATION 

OF THE COST OF EQUITY CAPITAL FOR A PUBLIC UTILITY? 

TWO IMPORTANT SUPREME COURT DECISIONS, BLUEFIELD 

AND HOPE, PROVIDE THE ESSENTIAL STANDARDS THAT ARE 

APPLIED IN THE REGULATION OF A PUBLIC UTILITY'S 

ALLOWED RATE OF RETURN. THE FIRST STANDARD IS THAT 

A PUBLIC UTILITY SHOULD BE ALLOWED EARNINGS 

OPPORTUNITIES SUFFICIENT TO ENABLE IT TO ATTRACT 

CAPITAL ON REASONABLE TERMS. THE SECOND STANDARD 

IS THAT A PUBLIC UTILITY SHOULD BE ALLOWED THE 

OPPORTUNITY OF EARNING AT A LEVEL COMPARABLE TO 

OTHER FIRMS OF CORRESPONDING RISKS. 

PLEASE ELABORATE ON THE FIRST STANDARD. 

THE FIRST REGULATORY STANDARD IS BASED ON THE 
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15 

16  
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2 1  

BLUEFIELD CASE, WHICH STATED THAT A PUBLIC 

UTILITY'S: 

' I . . .  RETURN SHOULD BE REASONABLY 

SUFFICIENT TO ASSURE CONFIDENCE IN THE 

FINANCIAL SOUNDNESS OF THE UTILITY AND 

SHOULD BE ADEQUATE, UNDER EFFICIENT 

AND ECONOMICAL MANAGEMENT, TO MAINTAIN 

AND SUPPORT ITS CREDIT AND ENABLE IT 

TO RAISE THE MONEY NECESSARY FOR THE 

PROPER DISCHARGE OF ITS PUBLIC 

DUTIES. " 

THIS CASE ESTABLISHES THE REGULATORY STANDARD THAT 

A PUBLIC UTILITY'S ALLOWED RATE OF RETURN SHOULD BE 

SUFFICIENT TO PERMIT IT TO ATTRACT THE CAPITAL THAT 

IT NEEDS TO MEET ITS RESPONSIBILITIES. IN ORDER TO 

MAINTAIN THE ABILITY TO ATTRACT CAPITAL, A PUBLIC 

UTILITY MUST ASSURE THAT ITS FINANCIAL INTEGRITY IS 

NOT COMPROMISED. 

22 Q. PLEASE DISCUSS THE SECOND STANDARD. 

2 3  

24 A. THE SECOND STANDARD IS BASED ON THE HOPE CASE, 
25 WHICH STATED THAT: 
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' I . . .  THE RETURN TO THE EQUITY OWNER 

SHOULD BE COMMENSURATE WITH RETURNS ON 

INVESTMENTS IN OTHER ENTERPRISES 

HAVING CORRESPONDING RISKS. THAT 

RETURN, MOREOVER, SHOULD BE SUFFICIENT 

TO ASSURE CONFIDENCE IN THE FINANCIAL 

INTEGRITY OF THE ENTERPRISE, SO AS TO 

MAINTAIN ITS CREDIT AND TO ATTRACT 

CAPITAL. " 

THE - HOPE CASE CONSEQUENTLY ESTABLISHES THE STANDARD 

THAT A PUBLIC UTILITY'S ALLOWED RATE OF RETURN WILL 

NOT BE APPROPRIATE UNLESS IT IS COMPARABLE TO THE 

RETURNS OF INVESTMENTS OF COMPARABLE RISK. IN 

TERMS OF THE CURRENT PROCEEDINGS, THIS STANDARD 

IMPLIES THAT SOUTHERN BELL'S ALLOWED RATE OF RETURN 

SHOULD BE COMMENSURATE WITH THE EXPECTED RATE OF 

RETURN ASSOCIATED WITH THE RISK FACED BY EQUITY 

HOLDERS IN FIRMS OF COMPARABLE RISK. 

22 Q. WHAT ECONOMIC STANDARDS ARE RELEVANT IN DETERMINING 

23 

24 

25 A. SEVERAL FUNDAMENTAL ECONOMIC STANDARDS ARE USED TO 

THE COST OF EQUITY CAPITAL? 
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DETERMINE THE COST OF EQUITY CAPITAL. THESE 

STANDARDS ARE IMPLIED BY THE CONCEPTS OF 

OPPORTUNITY COST, THE RISK/RETURN TRADE-OFF, AND 

MARKET EFFICIENCY. IF THE PROCESS USED TO 

ESTABLISH THE COST OF EQUITY IS NOT CONSISTENT WITH 

THOSE STANDARDS, THEN THE RESULTING ESTIMATE WILL 

BE BIASED. SUCH A COST OF EQUITY WOULD NOT TREAT 

RATEPAYERS FAIRLY AND COULD DAMAGE THE ABILITY OF 

SOUTHERN BELL TO RAISE FUNDS, THEREBY COMPROMISING 

THE FIRM'S CAPACITY TO CONTINUE PROVIDING 

APPROPRIATE TELECOMMUNICATIONS SERVICES IN THE 

STATE OF FLORIDA. 

WHAT IS THE CONCEPT OF OPPORTUNITY COST AND HOW 

DOES THE COST OF EQUITY CAPITAL DEPEND ON ITS 

RECOGNITION? 

INVESTORS HAVE THE OPPORTUNITY TO PUT THEIR MONEY 

TO WORK IN A VARIETY OF DIFFERENT INVESTMENTS. THE 

DECISION TO PUT MONEY IN ONE INVESTMENT IMPLIES 

THAT ANOTHER INVESTMENT OPPORTUNITY MUST BE GIVEN 

UP. THUS, THE OPPORTUNITY COST OF MAKING AN 

INVESTMENT IS THE OPPORTUNITY (EXPECTED RETURN) 

FOREGONE ON THE NEXT BEST ALTERNATIVE. 
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THE OPPORTUNITY AFFORDED BY AN INVESTMENT MUST BE 

MEASURED IN LIGHT OF THE TIME VALUE OF MONEY. THIS 

ACKNOWLEDGES THAT THE VALUE OF A DOLLAR TO BE 

RECEIVED IN A YEAR IS NOT WORTH A DOLLAR TODAY. 

THIS IS BECAUSE INVESTORS HAVE THE OPPORTUNITY TO 

INVEST LESS THAN A DOLLAR TODAY AT SOME POSITIVE 

EXPECTED RETURN IN ORDER TO GENERATE A DOLLAR A 

YEAR FROM TODAY. MONEY HAS A TIME VALUE THAT 

REFLECTS THE BENEFITS OF AN INVESTOR'S OTHER 

COMPETING INVESTMENT ALTERNATIVES. 

THE COST OF EQUITY CAPITAL IS AN OPPORTUNITY COST 

FROM THE EQUITY INVESTOR'S VIEWPOINT. WHEN AN 

INVESTOR CONSIDERS INVESTING MONEY IN A STOCK, CARE 

IS TAKEN TO EVALUATE THE EXPECTED RETURN ON THE 

NEXT BEST ALTERNATIVE INVESTMENT THAT MUST BE 

FOREGONE IF THE STOCK IS BOUGHT. AN INVESTOR HAS A 

TARGET REQUIRED RATE OF RETURN THAT IS INFLUENCED 

BY THAT OPPORTUNITY COST. IF AN INVESTOR DOES NOT 

EXPECT A STOCK TO MEET THE TARGET OR MINIMALLY 

ACCEPTABLE RETURN, THEN THE STOCK WILL NOT BE 

PURCHASED BY THAT INVESTOR. IN ORDER TO MEET 

INVESTORS' RETURN EXPECTATIONS, THE FIRM MUST 

REINVEST THE FUNDS SUPPLIED BY THOSE INVESTORS AT 

AN EXPECTED RATE OF RETURN NO LESS THAN THAT 
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THE STANDARD THAT EMERGES FOR COST OF EQUITY 

CAPITAL ANALYSIS IS THAT ANY ESTIMATE SHOULD 

CONSIDER THE OPPORTUNITY COSTS FACED BY EQUITY 

INVESTORS. THE COST OF EQUITY CAPITAL CANNOT BE 

DETERMINED IN ISOLATION. IT SHOULD RESPECT EQUITY 

INVESTORS' OTHER INVESTMENT ALTERNATIVES. IN THE 

CASE OF SOUTHERN BELL, THE COMPANY'S ALLOWED RATE 

OF RETURN MUST MEET INVESTORS' RETURN REQUIREMENTS, 

AS REFLECTED IN THE COST OF EQUITY CAPITAL, OR 

INVESTORS WILL NOT SUPPLY THE FIRM WITH THEIR 

CAPITAL. THIS WOULD EFFECTIVELY DENY SOUTHERN BELL 

ACCESS TO THE CAPITAL MARKET ON REASONABLE TERMS. 

THUS, THE REGULATORY STANDARD OF CAPITAL ATTRACTION 

DISCUSSED PREVIOUSLY IN MY TESTIMONY WOULD BE 

VIOLATED. 

HOW DOES THE RISK/RETURN TRADE-OFF APPLY TO COST OF 

EQUITY CAPITAL ANALYSIS? 

THE RISK/RETURN TRADE-OFF IS A DESCRIPTION OF HOW 

INVESTORS BEHAVE GIVEN WHAT THEY LIKE AND WHAT THEY 

DISLIKE ABOUT INVESTMENTS. INVESTORS GENERALLY 

PREFER HIGHER TO LOWER RETURNS AND PREFER LESS TO 
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MORE RISK. THIS IMPLIES THAT INVESTORS WILL NOT 

TAKE ON ADDITIONAL RISK UNLESS THEY EXPECT TO EARN 

HIGHER RETURNS. THUS, INVESTORS TRADE-OFF WHAT 

THEY LIKE (HIGHER EXPECTED RETURNS) AGAINST WHAT 

THEY DISLIKE (HIGHER RISKS) IN MAKING INVESTMENT 

DECISIONS. IN EVERYDAY TERMS, INVESTORS CANNOT GET 

MORE OF WHAT THEY LIKE UNLESS THEY ARE WILLING TO 

TAKE ON MORE OF WHAT THEY DISLIKE. 

INVESTORS ARE AWARE OF THE DANGERS OF VIOLATING THE 

RISK/RETURN TRADE-OFF. IF AN INVESTMENT'S EXPECTED 

RETURN IS NOT COMMENSURATE WITH ITS RISK, INVESTORS 

WILL LOOK ELSEWHERE FOR INVESTMENT OPPORTUNITIES. 

INVESTORS SEEKING TO MEASURE OPPORTUNITY COSTS MUST 

DEVELOP SOME CRITERION FOR JUDGING WHAT MAKES 

INVESTMENTS COMPARABLE SO THAT THEY CAN IDENTIFY 

THE "NEXT BEST ALTERNATIVE FOREGONE," AS DISCUSSED 

ABOVE. THE PRIMARY CRITERION IS RISK. INVESTORS 

WILL EVALUATE INVESTMENTS OF COMPARABLE RISK AND 

SEEK THE INVESTMENT YIELDING THE HIGHEST EXPECTED 

RETURN FOR A GIVEN LEVEL OF RISK. THUS, 

OPPORTUNITY COSTS CAN ONLY BE MEASURED ACCURATELY 

WHEN THE RISKINESS OF COMPETING INVESTMENTS IS 

TAKEN INTO CONSIDERATION. 
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THE STANDARD FOR COST OF CAPITAL ANALYSIS IMPLIED 

BY THE RISK/RETURN TRADE-OFF IS THAT A FIRM MUST 

MEET THE RETURN REQUIREMENTS THAT EQUITY HOLDERS 

IMPOSE AFTER HAVING EVALUATED OTHER INVESTMENTS OF 

COMPARABLE RISK. IF A FIRM DOES NOT MEET 

INVESTORS' RISK-ADJUSTED EXPECTED RETURNS, THOSE 

INVESTORS WILL MOVE THEIR MONEY TO ALTERNATIVE 

INVESTMENTS OF SIMILAR RISK THAT ARE GENERATING 

HIGHER RETURNS. THIS STANDARD ASSERTS THAT 

SOUTHERN BELL SHOULD HAVE THE OPPORTUNITY TO EARN A 

RETURN THAT IS COMMENSURATE WITH ITS RISK AND, BY 

IMPLICATION, COMPARABLE TO THE EXPECTED RETURNS OF 

OTHER FIRMS OF COMPARABLE RISK. 

WHAT IMPLICATIONS DO OPPORTUNITY COSTS AND THE 

RISK/RETURN TRADE-OFF JOINTLY HAVE FOR DETERMINING 

THE COST OF EQUITY? 

THE JOINT PRESENCE OF OPPORTUNITY COSTS AND THE 

RISK/RETURN TRADE-OFF IMPLIES THE STANDARD THAT 

INVESTMENTS OF COMPARABLE RISK ARE EXPECTED TO 

GENERATE COMPARABLE RETURNS. IF THEY DO NOT, 

INVESTORS WILL PURCHASE THE STOCKS OF FIRMS 

YIELDING HIGHER RETURNS AND WILL SELL THE STOCKS OF 

FIRMS YIELDING LOWER RETURNS UNTIL THE RETURNS 
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REFLECTED BY THE PRICES ARE THE SAME. THIS 

STANDARD IS THE RESULT OF A LARGE NUMBER OF 

INVESTORS MEASURING THEIR OPPORTUNITY COSTS BY 

COMPARING INVESTMENTS WITH FULL KNOWLEDGE THAT 

RELEVANT ALTERNATIVES ARE DEFINED ON THE BASIS OF 

COMPARABLE RISKINESS. 

THIS STANDARD IMPLIES THAT GROUPS OF FIRMS 

COMPARABLE IN RISK TO SOUTHERN BELL SHOULD HAVE 

AVERAGE EXPECTED COSTS OF EQUITY CAPITAL THAT ARE 

COMPARABLE TO SOUTHERN BELL'S EXPECTED COST OF 

EQUITY CAPITAL. THIS STANDARD IS THE BASIS FOR THE 

COMMON PRACTICE OF APPLYING THE DCF MODEL TO A 

GROUP OF COMPARABLE FIRMS. 

WHAT IS MEANT BY THE TERM "MARKET EFFICIENCY" AND 

WHAT STANDARD DOES IT IMPLY FOR COST OF EQUITY 

CAPITAL ANALYSIS? 

IN ITS MOST GENERAL FORM, AN EFFICIENT MARKET IS 

ONE IN WHICH ALL INFORMATION THAT IS RELEVANT TO 

SECURITY PRICE (EXPECTED RETURN) FORMATION IS 

REFLECTED QUICKLY IN PRICES (RETURNS). MARKET 

EFFICIENCY IS NOT AN ALL OR NOTHING PROPOSITION, 

BUT RATHER IS A MATTER OF DEGREE. RESEARCH 
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FINDINGS SUPPORT A HIGH DEGREE OF EFFICIENCY IN 

CONTEMPORARY U . S .  FINANCIAL MARKETS. THUS, 

SECURITY PRICES ARE ON AVERAGE UNBIASED, OBJECTIVE 

ESTIMATES OF WHAT THE INVESTMENT COMMUNITY EXPECTS 

TO HAPPEN TO A SECURITY. INDEED, PRICES REFLECT 

THE MARKET'S ASSESSMENT OF WHAT A SECURITY SHOULD 

YIELD GIVEN ITS RISKINESS RELATIVE TO COMPARABLE 

INVESTMENTS. 

IF A SECURITY'S EXPECTED RETURN IS LESS THAN THE 

RETURN ASSOCIATED WITH THE RISK OF THAT SECURITY, 

INVESTORS WILL SELL IT. THIS ACT WILL PUSH THE 

PRICE OF THAT SECURITY DOWN UNTIL ITS EXPECTED 

RETURN IS EQUAL TO THE RETURN ASSOCIATED WITH THE 

RISK OF THAT SECURITY. 

THE IMPLICATION OF A HIGH DEGREE OF MARKET 

EFFICIENCY FOR COST OF EQUITY CAPITAL ANALYSIS IS 

THAT EQUITY PRICES FOR FIRMS OF COMPARABLE RISK ARE 

RELIABLE SOURCES OF OBJECTIVE INFORMATION ABOUT 

CAPITAL COSTS. 

IV. NATURE AND APPLICABILITY OF THE DCF MODEL 

25 Q. WHAT IS THE DCF MODEL AND HOW IS IT APPLICABLE TO 
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AND 

CURRENT PROCEEDINGS? 

DCF MODEL IS A FORMAL STATEMENT OF COMMON SENSE 

BASIC FINANCIAL THEORY. THE MODEL ASKS AN 

INVESTOR'S MOST BASIC QUESTION: HOW MUCH IS THIS 

STOCK WORTH? COMMON SENSE DICTATES THAT THE ANSWER 

DEPENDS ON WHAT INVESTORS EXPECT TO GET OUT OF THE 

STOCK AND WHEN THEY EXPECT TO GET IT. THE WHAT IS 

THE EXPECTED CASH FLOW STREAM GENERATED BY THE 

STOCK AND THE WHEN IS THE PROJECTED TIMING OF THOSE 

EXPECTED CASH FLOWS. 

DETERMINING HOW MUCH A STOCK IS WORTH DEPENDS ON 

ONE MORE CRITICAL CONSIDERATION: THE RISKINESS OR 

PROBABILITY THAT INVESTORS ASSOCIATE WITH THEIR 

FORECAST OF WHAT THEY WILL RECEIVE FROM THE STOCK. 

IN THIS CONTEXT, RISK IS THE POSSIBILITY THAT 

INVESTORS' EXPECTATIONS WILL BE FRUSTRATED. RISK 

IS REFLECTED BY THE PROBABILITY THAT INVESTORS' 

ACTUAL RETURNS WILL DIFFER FROM THEIR EXPECTED 

RETURNS. THE DCF MODEL ASSUMES THAT THE AVERAGE 

INVESTOR DISLIKES RISK AND CONSEQUENTLY WILL ACCEPT 

HIGHER RISK ONLY IF THERE IS A HIGHER EXPECTED 

RETURN. 

P 
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THE DCF MODEL RECOGNIZES TWO TYPES OF CASH FLOWS: 

THE PERIODIC PAYMENT OF CASH DIVIDENDS AND THE 

(POSSIBLE) FUTURE SALE OF THE STOCK. IF AN 

INVESTOR FACING AN OPPORTUNITY COST OF K PERCENT 

EXPECTS TO GET DIVIDENDS Dt ANNUALLY FOR THE NEXT N 

YEARS AND THEN SELLS THE STOCK AT THE END OF YEAR N 

FOR A PRICE OF PN, THEN THE APPROPRIATE CURRENT 

PRICE Po IS: 

- Dl D2 0 + P N  
i- - +...+ N 

11 + K)' (1 + K)2 (1 + K)N 
- 

IN SUMMARY, THE APPROPRIATE PRICE OF A STOCK IS 

SIMPLY THE PRESENT VALUE OF ALL OF THE CASH 

BENEFITS TEAT AN INVESTOR EXPECTS TO GET FROM 

OWNING IT. 

IS THIS THE FORM OF THE DCF MODEL THAT IS COMMONLY 

USED TO DETERMINE THE COST OF EQUITY CAPITAL FOR A 

FIRM LIKE SOUTHERN BELL? 

NO, IT IS NOT. THE ABOVE. FORM IS TYPICALLY 

MODIFIED IN AT LEAST TWO WAYS. FIRST, THIS 

COMMISSION IS PRESUMABLY NOT CONCERNED WITH 

25 DETERMINING HOW MUCH A STOCK SHOULD SELL FOR. ITS 
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GOAL IS TO DETERMINE WHAT RATE OF RETURN SOUTHERN 

BELL'S EQUITY INVESTORS SHOULD REASONABLY EXPECT TO 

BE COMPENSATED FOR THE FIRM'S RISK. THUS, THE 

COMMISSION IS CONCERNED WITH WHAT THE PRICE IS 

RATHER THAN WITH WHAT IT SHOULD BE. THE ACTUAL 

PRICE Pmkt SHOULD CONSEQUENTLY BE USED TO INFER 

INVESTORS' REQUIRED RATE OF RETURN. 

SECOND, THE FORM OF THE DCF PRESENTED ABOVE MAKES 

NO EXPLICIT ASSUMPTION CONCERNING THE EXPECTED RATE 

OF GROWTH IN DIVIDENDS AND THE STOCK'S PRICE OVER 

TIME, NOR ANY ASSUMPTION CONCERNING THE LENGTH OF 

AN INVESTOR'S EXPECTED HOLDING PERIOD. THE 

SO-CALLED CONSTANT GROWTH FORM OF THE DCF ASSUMES 

THAT DIVIDENDS AND PRICE GROW AT A CONSTANT RATE G 

OVER TIME, THAT THE GROWTH RATE IS LESS THAN THE 

REQUIRED RATE OF RETURN, AND THAT INVESTORS HAVE AN 

INFINITE HOLDING PERIOD. 

WHILE THE ASSUMPTION OF AN INFINITE HOLDING PERIOD 

SEEMS QUESTIONABLE INITIALLY, IT IS IMPORTANT TO 

REMEMBER THAT THE FUNDAMENTAL SOURCE OF A STOCK'S 

VALUE TO INVESTORS IS ITS EXPECTED DIVIDEND STREAM. 

WHY WOULD INVESTORS BE WILLING TO TRADE A STOCK 

AMONG THEMSELVES IF THE STOCK WAS NOTHING MORE THAN 
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A PIECE OF PAPER THAT WOULD NEVER PAY ANY MONEY? 

IF THE CURRENT PRICE OF A STOCK IS THE PRESENT 

VALUE OF ALL EXPECTED FUTURE CASH FLOWS, THEN WHY 

WOULDN'T THE PRICE AT ANY POINT IN TIME BE THE 

PRESENT VALUE OF THE EXPECTED CASH FLOWS BEYOND 

THAT POINT IN TIME? WHILE AN INFINITE HOLDING 

PERIOD MAY NOT SEEM TO APPLY TO ANY ONE INVESTOR, 

THIS ASSUMPTION IS AN ACCURATE WAY OF PORTRAYING 

TEE BEHAVIOR OF INVESTORS SINCE THEY MUST DETERMINE 

ALL PRICES, PRESENT AND FUTURE, BY PROJECTING A 

SEEMINGLY ENDLESS SERIES OF FUTURE DIVIDENDS. TEEY 

MUST MAKE SUCE DIVIDEND PROJECTIONS SINCE ANY 

EXPECTED FUTURE PRICE IS DEPENDENT ON TEE DIVIDENDS 

THAT ARE EXPECTED TO BE PAID ON THAT STOCK AFTER IT 

IS PURCHASED. 

THE CONSTANT GROWTH FORM OF THE DCF MODEL MAKES THE 

TWO ABOVE ADJUSTMENTS AND CAN BE EXPRESSED AS: 

WHERE Do IS THE MOST RECENT DIVIDEND PAID, G IS THE 

EXPECTED GROWTH RATE, D1 IS THE NEXT ANTICIPATED 

DIVIDEND, AND THE REST OF THE VARIABLES ARE AS 
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DEFINED ABOVE. 

IS IT NECESSARY TO MAKE ANY OTHER MODIFICATIONS 

BEFORE THE DCF MODEL CAN BE ACCURATELY APPLIED TO 

DETERMINE SOUTHERN BELL'S COST OF EQUITY CAPITAL? 

YES, TWO ADDITIONAL MODIFICATIONS ARE NECESSARY. 

FIRST, IT IS APPROPRIATE TO RECOGNIZE THAT 

DIVIDENDS ARE PAID BY MOST COMPANIES ON A 

QUARTERLY, NOT AN ANNUAL, BASIS. THE SECOND 

ADJUSTMENT TO THE GENERAL DCF MODEL PRESENTED ABOVE 

CONSIDERS THE FLOTATION COSTS BORNE BY THE FIRM IN 

RAISING EQUITY FUNDS. 

WHY IS IT IMPORTANT TO ADJUST THE DCF MODEL TO 

REFLECT THE QUARTERLY PAYMENT OF DIVIDENDS? 

THE ANNUAL FORM OF THE DCF MODEL ASSUMES THAT 

INVESTORS RECEIVE DIVIDENDS ONLY ONCE A YEAR AND 

THAT THEY HAVE THE OPPORTUNITY TO REINVEST THOSE 

CASH FLOWS IN ALTERNATIVE INVESTMENTS OF THE SAME 

RISK. THE REQUIRED RATE OF RETURN IMPLIED BY THE 

ANNUAL FORM OF THE DCF MODEL WILL BE BIASED 

DOWNWARD IF INVESTORS ACTUALLY RECEIVE THEIR 

DIVIDEND PAYMENTS IN QUARTERLY RATHER THAN IN 
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ANNUAL INSTALLMENTS. THIS BIAS RESULTS BECAUSE 

EQUITY INVESTORS HAVE THE OPPORTUNITY TO START 

EARNING A RETURN ON THEIR REINVESTED DIVIDENDS 

SOONER WHEN THOSE DIVIDENDS ARE RECEIVED QUARTERLY 

THAN WHEN THE DIVIDENDS ARE RECEIVED ONLY ANNUALLY. 

USING THE ANNUAL FORM OF THE DCF MODEL TO DETERMINE 

THE RETURN REQUIREMENTS OF EQUITY INVESTORS IN 

SOUTHERN BELL WOULD DEPRIVE THOSE INVESTORS OF THE 

RETURNS THAT THEY COULD REASONABLY EXPECT TO EARN. 

THIS IS BECAUSE THEY GET THEIR DIVIDENDS QUARTERLY 

RATHER THAN ANNUALLY. FAILURE TO MAKE THIS 

ADJUSTMENT CAN UNDERSTATE THE COST OF EQUITY 

CAPITAL. THUS, THIS ADJUSTMENT MUST BE MADE IF AN 

ECONOMICALLY CORRECT COST OF EQUITY IS TO BE 

DETERMINED FOR SOUTHERN BELL. 

WHAT SPECIFIC ADJUSTMENT FOR QUARTERLY DIVIDENDS DO 

YOU MAKE TO THE DCF MODEL? 

THERE ARE TWO BASIC WAYS IN WHICH QUARTERLY 

DIVIDENDS CAN BE HANDLED. THE FIRST APPROACH MAKES 

THE SIMPLIFYING ASSUMPTION THAT DIVIDENDS ARE PAID 

QUARTERLY AND GROW QUARTERLY AS WELL. WHILE THIS 

APPROACH HAS THE VIRTUE OF SIMPLICITY, IT IS NOT 
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REALISTIC BECAUSE MOST FIRMS ADJUST THEIR DIVIDEND 

PAYMENTS ONCE A YEAR, NOT QUARTERLY. THE SECOND 

APPROACH ASSUMES THAT FIRMS PAY DIVIDENDS QUARTERLY 

BUT THAT THOSE DIVIDENDS ARE ONLY CHANGED BY A FIRM 

ANNUALLY. THUS, QUARTERLY REINVESTMENT 

OPPORTUNITIES ARE RECOGNIZED AND THE MORE REALISTIC 

PATTERN OF ANNUAL DIVIDEND GROWTH IS ACCOUNTED FOR 

AS WELL. THIS IS THE APPROACH THAT I USE IN MY 

ANALYSIS OF SOUTHERN BELL'S COST OF EQUITY. 

FURTHER, I ASSUME THAT FIRMS ON AVERAGE ADJUST THE 

LEVEL OF THEIR DIVIDENDS IN THE MIDDLE OF THE YEAR. 

THE ADJUSTED DCF MODEL CALCULATES A REVISED 

DIVIDEND, Dq: 
I 

WHERE dl AND d2 ARE THE TWO QUARTERLY DIVIDENDS 

PAID PRIOR TO THE ASSUMED YEARLY CHANGE IN 

DIVIDENDS AND d3 AND d4 ARE THE TWO QUARTERLY 

DIVIDENDS PAID AFTER THE GIVEN CHANGE IN THE AMOUNT 

PAID BY A FIRM. 

RECOGNIZE THE QUARTERLY PAYMENT OF DIVIDENDS THAT 

GROW AT RATE G ONCE A YEAR (ON AVERAGE FOR ALL 

THIS DIVIDEND, Dq, REVISED TO 
1 

- 
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FIRMS IN THE MIDDLE OF THE ,NEXT 12 MONTHS), IS 

SUBSTITUTED IN TEE PLACE OF D1 IN THE BASIC FORM OF 

THE DCF: 

wny MUST FLOTATION COSTS BE ACCOUNTED FOR IN 

DETERMINING THE COST OF EQUITY CAPITAL? 

THE COST OF EQUITY CAPITAL MUST REFLECT WHAT A FIRM 

m E D S  TO EARN ON ITS FUNDS IN ORDER TO MEET THE 

RETURN REQUIREMENTS OF ITS INVESTORS. FLOTATION 

COSTS REDUCE THE AMOUNT OF FUNDS TEAT A FIRM HAS TO 

INVEST AND THEREBY INCREASE THE RETURN THAT A FIRM 

MUST EARN ON THOSE REMAINING FUNDS IF IT IS TO 

REMAIN'ABLE TO ATTRACT INVESTORS. IF A UTILITY WAS 

ALLOWED TO RECOVER ALL OF ITS FLOTATION COSTS AT 

THE TIME OF ISSUANCE, THERE WOULD BE NO NEED FOR 

THIS ADJUSTMENT. OTHERWISE, IT IS IMPORTANT TO 

SUBTRACT THE FLOTATION COSTS FROM THE PRICE USED IN 

THE DCF MODEL IN ORDER TO CAPTURE THE FACT THAT A 

UTILITY WOULD NOT RECEIVE THE FULL PROCEEDS OF AN 

EQUITY ISSUE. 
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ACADEMIC STUDIES CONCLUDE THAT A FLOTATION COST OF 

FIVE PERCENT IS REASONABLE. THEREFORE, I INCLUDE A 

FIVE PERCENT FLOTATION COST ADJUSTMENT THAT IS 

IMPLEMENTED AS A FIVE PERCENT REDUCTION TO THE 

STOCK PRICES USED IN MY DCF ANALYSIS. 

HOW CAN FLOTATION COSTS BE RELEVANT IN DETERMINING 

SOUTHERN BELL'S COST OF EQUITY CAPITAL WHEN IT DOES 

NOT SELL SHARES OF STOCK IN THE OPEN MARKET? 

THE FACT THAT SOUTHERN BELL DOES NOT ACTUALLY SELL 

EQUITY BY VIRTUE OF ITS AFFILIATION WITH BELLSOUTH 

DOES NOT INVALIDATE THE NEED TO ADJUST FOR 

FLOTATION COSTS. TAKEN TO ITS LOGICAL EXTREME, IT 

COULD BE ARGUED THAT SOUTHERN BELL HAS NO COST OF 

EQUITY CAPITAL AT ALL SINCE IT DOES NOT SELL SHARES 

OF STOCK ON THE OPEN MARKET. YET SOUTHERN BELL 

BEARS SUCH COSTS AND SHOULD BE COMPENSATED 

ACCORDINGLY. 

CONSIDER AN EXAMPLE. WHEN A FAMILY SHOPS FOR A 

MORTGAGE, IT WILL FIND THAT, IN ADDITION TO THE 

STATED INTEREST RATE, IT IS COMMON TO PAY "POINTS" 

AT THE TIME THE MORTGAGE IS TAKEN OUT. EACH POINT 

IS EQUAL TO ONE PERCENT OF THE FACE VALUE OF THE 
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MORTGAGE. THUS, A MORTGAGE WITH A QUOTED INTEREST 

RATE OF TEN PERCENT WILL EFFECTIVELY COST THE 

FAMILY MORE THAN TEN PERCENT IF POINTS ARE REQUIRED 

TO BE PAID. THIS IS BECAUSE THE FAMILY MUST BORROW 

MORE THAN IS ACTUALLY NEEDED TO FINANCE THEIR HOUSE 

SINCE THEY MUST ESSENTIALLY ALSO BORROW TO COVER 

THE POINTS. 

ASSUME THAT THE FAMILY TAKES OUT A THIRTY-YEAR 

MORTGAGE REQUIRING POINTS AND THAT THEY ARE ASKED 

WHAT THEIR RATE IS TWO YEARS LATER. WOULD IT BE 

APPROPRIATE TO RESPOND THAT THE COST IS ONLY TEN 

PERCENT SINCE THE FAMILY HAS NOT TAKEN OUT A NEW 

MORTGAGE OVER THE TWO-YEAR PERIOD? NO, THE COST OF 

THE MORTGAGE WAS AND REMAINS IN EXCESS OF THE 

QUOTED RATE DUE TO THE FLOTATION COSTS PAID 

PREVIOUSLY. INDEED, THE RELEVANT COST OF A 

MORTGAGE IS ALWAYS THE POINT-ADJUSTED RATE, 

REGARDLESS OF WHETHER ONE CHOOSES TO TAKE THE 

MORTGAGE OR NOT. 

THE OMISSION OF A FLOTATION 

INCORRECT AND IS EQUIVALENT 

RATES WITHOUT ADJUSTING FOR 

WILL NOT GET FAIR TREATMENT 

COST ADJUSTMENT IS 

TO COMPARING MORTGAGE 

POINTS. SOUTHERN BELL 

IF IT IS ONLY PERMITTED 
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TO EARN A RETURN THAT DOES NOT COVER ALL OF ITS 

REASONABLE COSTS, INCLUDING FLOTATION COSTS. 

HOW IS THE GROWTH RATE ESTIMATED FOR USE IN THE DCF 

MODEL? 

INVESTORS ARE FORWARD-LOOKING. INVESTMENT 

DECISIONS ARE MADE ON THE BASIS OF HOW INVESTORS 

EXPECT A STOCK TO PERFORM IN THE FUTURE. WHILE HOW 

A STOCK HAS PERFORMED IN THE PAST MAY WELL 

INFLUENCE AN INVESTOR'S EXPECTATIONS CONCERNING 

FUTURE PERFORMANCE, THERE IS NO GUARANTEE THAT THE 

FUTURE WILL BE A SIMPLE EXTENSION OF THE PAST. 

THUS, IT IS IMPORTANT THAT THE ESTIMATED GROWTH 

RATE USED IN THE DCF MODEL BE A PROSPECTIVE OR 

EXPECTED, NOT A HISTORICAL, RATE. 

RESEARCH INDICATES THAT THE CONSENSUS GROWTH RATE 

FORECASTS OF FINANCIAL ANALYSTS ARE THE MOST 

UNBIASED, OBJECTIVE, AND ACCURATE MEASURE OF 

INVESTORS' GROWTH EXPECTATIONS FOR A STOCK. 

CONSISTENT WITH THIS OBSERVATION, I USE THE GROWTH 

RATE ESTIMATES PUBLISHED BY THE INSTITUTIONAL 

BROKERS ESTIMATE SYSTEM (IBES) AND ZACKS INVESTMENT 

RE SEARCH. 
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IN TESTIMONY FILED IN THIS PROCEEDING LAST YEAR, 

ONE OF THE WITNESSES WHO TOOK ISSUE WITH MY 

ANALYSIS USED ZACKS INSTEAD OF IBES. IN MY 

OPINION, IT IS APPROPRIATE TO USE EITHER SOURCE. 

THUS, I USE ZACKS AS WELL AS IBES GROWTH RATE 

ESTIMATES IN MY DCF ANALYSIS. BOTH IBES AND ZACKS 

ARE USED WIDELY WITHIN THE INVESTMENT PROFESSION 

AND ARE REVISED FREQUENTLY ENOUGH TO REMAIN 

RELEVANT TO INVESTORS EVALUATING THE GROWTH 

PROSPECTS OF STOCKS. FURTHER, THE USE OF BOTH 

SOURCES PROVIDES BROAD-BASED MEASURES OF LONG-TERM 

GROWTH RATE EXPECTATIONS. 

HOW CAN THE DCF MODEL BE APPLIED TO SOUTHERN BELL 

IN THE ABSENCE OF AN OBSERVABLE MARKET PRICE FOR 

ITS EQUITY? 

CONSISTENT WITH THE REGULATORY AND ECONOMIC 

STANDARDS DISCUSSED EARLIER, IT IS IMPERATIVE THAT 

SOUTHERN BELL BE ALLOWED THE OPPORTUNITY TO EARN A 

RETURN COMMENSURATE WITH COMPETING ALTERNATIVE 

INVESTMENTS OF COMPARABLE RISK. SINCE SOUTHERN 

BELL'S EQUITY DOES NOT HAVE AN OBSERVABLE MARKET 

PRICE, IT IS NECESSARY TO IDENTIFY A GROUP OF FIRMS 

-29- 



1 

2 

3 

4 

5 

6 

7 

0 

9 

10 Q. 

11 

12 

13 A. 

1 4  

15 

16 

17 

18 

19 

20 

2 1  

22 

23 

24 

25 

OF COMPARABLE RISK THAT DO HAVE MARKET-TRADED 

EQUITY. 

GROUP OF FIRMS OF COMPARABLE RISK WITH OBSERVABLE 

EQUITY PRICES ALLOWS THE INFERENCE OF AN OBJECTIVE, 

MARKET-DETERMINED COST OF EQUITY CAPITAL FOR 

SOUTHERN BELL. THE AVERAGE COST OF EQUITY FOR THIS 

GROUP OF FIRMS IS USED AS A RELIABLE MEASURE OF THE 

COST OF EQUITY CAPITAL FOR SOUTHERN BELL. 

THE APPLICATION OF THE DCF MODEL TO SUCH A 

WHAT METHOD IS USED TO IDENTIFY FIRMS OF COMPARABLE 

RISK TO SOUTHERN BELL? 

I USE A CLUSTER ANALYSIS MODEL TO IDENTIFY FIRMS 

THAT ARE OF COMPARABLE RISK TO SOUTHERN BELL. 

THREE OVERALL DIMENSIONS OF RISK ARE USED TO 

COMPARE FIRMS. FIRST, AN OVERALL MEASURE OF THE 

VARIABILITY OF A FIRM’S RETURN ON EQUITY IS USED TO 

GROUP FIRMS. SECOND, THE FINANCIAL RISK OF FIRMS 

IS MEASURED AND USED AS A BASIS OF COMPARISON. 

THIRD, THE BUSINESS OR OPERATING RISK OF FIRMS IS 

EVALUATED FROM SEVERAL PERSPECTIVES AND COMPARED 

AMONG FIRMS. THESE DIMENSIONS ARE, IN EFFECT, 

AVERAGED IN A MANNER THAT GENERATES A COMPREHENSIVE 

RISK PROFILE. THUS, FIRMS ARE NOT JUST COMPARED ON 

A CHARACTERISTIC-BY-CHARACTERISTIC BASIS, THEY ARE 
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COMPARED IN LIGHT OF THOSE CHOSEN CHARACTERISTICS 

AND THE RELATIONSHIP AMONG THOSE CHARACTERISTICS. 

A SUMMARY MEASURE EXPRESSES THE DISTANCE BETWEEN 

EACH FIRM AND SOUTHERN BELL. A GROUP OF THE 20 

FIRMS THAT ARE CLOSEST TO SOUTHERN BELL IN TERMS OF 

THIS SUMMARY DISTANCE MEASURE IS CHOSEN FOR 

ANALYSIS. THE DCF MODEL IS APPLIED TO THIS GROUP 

OF COMPARABLE FIRMS IN ORDER TO INFER SOUTHERN 

BELL’S COST OF EQUITY CAPITAL. THIS ANALYSIS 

RESULTS IN A COST OF EQUITY ESTIMATE OF 14.18% TO 

14.29%, USING IBES AND ZACKS GROWN RATE ESTIMATES, 

RESPECTIVELY. 

BILLINGSLEY EXHIBIT RSB-1 (SCHEDULE 1) LISTS THE 

GROUP OF COMPARABLE FIRMS AND PRESENTS THE DCF 

RESULTS. THE DETAILS CONCERNING THE COMPARABLE 

FIRM IDENTIFICATION CRITERIA AND METHODOLOGY ARE 

PROVIDED IN BILLINGSLEY EXHIBIT RSB-4 (APPENDIX B). 

WHILE MY CLUSTER ANALYSIS IS EXPLAINED IN DETAIL IN 

BILLINGSLEY EXHIBIT RSB-4 (APPENDIX B), THERE IS 

ONE POINT I WISH TO EMPHASIZE CONCERNING THIS GROUP 

OF FIRMS BECAUSE IT IS COMMONLY MISUNDERSTOOD BY 

PEOPLE WHO ARE UNFAMILIAR WITH THE CLUSTER ANALYSIS 
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TECHNIQUE. SUCH PEOPLE MAY SINGLE OUT ONE COMPANY 

IN MY CLUSTER OF COMPARABLE FIRMS AND INCORRECTLY 

ATTEMPT TO COMPARE ITS VARIOUS RISK MEASURES 

INDIVIDUALLY TO THOSE OF SOUTHERN BELL. HOWEVER, 

NONE OF THE INDIVIDUAL COMPANIES THAT ARE 

IDENTIFIED IN THE CLUSTER ARE PRECISELY LIKE 

SOUTHERN BELL IN EVERY RESPECT. THE FIRMS ARE 

ALTERNATIVE INVESTMENT OPPORTUNITIES THAT, IN THE 

AGGREGATE, HAVE OVERALL RISK CHARACTERISTICS 

SIMILAR TO SOUTHERN BELL. 

WHY DOES YOUR ANALYSIS OF FIRMS COMPARABLE IN RISK 

TO SOUTHERN BELL NOT INCLUDE ANY OF THE REGIONAL 

BELL HOLDING COMPANIES (RBHCS)? 

IN ORDER TO DETERMINE THE COST OF EQUITY FOR 

SOUTHERN BELL, FIRMS MUST BE IDENTIFIED THAT ARE 

COMPARABLE IN RISK TO SOUTHERN BELL. THE RBHCS ARE 

NOT, AS A GROUP OR INDIVIDUALLY, COMPARABLE IN RISK 

TO SOUTHERN BELL. ADDITIONALLY, THE RBHCS DO NOT 

HAVE SUFFICIENT DATA TO BE INCLUDED IN THE CLUSTER 

ANALYSIS BECAUSE THEY LACK BOND RATINGS. FURTHER, 

THE RBHCS POSSESS CHARACTERISTICS THAT ARE 

INCONSISTENT WITH THE ASSUMPTIONS UNDERLYING THE 

VERSION OF THE DCF MODEL USED IN MY ANALYSIS. THE 
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SHARE PRICES OF THE RBHCS REFLECT THE EXPECTED 

FAVORABLE CURRENT AND FUTURE VALUES OF INVESTMENTS 

IN UNREGULATED OPERATIONS. THEREFOREl THE RBHCS 

ARE NOT GOOD PROXIES OF RISK FOR SOUTHERN BELL. 

IF ONE WERE TO APPLY THE CONSTANT GROWTH DCF MODEL 

TO THE RBHCS IN THE SAME WAY THAT I HAVE APPLIED IT 

TO MY GROUP OF COMPARABLE FIRMS, THERE WOULD BE 

SEVERAL PROBLEMS WITH THE RESULTING DCF ESTIMATES. 

THE GROWTH RATE DOES NOT FULLY EXPRESS THE EXPECTED 

VALUE OF INVESTMENTS IN UNREGULATED LINES OF 

BUSINESS LIKE CELLULAR SERVICES. SINCE ANALYSTS’ 

ESTIMATES OF FUTURE GROWTH ONLY ARE FIVE YEARS IN 

LENGTH, THESE UNREGULATED LINES OF BUSINESS DO NOT 

CURRENTLY CONFORM TO THE ASSUMPTION OF CONSTANT 

GROWTH IN THE DCF APPROACH. SINCE THE OVERALL 

GROWTH RATE OF A RBHC IS DEPENDENT ON THE EXPECTED 

GROWTH OF ITS SEGMENTS AND ITS UNREGULATED 

SUBSIDIARIES’ GROWTH RATE IS NOT EXPECTED TO BE 

CONSTANT, THE RBHCS’ EXPECTED GROWTH RATES ARE 

NECESSARILY INCONSISTENT WITH THE CONSTANT GROWTH 

RATE ASSUMPTION OF THE DCF MODEL. THUS, THE 

APPLICATION OF THE CONSTANT GROWTH VERSION OF THE 

DCF MODEL TO A RBHC PRODUCES A COST OF EQUITY 

ESTIMATE FOR THE RBHCS THAT IS BIASED DOWNWARDS. 
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IN MY DETERMINATION OF SOUTHERN BELL'S COST OF 

EQUITY, I DO NOT USE THE RBHCS AS RISK PROXIES FOR 

SOUTHERN BELL BECAUSE THEY DO NOT CONSTITUTE A 

COMPARABLE RISK BENCHMARK. THE USE OF THE RBHCS AS 

SUCH A BENCHMARK WOULD HOLD SOUTHERN BELL TO A 

STANDARD THAT UNDERESTIMATES THE COST OF EQUITY 

CAPITAL. 

V. MARKET RISK PREMIUM COST OF CAPITAL ESTIMATES 

HAVE YOU CONDUCTED ANY ADDITIONAL ANALYSIS THAT 

SUPPORTS THE REASONABLENESS OF THE RESULTS OF 

APPLYING THE DCF MODEL TO A GROUP OF FIRMS 

COMPARABLE IN RISK TO SOUTHERN BELL? 

YES, I.HAVE USED THE MARKET RISK PREMIUM APPROACH 

TO CORROBORATE THE REASONABLENESS OF THE COST OF 

EQUITY CAPITAL DETERMINED FOR SOUTHERN BELL UNDER 

THE DCF COMPARABLE SAMPLE APPROACH. 

WHAT IS THE MARKET RISK PREMIUM APPROACH AND WHAT 

IS ITS ECONOMIC JUSTIFICATION? 

THE MARKET RISK PREMIUM APPROACH IS A SYSTEMATIC 
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WAY OF QUANTIFYING THE RISK/RETURN TRADE-OFF THAT 

WAS DISCUSSED EARLIER IN THE SECTION CONCERNING THE 

ECONOMIC STANDARDS USED IN COST OF EQUITY ANALYSIS. 

THE MARKET RISK PREMIUM IS DEFINED AS THE 

DIFFERENCE BETWEEN THE RETURN ON A BROAD BASKET OF 

EQUITY SECURITIES (THE "MARKET") AND THE RETURN ON 

A FAR LESS RISKY BENCHMARK SECURITY. THE RETURN ON 

LONG-TERM U.S. TREASURY BONDS AND THE RETURN ON 

UTILITY BONDS ARE COMMON BENCHMARKS. 

THE ECONOMIC JUSTIFICATION FOR EXAMINING THE 

DIFFERENCE BETWEEN THE RETURN ON THE MARKET AND A 

BENCHMARK SECURITY'S RETURN IS TO MEASURE THE 

PREMIUM THAT IS NECESSARY TO COAX INVESTORS TO MOVE 

FROM INVESTING IN A "RISK-FREE'' OR LOWER RISK 

SECURITY INTO A HIGHER RISK EQUITY INVESTMENT. 

THIS PREMIUM IS OFTEN REFERRED TO AS *HE EQUITY 

RISK PREMIUM. 

THE RETURN ON THE UTILITY BONDS IS USED FREQUENTLY 

AS THE BENCHMARK SECURITY BECAUSE IT IS A RELEVANT 

REFERENCE POINT IN EVALUATING A UTILITY'S COST OF 

EQUITY. THE GOAL OF MY ANALYSIS IS TO IDENTIFY A 

MARKET RISK PREMIUM ON PUBLIC UTILITY BONDS AND 

THEN TO ADD THAT PREMIUM TO THE CURRENT RETURN ON 
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SUCH BONDS IN ORDER TO DETERMINE A REASONABLE 

AVERAGE COST OF EQUITY CAPITAL FOR PUBLIC UTILITIES 

OF COMPARABLE BOND RATINGS. 

HOW IS THE EQUITY RISK PREMIUM ESTIMATED? 

THERE ARE TWO FUNDAMENTAL APPROACHES TO ESTIMATING 

THE EQUITY RISK PREMIUM. THE FIRST APPROACH IS 

PROSPECTIVE AND THE SECOND APPROACH IS HISTORICAL. 

THE EQUITY RISK PREMIUM CAN BE ESTIMATED BY 

SURVEYING INVESTORS' EXPECTATIONS CONCERNING THE 

PREMIUM'S MAGNITUDE. SIMILARLY, A PROSPECTIVE 

APPROACH LIKE THE DCF MODEL CAN BE USED TO ESTIMATE 

THE EQUITY RISK PREMIUM THAT IS IMPLIED BY THE 

RELATIONSHIP AMONG ANALYSTS' CONSENSUS GROWTH 

FORECASTS FOR THE MARKET, THE GENERAL LEVEL OF THE 

MARKET, AND THE EXPECTED RETURN ON A BENCHMARK 

SECURITY. ALTERNATIVELY, THE HISTORICAL 

RELATIONSHIP BETWEEN EARNED RETURNS ON THE EQUITY 

MARKET AND EARNED RETURNS ON A BENCHMARK SECURITY 

CAN BE MEASURED, THEREBY REVEALING AN AVERAGE 

HISTORICAL (EARNED) EQUITY RISK PREMIUM. 

WHILE IT IS CLEAR THAT INVESTORS TRADE ON THE BASIS 

OF EXPECTATIONS (I.E., PROSPECTIVE FACTORS), THESE 
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EXPECTATIONS ARE NOT DIRECTLY OBSERVABLE. 

CONVERSELY, WHILE IT IS CLEAR THAT THERE CANNOT BE 

COMPLETE CONFIDENCE THAT HISTORICAL RETURN PATTERNS 

WILL BE REPEATED IN THE FUTURE, AN AVERAGE 

HISTORICAL OR EARNED EQUITY RISK PREMIUM HAS THE 

VIRTUE OF BEING OBSERVABLE AND OBJECTIVELY 

VERIFIABLE. 

WHICH APPROACH TO ESTIMATING THE EQUITY RISK 

PREMIUM DO YOU USE IN YOUR ANALYSIS? 

MY CHOICE IS DICTATED BY THE DESIRE TO CORROBORATE 

THE RESULTS OF MY APPLICATION OF THE DCF MODEL TO A 

GROUP OF FIRMS OF COMPARABLE RISK TO SOUTHERN BELL. 

SINCE THE DCF MODEL IS PROSPECTIVE IN NATURE, I 

HAVE ALSO USED A PROSPECTIVE APPROACH TO ESTIMATING 

THE EQUITY RISK PREMIUM. I EXAMINE THE 

RELATIONSHIP BETWEEN EXPECTED RETURNS ON THE 

STANDARD & POOR'S 500 INDEX (S&P 500), AS ESTIMATED 

BY THE DCF MODEL, AND EXPECTED RETURNS ON AN INDEX 

OF Aaa-RATED PUBLIC UTILITY BONDS OVER A RECENT 

PERIOD. THE RESULTING AVERAGE EXPECTED EQUITY RISK 

PREMIUM OF 6.37% [AS SHOWN ON BILLINGSLEY EXHIBIT 

RSB-2 (SCHEDULE 2)] IS ADDED TO THE AVERAGE YIELD 

OF 7.53% THAT HAS PREVAILED ON Aaa-RATED PUBLIC 
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UTILITY BONDS OVER THE MOST RECENT THREE MONTHS 

(MARCH-MAY, 1993) FOR WHICH DATA IS AVAILABLE. 

THIS PRODUCES A COST OF EQUITY ESTIMATE OF 13.90% 

A MORE DETAILED DISCUSSION OF THIS METHODOLOGY IS 

PRESENTED IN BILLINGSLEY EXHIBIT RSB-5 (APPENDIX 

C). 

CAN ANY INSTABILITY IN THE RISK PREMIUM BE ADJUSTED 

FOR SO AS TO INCREASE OUR CONFIDENCE IN ITS 

REPRESENTATIVENESS? 

YES. IT IS TRUE THAT STUDIES OF THE HISTORICAL 

BEHAVIOR OF THE EQUITY RISK PREMIUM FIND THAT IT 

VARIES CONSIDERABLY OVER TIME. OF PARTICULAR 

INTEREST IS THE FINDING THAT THE EQUITY RISK 

PREMIUM IS RELATED INVERSELY TO RETURNS ON THE 

TRADITIONALLY USED BENCHMARK SECURITIES, NAMELY, 

U.S. GOVERNMENT OR CORPORATE DEBT SECURITIES. 

THUS, WHEN INTEREST RATES DECLINE, THE EQUITY RISK 

PREMIUM WIDENS AND WHEN INTEREST RATES RISE, THE 

EQUITY RISK PREMIUM NARROWS. 

THE MOST PLAUSIBLE EXPLANATION FOR THIS INVERSE 

RELATIONSHIP IS THAT INVESTORS' ATTITUDES TOWARDS 

RISK CHANGE OVER TIME. AS HYPOTHESIZED BY THE 
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NOBEL PRIZE-WINNING FINANCIAL ECONOMIST, WILLIAM F. 

SHARPE, WHEN INVESTORS ARE DOING WELL FINANCIALLY, 

THEY ARE OPTIMISTIC AND REQUIRE RELATIVELY LOW RISK 

PREMIUMS AND WHEN INVESTORS ARE DOING POORLY, THEY 

ARE PESSIMISTIC AND REQUIRE RELATIVELY HIGH RISK 

PREMIUMS. SINCE THE GENERAL LEVEL OF INTEREST 

RATES IS AN INDICATOR OF WHERE THE ECONOMY IS IN A 

CYCLE, IT IS REASONABLE TO EXPECT AN INVERSE 

RELATIONSHIP BETWEEN INTEREST RATES AND EQUITY RISK 

PREMIUMS. 

THE ABOVE OBSERVATION SUGGESTS ANOTHER WAY OF USING 

THE RISK PREMIUM APPROACH TO TEST THE 

REASONABLENESS OF THE DCF MODEL’S COST OF EQUITY 

CAPITAL FOR SOUTHERN BELL. RESEARCH BY DR. R.S. 

HARRIS, PUBLISHED IN FINANCIAL MANAGEMENT IN 1986, 

FINDS EVIDENCE THAT THE EQUITY RISK PREMIUM TENDS 

TO MOVE AN AVERAGE OF -.51 OF CONTEMPORANEOUS 

CHANGES IN THE RETURN ON THE BENCHMARK SECURITY 

(INDEX). THAT IS, IF INTEREST RATES DECLINE BY 100 

BASIS POINTS, THE EQUITY RISK PREMIUM REQUIRED 

INCREASES BY APPROXIMATELY 51 BASIS POINTS. 

IN HIS WORK THE BENCHMARK SECURITY IS 20-YEAR 

TREASURY BONDS AND THE UTILITY PROXY IS THE 
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STANDARD h POOR'S UTILITY INDEX OF 40 STOCKS. HIS 

DATA FOUND AN AVERAGE EXPECTED EQUITY RISK PREMIUM 

OF 4.81 PERCENT. THEREFORE, ADJUSTING FOR THE 

DIFFERENCE BETWEEN THE LEVEL OF THE RATES ON THE 

BENCHMARK SECURITY DURING HIS SAMPLED TIME PERIOD 

AND THE CURRENT LEVEL OF SUCH RATES GENERATES AN 

EQUITY RISK PREMIUM ESTIMATE THAT IS MODIFIED 

EXPLICITLY FOR A PROMINENT SOURCE OF ITS 

INSTABILITY OVER TIME. THIS ESTIMATED RISK PREMIUM 

IS ADDED TO THE CURRENT LEVEL OF THE BENCHMARK 

SECURITY'S RATE IN ORDER TO PROVIDE ANOTHER TEST OF 

THE REASONABLENESS OF THE COST OF CAPITAL FOR 

SOUTHERN BELL UNDER THE DCF MODEL. 

DURING THE PERIOD OF DR. HARRIS' STUDY, THE AVERAGE 

RISK PREMIUM WAS 4.81% AND THE AVERAGE YIELD OF 

20-YEAR TREASURY BONDS WAS 12.25%. AS NOTED ABOVE, 

DR. HARRIS FOUND THAT EXPECTED EQUITY RISK PREMIUMS 

ON THE STANDARD h POOR'S UTILITY INDEX CHANGE BY AN 

AVERAGE OF -.51 OF CHANGES IN THE LEVEL OF 

LONG-TERM TREASURY BOND YIELDS. GIVEN THAT THE 

CURRENT AVERAGE LEVEL ON 20-YEAR TREASURY BONDS IS 

6.38% (MAY 1993), THE APPROPRIATE CURRENT RISK 

PREMIUM IS 7.80%. THIS IS DETERMINED BY 

MULTIPLYING THE 5.87% DECLINE IN RATES SINCE THE 
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TIME PERIOD OF HIS STUDY BY -.51 AND THEN ADDING 

BACK THE AVERAGE RISK PREMIUM OF 4.81% TO THE 

INDICATED CHANGE OF 2.99%. THIS ALTERNATIVE 

APPROACH CONSEQUENTLY PROVIDES A COST OF EQUITY FOR 

SOUTHERN BELL OF 14.18%, WHICH IS THE CURRENT 

AVERAGE LEVEL OF 20-YEAR TREASURY YIELDS OF 6.38% 

ADDED TO THE ADJUSTED RISK PREMIUM OF 7.80%. 

WHAT IS YOUR ESTIMATE OF THE COST OF EQUITY FOR 

SOUTHERN BELL USING THE RISK PREMIUM APPROACH? 

BASED ON MY ANALYSES, THE RISK PREMIUM COST OF 

EQUITY FOR SOUTHERN BELL IS IN THE RANGE OF 13.90% 

TO 14.18%. 

VII. RECOMMENDATIONS 

WHAT COST OF EQUITY CAPITAL DO YOU RECOMMEND THAT 

THIS COMMISSION USE FOR SOUTHERN BELL? 

MY ANALYSIS DETERMINES THE COST OF EQUITY CAPITAL 

FROM TWO DISTINCT PERSPECTIVES: 1) THE DCF MODEL, 

AS APPLIED TO A GROUP OF FIRMS OF RISK COMPARABLE 

TO SOUTHERN BELL, AND 2) THE RISK PREMIUM APPROACH. 

I BELIEVE THAT THE COST OF EQUITY CAPITAL FOR 

P 
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SOUTHERN BELL IS IN THE RANGE OF 13.90% TO 14.29% 

WITH A MIDPOINT OF 14.10%. I UNDERSTAND THAT THIS 

RANGE IS ABOVE THE RATE ESTABLISHED BY THIS 

COMMISSION IN 1988 AND 1990 AND IS WITHIN THE RANGE 

SET BY THE COMMISSION FOR THE COMPANY'S COST OF 

EQUITY. IT IS MY EXPERT OPINION THAT THIS RATE IS 

AN OBJECTIVE, MARKET-DETERMINED COST OF EQUITY 

CAPITAL THAT IS FAIR TO BOTH SOUTHERN BELL AND TO 

ITS RATEPAYERS IN THE STATE OF FLORIDA. 

DO YOU BELIEVE THAT YOUR RECOMMENDED COST OF EQUITY 

CAPITAL IS ACCURATE EVEN IN LIGHT OF THE RECENT 

DECLINES IN INTEREST RATES? 

YES, MY RECOMMENDED RATE IS ACCURATE. IT WAS 

DETERMINED BY USING METHODOLOGICAL APPROACHES THAT 

TAKE INTO ACCOUNT THE RECENT DECLINE IN INTEREST 

RATES. THE DCF MODEL USES MARKET-DETERMINED STOCK 

PRICES THAT ARE DETERMINED BY INVESTORS IN LIGHT 

OF, AMONG OTHER THINGS, CURRENT AND EXPECTED 

INTEREST RATES. THE IBES AND ZACKS CONSENSUS 

GROWTH RATE FORECASTS USED IN THE DCF MODEL REFLECT 

FINANCIAL ANALYSTS' INTEREST RATE EXPECTATIONS. 

THE MARKET RISK PREMIUM APPROACH ADJUSTS EXPLICITLY 

FOR THE CURRENT LEVEL OF INTEREST RATES BY ADDING 
P 
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THE RECENT AVERAGE LEVEL OF SUCH RATES TO THE 

EQUITY RISK PREMIUM. MY OPINION IS THAT THE 

REASONABLENESS OF MY RECOMMENDED RANGE OF 13.90% TO 

14.29% IS SUPPORTED BY MORE THAN ONE METHODOLOGICAL 

APPROACH, BY THE CLOSENESS OF THE ESTIMATES 

PROVIDED BY THESE DISTINCT APPROACHES, AND BY THE 

OBJECTIVITY OF THE MARKET-BASED DATA USED IN MY 

ANALYSIS . 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY IN THIS 

PROCEEDING? 

YES, IT DOES. 
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FPSC Exhibit Number 
FPSC Docket 9 2 0 2 6 0 - T r  
Billingsley Exhibit RSB-1 
Billingsley Schedule 1 
Discounted Cash Flow Analysis 

Page 1 of 1 
for Comparable Firm Group 

DISCOUNTED CASH FLOW ANALYSIS FOR COXPARABLE FIRH GROUP 

nobile Corp. 
h o c 0  Corp. 
Southern New England Telephone 
XcDonalds Corp. 
Exxon Corp. 
Kimberly Clark Corp. 
DuPont (E.I.) de nemours 
Anheuser-Busch Cos., Inc. 
Super Valu Stores, Inc. 
Chevron Corp. 
Sara Lee Corp. 
Emerson Electric Corp. 
Air Products Chemicals, Inc. 
Lincoln Telecommunications 
Hershey Foods Corp. 
Raytheon Co. 
Pfizer, Inc. 
Yellow Freight Systems 
Armstrong World Inds., Inc. 
Pitney Bowes,Inc. 

IBES 

15.60% 
14.58 
11.87 
14.91 
13.73 
15.31 
14.56 
14.54 
15.42 
13.92 
16.26 
13.14 
14.00 
9.63 
13.74 
9.81 
19.88 
15.21 
13.51 
14.01 

- ZACKS - 
14.29% 
15.33 
11.85 
13.75 
13.34 ~. . 
15.35 
14.78 
14.84 
14.74 
13.94 
16.09 
13.76 
14.47 
10.80 
13.38 
10.90 
20.87 
15.32 
14.03 
14.08 

AVERAGE 14.18% 14.29% 

P 



Time 
Period 

10/87 

11/87 

12/87 

1/88 

2/88 

3/88 

____-- 

4/68 

5/68 

6/88 

7/88 

6/88 

9/68 

i o m a  
11/88 

12/88 

1/89 

2/89 

3/89 

4/89 

5/89 

FPSC Exhibit Number 
FPSC Docket 9 2 0 2 6 0 - T r  
Billingsley Exhibit RSB-2 
Billingsley Schedule 2 
Expected Harket Risk Premium 
Page 1 of 4 

EXPECTED U E T  RISK PREHIUH 

Standard 6 Poor's 500 
DCF Cost of Equity* 

Hoody's Aaa 
Public Utility Bonds ..................... .................... 

14.82% 10.92% 

15.06 10.43 

15.46 10.64 

15.65 

15.52 

15.42 

15.45 

10.39 

9.77 

9.72 

10.07 

15.42 10.29 

15.65 

15.63 

15.72 

15.66 

10.27 

10.50 

10.66 

10.15 

15.63 9.62 

15.64 

15.58 

15.54 

15.39 

15.34 

15.35 

9.52 

9.67 

9.71 

9.71 

9.87 

9.88 

15.40 9.60 

Harket Risk 
Premium 

3.90% 

4.63 

4.82 

5.26 

5.75 

5.70 

5.38 

5.13 

5.38 

5.13 

5.06 

5.51 

6.01 

6.12 

5.91 

5.68 

5.68 

5.47 

5.47 

5.80 

----------- 



Time 
Period 

6/89 

7/89 

8/89 

9/89 

10/89 

11/89 

n 12/89 

1/90 

2/90 

3/90 

4/90 

5/90 

6/90 

7/90 

8/90 

9/90 

10/90 

11/90 

12/90 

___--- 

FPSC Exhibit Number - 
FPSC Docket No. 920260-TL 
Billingsley Exhibit RSB-2 
Billingsley Schedule 2 
Expected Market Risk Premium 
Page 2 of 4 

EXPECTED HARKET RISK PREMIUH 

Standard & Poor's 500 
DCF Cost of Equity 

Moody's Aaa 
Public Utility Bonds 

15.22 

15.36 

15.14 

14.94 

15.02 

15.17 

15.12 

15.18 

15.29 

15.47 

15.62 

15.70 

15.71 

15.81 

15.69 

15.91 

16.04 

16.23 

16.16 

9.13 

8.98 

9.02 

9.10 

9.01 

8.92 

8.92 

9.08 

9.35 

9.48 

9.60 

9.58 

9.38 

9.36 

9.54 

9.73 

9.66 

9.43 

9.18 

Market Risk 
Premium 

6.09 

6.38 

6.12 

5.84 

6.01 

6.25 

6.20 

6.10 

5.94 

5.99 

6.02 

6.12 

6.33 

6.45 

6.15 

6.18 

6.38 

6.80 

6.98 

---------_- 



PPSC Exhibit Number - 
FPSC Docket No. 920260-TL 

Time 
Period 

1/91 

2/91 

3/91 

4/91 

5/91 

6/91 

7/91 

8/91 

9/91 

10/91 

11/91 

12/91 

1/92 

2/92 

3/92 

4/92 

5/92 

6/92 

7/92 

8/92 

___--_ 

_ _ _ _  _._. .. . . . ~ . ~ ~  
Billingsley Exhibit RSB-2 
Billingsley Schedule 2 
Expected Market Risk Premium 
Page 3 of 4 

EXPECTED HARXET RISK PREHIUH 

Standard h Poor’s 500 Moody’s Aaa Market Risk 
DCF Cost of Equity Public Utility Bonds Premium ..................... __-------___________ -__--______ 

16.17 9.17 7.00 

16.01 8.92 7.09 

15.85 

15.61 

15.55 

15.59 

15.59 

15.62 

15.59 

15.52 

9.04 

8.95 

8.93 

9.10 

9.10 

8.81 

8.65 

8.57 

6.81 

6.66 

6.62 

6.49 

6.49 

6.81 

6.94 

6.95 

15.58 8.52 7.06 

15.65 8.38 7.27 

15.60 

15.71 

15.57 

15.53 

15.54 

15.45 

15.44 

15.46 

8.22 

8.30 

8.39 

8.36 

8.32 

8.26 

8.12 

8.04 

7.38 

7.41 

7.18 

7.17 

7.22 

7.19 

7.32 

7.42 



Time 
Period 

9/92 

10/92 

11/92 

12/92 

1/93 

2/93 

3/93 

------ 

FPSC Exhibit Number - 
FPSC Docket No. 920260-TL 
Billingsley Exhibit RSB-2 
Billingsley Schedule 2 
Expected Uarket Risk Premium 
Page 4 of 4 

EXPECTED W E T  RISK PREnIUn 

Standard & Poor's 500 
DCF Cost of Equity 

Uoodyts Aaa 
Public Utility Bonds ______________-____-_ .................... 

15.57 8.04 

15.53 8.06 

15.56 8.11 

15.57 8.01 

15.29 7.94 

15.07 7.75 

15-00 7.64 

4/93 14.71 

5/93 14.81 

AVERAGE 15.50% 

7.50 

7.44 

9.12% 

Market Risk 
Premium 

7.53 

7.47 

7.45 

7.56 

7.35 

7.32 

7.36 

7.21 

7.37 

----------- 

6.37% 

Notes: *Standard and Poor's 500 DCP Cost of Equity, calculated as described 
in Appendix C. 

**Average risk premium is the average of risk premiums for each 
month. 
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RESUME 

RANDALL S. BILLINGSLEY 

May 1993 

BUSINESS ADDRESS 

Association for Investment Management and Research 
5 Boar's Head Lane 
P.O. Box 3668 
Charlottesville, VA 22903 
Phone: (804) 980-9768 
Fa: (804) 980-3634 f i  

1993: 

APPOINTMENTS 

VICE PRESIDENT 
Association for Investment Management and Research (AIMR) 
Education and Programs Department 

Duties: Project director, responsible for the development and 
design of education technology products. Current 
projects include videos on options and futures 
analysis, ethical issues in the investment profession, 
and financial statement analysis for investment 
valuation and management. 

Responsible for the design and offering of continuing 
education programs to meet the needs of AIMR 
members in particular and the investment industry in 
general. Current seminars under development include 
"Industry Analysis: The Telecommunication 
Industries" and "Ethical Issues in Investment 
Analysis. " 
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ASSOCIATE PROFESSOR OF FINANCE 
On Leave of Absence 
Virginia Polytechnic Institute and State University 

ASSOCIATE PROFESSOR OF FINANCE 
Virginia Polytechnic Institute and State University 

ASSISTANT PROFESSOR OF FINANCE 
Virginia Polytechnic Institute and State University 

LECTURER OF FINANCE 
Texas A&M University 

LECTURER OF ECONOMICS 
Research Assistant in Economics 
Texas A&M University 

RESEARCH ASSOCIATE 
Texas Transportation Institute, 
Texas A&M University 

Duties: (1978) Principal researcher and author of a study 
concerning design of optimal subsidy techniques for 
public transit projects. (1980) Co-author of research 
proposal for study of the projected economic impact 
of user charges on the Texas Gulf Intra-Coastal 
Waterway (proposal accepted and fully funded). 
Performed research concerning various policy issues 
in transportation economics. 

PROFESSIONAL DESIGNATIONS 

Chartered Financial Analyst (CFA) 
The Institute of Chartered Financial Analysts 
(Association for Investment Management and Research) 

Certified Rate of Return Analyst (CRRA) 
National Society of Rate of Return Analysts 



1982: 

1978: 

1976 
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EDUCATION 

Doctor of Philosophy in Finance, supporting field in Economics 
Dissertation Title: "A Multivariate Analysis of Bank Holding Company 

Chairman: Dr. Donald R. Fraser 
Texas A&M University 

Master of Science in Economics, supporting field in Statistics 
Texas A&M University 

Bachelor of Arts in Economics 
Texas Tech University 

Capital Note and Debenture Ratings" 

/4 PRIMARY TEACHING AND RESEARCH INTERESTS 

Teaching: 

Research: 

Investments, Corporate Finance, Financial Institution Management. 

Investments, valuation methods, cost of capital analysis, primary 
market pricing of debt instruments, and banking and public utility 
regulatory issues. 

COURSES TAUGHT 

Graduate: Financial Institutions and Markets (Ph.D.) 
Investment Problems (MBA) 
Financial Cases (MBA) 
Fundamentals of Finance (MBA) 
Financial Institution Management (MBA) 

Management of Financial Resources (MBA) 
Taught as a Visiting Professor at Northeastem 
University, Boston, MA Summer 1984 
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Undergraduate: Investments I (survey course) 
Investments I1 (options and financial futures) 
Advanced Financial Management: Cases 
Corporate Finance 
Bank Management 
Financial Markets and Institutions 
Real Estate Finance and Investment 

Executive: Equity Valuation and Analysis 
Interest Rate Risk Management 
Economic Analysis for Investment Decision-Making 
Quantitative Analysis for Investment Decision-Making 

TEACHING HONORS 

Teaching Excellence Award, The R. B. Pamplin College of Business, Virginia Polytechnic 
Institute and State University, 1986-1987. 

Excellence In Teaching Award, MBA Association, Virginia Polytechnic Institute and State 
University, 1985-1986. 

PUBLICATIONS 

Journal Articles - Refereed 

"Regional Reciprocal Interstate Banking: The Supreme Court and the Resolution of 
Uncertainty," Journal of Banking and Finance, Vol. 16, No. 1, 1992, pp. 665-686, (Author 
listing: R. S. Billingsley and R. E. Lamy). 

"Integration of the Mortgage Market," Journal of Financial Services Research, Vol. 6, 1992, 
137-155, (Author listing: R. S.Billingsley, V. A. Bonomo, and S. P. Ferris). 

"Units of Debt with Warrants: Evidence of the 'Penalty-Free' Issuance of an Equity-Like 
Security," The Journal of Financial Research, Vol. 13, No. 3, Fall 1990, pp. 187-199, 
(Author listing: R. S. Billingsley, R. E. Lamy, and D. M. Smith). f l  
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"Shareholder Wealth and Stock Repurchases By Bank Holding Companies," Quarterly 
Journal of Business and Economics, Vol. 28, No. 1, Winter 1989, pp. 3-25, (Author listing: 
R. S. Billingsley, D. R. Fraser and G. R. Thompson). 

Abstract: Journal of Economic Literature, Vol. 27, No. 3, September 1989, p. 1503. 

"The Regulation of International Lending: IMF Support, the Debt Crisis, and Bank 
Shareholders," Journal of Banking and Finance, Vol. 12, No. 2, 1988, pp. 255-274, (Author 
listing: R. S. Billingsley and R. E. Lamy). 

"Put-Call Ratios and Market Timing Effectiveness," Journal of Porlfolio Management, Vol. 
15, No. 1, Fall 1988, pp. 25-28, (Author listing: R. S. Billingsley and D. M. Chance). 

Citation: "Using 'Dumb' Money as a Market Guide," Earl C. Gottschalk, Jr., the WalZ 
Street Journal, January 17, 1989, p. C1. 

"Bankruptcy Avoidance As A Merger Incentive," Managerial Finance, Vol. 14, No. 1, 
November 1988, pp. 25-33, (Author listing: R. S. Billingsley, D. J. Johnson, and R. P. 
Marquette). 

"The Pricing and Performance of Stock Index Futures Spreads," Journal of Futures Markers, 
Vol. 8, No. 3, June 1988, pp. 303-318, (Author listing: R. S. Billingsley and D. M. 
Chance). 

'The Choice Among Debt, Equity, and Convertible Bonds," The Journal of Financial 
Research, Vol. 11, No. 1, Spring 1988, pp. 43-55, (Author listing: R. S. Billingsley, R. E. 
Lamy, and G. R. Thompson). 

"Valuation of Primary Issue Convertible Bonds," The Journal of Financial Research, Vol. 9, 
No. 3, Fall 1986, pp. 251-259, (Author listing: R. S. Billingsley, R. E. Lamy, and G. R. 
Thompson). 

Abridged Reprint: The CFA Digesr, Vol. 17, No. 2, Spring 1987, pp. 18-19. 

"The Reaction of Defense Industry Stocks to World Events," Akron Business and Economic 
Review, Vol. 18, No. 2, Summer 1987, pp. 40-47, (Author listing: R. S. Billingsley, R. E. 
Lamy, and G. R. Thompson). e 
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"Listed Stock Options and Managerial Strategy," Strategy and Executive Action, No. 4, Fall 
1986, pp. 17-20, 28, (Author listing: R. S. Billingsley and D. M. Chance). 
"Revaluating Mortgage Refinancing "Rules of Thumb," Journal of the Institute of Certified 
Financial Planners, Vol. 7, No. 1, Spring 1986, pp. 37-45, (Author listing: R. S. Billingsley 
and D. M. Chance). 

"Explaining Yield Savings on New Convertible Bond Issues," Quarrerly Journal of Business 
and Economics, Vol. 24, No. 3, Summer 1985, pp. 92-104, (Author listing: R. S. 
Billingsley, R. E. Lamy, M. W. M a r ,  and G. R. Thompson). 

Abstract: Journal of Economic Lirerature, Vol. 24, No. 2, June 1986, p. 1083. 

"Options Market Efficiency and the Box Spread Strategy," The Financial Review, Vol. 20, 
No. 4, November 1985, pp. 287-301, (Author listing: R. S. Billingsley and D. M. Chance). 

Reprint: CFA Readings in Dcrivarive Securities, pp. 217-23 1 ,  Charlottesville, VA:The 
Institute of Chartered Financial Analysts, 1988. 

P 

"Determinants of Stock Repurchases by Bank Holding Companies," Journal of Bank 
Research, Vol. 16, No. 3, Autumn 1985, pp. 128-35, (Author listing: R. S. Billingsley and 
G. R. Thompson). 

"The Informational Content of Unrated Industrial Bonds," Akron Business and Economic 
Review, Vol. 16, No. 2, Summer 1985, pp. 53-58, (Author listing: R. S. Billingsley and R. 
E. Lamy). 

"Split Ratings and Bond Reoffering Yields," Financial Management, Vol. 14, No. 2, 
Summer 1985, pp. 59-65, (Author listing: R. S. Billingsley, R. E. Lamy, M. W. Mam, and 
G. R. Thompson). 

"Determinants of Bank Holding Company Bond Ratings," The Financial Review, Vol. 19, 
No. 1. March 1984, pp. 55-66, (Author listing: R. S. Billingsley and D. R. Fraser). 

Abstract: Journal of Economic Literarure, Vol. 22, No. 4, December 1984, p. 2010. 

"Market Reaction to the Formation of One-Bank Holding Companies and the 1970 Bank 
Holding Company Act Amendment," Journal of Banking and Finance, Vol. 8, No. 2, 1984, 
pp. 21-33, (Author listing: R. S. Billingsley and R. E. Lamy). /4 
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Journal Articles - Other 

"Managing Portfolios Using Index Options," Futures, Vol. 14, No. 9, September 1985, pp. 
70-74, (Author listing: D. M. Chance and R. S. Billingsley). 

Monographs & Sponsored Research 

"The Evolution of Depository Institution Regulation In The United States," in Banking and 
Monetary Reform: A Conservolive Agenda, Catherine England, pp. 47-56, Washington, D. 
C.: The Heritage Foundation, 1985, (Author listing: R. S. Billingsley). 

Fare Bar and Public Revenue: How to Finance Public Transponation. State Department of 
Highways and Public Transportation, Texas Transportation Institute, February 1980, (Author 
listing: R. S. Billingsley, P. K. Guseman and W. F. McFarland). 

Proceedings 

"Bankruptcy Avoidance as a Merger 1ncentive:An Empirical Study of Failing Firms," The 
Financial Review, Vol. 18, No. 3, 1983, p. 94, (Author listing: R. S. Billingsley, D. J. 
Johnson, and R. P. Marquette). 

"A Multivariate Analysis of the Ratings of Bank Holding Company Debt Issues," The 
Financial Review, Vol. 17, No. 2, July 1982, p. 57, (Author listing: R. S. Billingsley and 
D. R. Fraser). 

/'. 

PAPERS PRESENTED AT PROFESSIONAL MEETINGS 

"Estimation Bias in the Application of the Quarterly Discounted Cash Flow Model to Public 
Utility Cost of Capital Analysis," (Author listing: R. S. Billingsley and V. A. Bonomo). To 
be presented at the Financial Management Association Meetings, San Francisco, California, 
October 1992. 

"Fm Value and Convertible Debt Issues: Signalling vs. Agency Effects," (Author listing: 
R. S. Billingsley, R. E. Lamy, and D. M. Smith). Presented at the Eastern Finance 
Association Meetings, Hot Springs, Virginia, April 1991. 
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"The Valuation of Simultaneous Debt and Equity Offerings," (Author listing: R. S. 
Billingsley, R. E. Lamy, and D. M. Smith). Presented at the Financial Management 
Association Meetings, Orlando, Florida, October 1990. 

"The Choice Between Issuing Convertible Bonds and Units of Debt with Warrants," (Author 
listing: R. S. Billingsley, R. E. Lamy and D. M. Smith). Presented at the Financial 
Management Association Meetings, New Orleans, Louisiana, October 1988. (Subsequently 
published in The Journal of Financial Research, see article citation.) 

"The Choice Among Debt, Equity, and Convertible Bonds," (Author listing: R. S. 
Billingsley, R. E. Lamy, and G. R. Thompson). Presented at the Financial Management 
Association Meetings, Las Vegas, Nevada, October 1987. (Subsequently published in The 
Journal of Financial Research, see article citation.) 

"The Regulation of Intemational Lending:IMF Support, the Debt Crisis, and Bank 
Shareholders," (Author listing: R. S. Billingsley and R. E. Lamy). Presented at the 
Conference on Bank Structure and Competition, Federal Reserve Bank of Chicago, Chicago, 
Illinois, May 1986. (Subsequently published in the Journal of Bunking and Finance, see 
article citation.) 

"Valuation of Primary Issue Convertible Bonds," (Author listing: R. S. Billingsley, R. E. 
Lamy and G. R. Thompson). Presented at the Financial Management Association Meetings, 
Denver, Colorado, October 1985. (Subsequently published in The Journal of Financial 
Research, see article citation.) 

"The Economic Impact of Split Ratings on Bond Reoffering Yields," (Author listing: R. S. 
Billingsley, R. E. Lamy, M. W. Marr, and G. R. Thompson). Presented at the Financial 
Management Association Meetings, Toronto, Canada, October 1984. (Subsequently 
published in Fimnciul Mumgemem, see article citation.) 

"The Informational Content of Unrated Industrial Bonds," (Author listing: R. S. Billingsley 
and R. E. Lamy). Presented at the Financial Management Association Meetings, Atlanta, 
Georgia, October 1983. (Subsequently published in Akron Business and Economic Review, 
see article citation.) 

"Bankruptcy Avoidance As A Merger 1ncentive:An Empirical Study of Failing Firms," 
(Author listing: R. S. Billingsley, R. P. Marquette, and D. J. Johnson). Presented at the 
Eastern Finance Association Meetings, New York, New York, April 1983. (Subsequently 
published in Managerial Finance, see article citation.) 

F 

P 
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"A Multivariate Analysis of the Ratings of Bank Holding Company Debt Issues," (Author 
listing: R. S. Billingsley and D. R. Fraser). Presented at the Eastern Finance Association 
Meetings, Jacksonville, Florida, April 1982. (Subsequently published in The Financial 
Review. see article citation.) 

SESSIONS CHAIRED AT PROFESSIONAL MEETINGS 

'The Effects of New Debt Decisions,'' Financial Management Association Meeting, New 
York, New York, October 1986. 

PAPERS DISCUSSED AT PROFESSIONAL MEETINGS 

"Behavioral Aspects of the Intra-Industry Capital Structure Decision," M. G. Filbeck, R. F. 
Gorman, and D. Preece. To be presented at the Financial Management Association 
Meetings, San Francisco, California, October 1992. 

"The Relationship Between the Argentinean Debt Rescheduling Announcement and Bank 
Equity Returns," Igbal Mansur, Steven J. Cochran, and David K. Seagers. Presented at the 
Financial Management Association Meetings, Boston, Massachusetts, October 1989. 

"Model Specification In the Statistical Analysis of Bond Ratings," John J. Jackson and James 
W. Boyd. Presented at the Southern Finance Association Meeting, Washington, D. C., 
November 1983. 

"The Effects of Inflation on Leverage, Risk, and Return," I. Keong Chew. Presented at the 
Financial Management Association Meeting, San Francisco, California, October 1982. 

PROFESSIONAL SERVICE 

Association for Investment Management and Research Activities 
(Formally the Institute for Chartered Financial Analysts). 

Grading Staff, Institute of Chartered Financial Analysts, June 1987. 
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Candidate Curriculum Committee, Institute of Chartered Financial Analysts, Quantitative 
Analysis Sub-committee, 1987-1989. 

CFA Examination Analysis Team, Levels 1-111, March 1988. 

CFA Examination Grading Review Team, July 1988. 

Instructor, CFA Refresher Course, Valuation: Equity, Charlottesville, VA, June 1992. 

Consulting Clients 

Association for Investment Management and Research 

Bell Atlantic 

BellSouth Telecommunications 

The Financial Analysts’ Review of the United States 

Institut Penembangan Analisis Finansial, Jakarta, Indonesia 

Securities Analysts’ Association, Bangkok, Thailand 

Union Bank of Switzerland, Ziirich 

Manuscript Referee 

Journal of Banking and Finance 

Journal of Financial Research 

Journal of Futures Markets 

Financial Review 

Quarterly Journal of Business and Economics 

Quarterly Review of Business and Economics m 
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Inrenrntional Review of Economics and Finance 

Japan and the World Economy 

Journal of Business Research 

Journal of Economics and Business 

Engineering Economist 

Program Committee, 1992 Financial Management Association Meeting. 

Program Committee, 1991 Financial Management Association Meeting. 

Reviewer for 1992 Eastern Finance Association meeting papers. 

Reviewer for 1985 Eastern Finance Association paper competition. 

INVITED SPEECHES 

Securities Analysts' Association, "Common Problems in Valuing Equity Securities," 
Bangkok, Thailand, April 1992. 

Virginia Bankers Association, Group Five (Credit Policy Committee), "Want to Sell Your 
Bank?" Interstate Banking in 1987 and Beyond," Credit Policy Conference, Radford, VA, 
April 1987. 

EXECUTIVE DEVELOPMENT ACTIVITIES 

Developed continuing education program with Don M. Chance entitled, "Managing Interest 
Rate Risk with Financial Futures." Presented in Roanoke, VA (May 1984) and 
Williamsburg, VA (June 1984). 
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UNIVERSITY SERVICE 

Department Personnel Committee (1987-1992) 

Department Head Search Committee (1991-1992) 

Department Head Evaluation Committee, Chairman (1988) 

University Scheduling and Registration Committee (1986-1989) 

College of Business Graduate Curriculum Committee, Chairman (1986-1987) 

College of Business Undergraduate Curriculum Committee (1984-1986, 1990-1992) 

College of Business Advisory Committee (1992-current) 

Department Undergraduate Curriculum Committee, Chairman (1990-1992) 

Honors Program in Finance Advisor (1983-1992) 

State Commission on Higher Education in Virginia Visitation Team Interview (1985) 

Member of Departmental Executive Committee (1983-1985, 1986) 

Department Head Search Committee (1982-83) 

Undergraduate Finance Major Advisor (1981-1983, 1985-1992) 

Member of Ph.D. Student Committees (numerous, 1982-current) 

FkD. Student Committee Chairman, 19W89:David M. Smith 
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SERVICE TO STUDENT ORGANIZATIONS 

Financial Advisor to Student Media Board (1983-84) 

Founding Faculty Sponsor: Finance Club, Student Chapter of Financial Management 
Association (1982-84) 

Faculty Brother of Alpha Kappa Psi, national business fraternity (1982-current) 

MEMBERSHIP IN HONORARY AND PROFESSIONAL ORGANIZATIONS 

American Finance Association - national professional society. 

Association for Investment Management and Research - international professional society, 
merger of the Institute of Chartered Financial Analysts and the Financial Analysts 
Federation. 

F m c i a l  Management Association - national professional society. 

National Society of Rate of Return Analysts - national professional society. 

Southern Finance Association - regional professional society. 

Omicron Delta Epsilon - international economics honorary society. 

Alpha Kappa Psi - national business fraternity. 

PROFESSIONAL SEMINARS ATTENDED 

"Industry Analysis: The Health Care Industries," The Association for Investment 
Management and Research, Washington, DC, February 1993. 

'The CAPM Controversy: Policy and Strategy," The Association for Investment 
Management and Research, New York, NY, March 1993. 
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"Options and Futures: New Routes to RisWRetum Management," The Institute of Chartered 
Financial Analysts, Dallas, TX, February 1984. 

Financial Futures Seminar. Sponsored by the Chicago Board of Trade, March 1982. 

COMMUNITY SERVICE 

Finance Department Representative, Combined Charitable Campaign, 1991. 

Board of Directors, Laurel Ridge Homeowners Association, 1987-1989. 
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COMPARABLE FIRM IDENTIFICATION ClUTERIA AND 
METHODOLOGY 

I. INTRODUCTION 

Since Southem Bell (SBT) does not have equity trading in the market, no direct market 

price of equity can be used to infer SBT's cost of equity. Thus, it is necessary to identify a 

portfolio of firms that are comparable in equity investment risk to SBT. The DCF model 

will be applied to each of the portfolio's members and an average cost of equity capital will 

be determined. Given that the portfolio of firms are of comparable risk to SBT, this 

average cost of equity is an objective, reasonable estimate of SBT's cost of equity. The 

next section identifies the sources of investment risk and the specific proxies used to 

identify comparable firms. 

11. RISK CRITERIA 

The following sources of investment risk are measured and used to identify firms into a 

group of risk comparable to SBT 

A. Variability of Total Retum 

The variability of returns reflects the total risk perceived by the investor. This is 

measured by the standard deviation of the retum on common equity (ROE) over the 

most recent five years (1988-1992). Higher variability implies higher risk to the equity 

investor. 
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B. FinancialRisk 

1. Relative Amount of Debt 

Financial risk is dependent, in part, on the amount of total debt employed by a firm 

relative to its equity base. Other things being equal, higher debt per dollar of 

equity implies higher risk. This source of risk is measured by a firm's total assets- 

to-equity ratio, the so-called "equity multiplier" in fundamental equity analysis. 

The most recent annual value (1992) is used in the analysis. 

2. Ability to Service Debt 

Apart from the above descriptive measure of a firm's relative indebtedness, it is 

important to evaluate the ability of a firm to service its total debt. This is assessed 

by examining the amount of interest (I) that a firm owes relative to the resources 

(operating earnings, or earnings before interest and taxes (EBIT)) it has available 

to meet that commitment. This is measured by the interest coverage ratio, EBIT/I. 

Other things being equal, an increase in this ratio reflects greater ability to service 

debt and consequently implies lower riskiness. The most recent annual value 

(1992) of this variable is employed. 
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3. BondRating 

Bond ratings reflect a rating agency's evaluation of the relative probability of 

default on a firm's given debt security. Ratings are readily accessible to investors 

and are used commonly to appraise the risk of a firm. Bond ratings are assigned 

numerical (i.e., dummy variable) values for the purposes of the present analysis. 

The most recent Standard & Poor's bond rating is used in the identification 

process. 

4. Liquidity Risk 

An important aspect of a firm's riskiness is its comprehensive ability to service all 

of its debt, both long- and short-term. The ability of a firm to meet its total debt 

commitments is captured by the various financial risk variables discussed above. A 

firm's capacity to cover its short-term indebtedness is measured by the well-known 

quick or "acid test" ratio: (Current Assets - Inventories) I Current Liabilities. 

This variable measures the extent of a firm's short-term, presumably readily 

convertible into cash, assets available to meet its short-term liabilities. Other 

things being equal, the higher is the quick ratio, the lower is the perceived risk of 

investing in a company. The most recent annual value (1992) of this variable is 

used in the identification process. 
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C. Business Risk 

1. Variability of Cash Flows 

The variability of a firm’s cash flows characterize the riskiness of a firm’s chosen 

line of business. Cash flows represent a firm’s command over goods and services. 

The risk implications of a given level of cash flows are easiest to interpret when 

related to an economically meaningful base such as total assets. This source of risk 

is measured by the standard deviation of the ratio of a firm’s cash flows-to-total 

assets. Higher values of the measure are associated with greater risk. The 

variable is calculated using the most recent five years of annual data (1988-1992). 

2. Growth Opportunities 

Other things being equal, companies experiencing higher growth are associated 

with early stages in the life cycle of a firm. The early stages are characterized by 

rapidly increasing revenues, profit margins, and earnings. Yet such rapid growth 

is not sustainable over the long-run and movement into a more mature stage of the 

life cycle usually brings the erosion of a firm’s competitive position. Thus, high 

sales growth is usually an indication that a firm is in a start-up business or moving 

toward a potential shake-out, either of which proxy for higher operating or business 

risk. The growth in sales variable is measured using the most recent five years of 

annual data (1988-1992). 
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IIL METHODOLOGY USED IN THE COMPARABLE FIRMS IDENTIFICATION 

PROCESS 

Comparable firms are identified using a modified cluster analysis model. Classical cluster . 

analysii techniques develop natural groupings of objects based on the relationships among a 

given set of descriptive variables. The goal is to determine how the object should be 

assigned to groups so that there will be as much similarity within groups and as much 

difference among groups as possible. No predetermined reference object is offered to 

organ-= the grouping effort. The modified cluster analysis used in this analysis differs 

from the classical techniques by identifying a target object (firm) characterized by several 

descriptive (financial) measures. The goal of this application is to find a group of firms 

that are as similar as possible to the target firm in terms of the identified measures of 

investment risk. Unlike classical cluster analysis, the goal of maximizing the differences 

among groups is irrelevant since all dissimilar groups are discarded. Specifically, in this 

context, only those firms that are identified as comparable to SBT are retained for use in 

infemng the cost of equity capital for the firm. 

As in classical cluster models, similarity is determined by measuring the Euclidian distance 

between the descriptive variables in a manner that considers the multivariate nature of the 

problem. The distance Di of each firm i in the sample from the target firm T, assuming the 

seven descriptive variables V, discussed above, is calculated as: 
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Di = (7 - 4 /'I 
The diice measure uses the squared differences of a given firm's descriptive variable 

fiom that of the target firm T in order to measure distance irrespective of whether it is 

above (psitive) or below (negative) the respective value of the target firm. The group of 

firms considered to be similar to the target firm, SBT (BellSouth Telecommunications is the 

actual target since it has published financial data), is identified by balancing the goals of 

minimizing the distance Di of a firm from the target with the desire to have a sample of 

sufficient size to assure confidence in its representativeness. 

IV. ISSUES IN APPLYING CLUSTER ANALYSIS 

Only f m s  available on the COMPUSTAT data source also having an IBES consensus 

growth mte forecast based on at least two analysts' estimates are retained for analysis. 

Outliers are identified on a variable-by-variable basis. Those firms with variable values 

greatcr than or less than two standard deviations from the mean value of the population for 

each variable are deleted. All outliers must be eliminated before standardizing the variables 

or !he means and standard deviations will be biased. The final population consists of 223 

firms. 

r Since the proxies of investment risk discussed above are denominated in different units of 
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measurement, they consequently need to be standardized. A Z-statistic is calculated using 

the mean vj and the standard deviation q of each variable across all of the firms as: 

The squared difference between the Z-value for each firm’s given variable and the value of 

the Z-statistic for the target firm for the same given variable across all descriptive variables 

is then calculated. After generating Z-values for every variable for each firm, squared 

differences for each firm are summed. The distance measure Di is determined by taking the 

square root of the sum of the squared differences. 

The final step in the analysis is the identification of the group of the 20 firms that are the 

least distant from SBT. Schedule 1 lists the final group of comparable firms. A correlation 

coefficient matrix for the variables used to identify firms is provided on the following page. 

It shows that the degree of correlation among the variables is acceptably low and thus that 

there is no reason to be concerned that any of the variables capture essentially the same 

source(s) of investment risk and thus double-count effects. 
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CLUSTER ANALYSIS CORRELATION MATRIX 

Cash Flow 
Bond ROE Assets Interest Quick to Assets 

Variability &Q&y W Variability 

ROE Variability .259 

Assets to Equity .279 .451 

Interest Coverage -.475 -.314 -.360 

Quick Ratio .062 .002 -. 105 .047 
Cash Flow to 
Assets Variability .180 .647 .G99 -.270 .042 

Sales Growth -.m -.210 -.018 .223 -011 -.144 
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ESTIMATION OF THE COST OF EQUITY CAPITAL USING THE 
EXPECTED MARKET RISK PREMIUM APPROACH 

I. INTRODUCTION 

Thii schedule elaborates on the steps taken in estimating Southem Bell's (SBT's) cost of 

equity capital using the expected market risk premium approach. The following specific 

issues and steps are discussed: 1) the rationale for the conceptual approach; 2) the 

appropriate method for estimating the expected market retum; 3) the source of the expected 

growth rate; 4) the appropriate interest rate reference point; 5 )  the specific computational 

procedure used to estimate the cost of equity capital, and 6) the time period covered by the 

statistical analysis. 

11. RATIONALE FOR THE CONCEPTUAL APPROACH 

The expected market risk premium approach estimates prospective equity capital costs. 

This is appropriate since investors' allocate funds among competing investments based on 

their expectations, not based solely on historical or eamed retums. The expected risk 

premium approach estimates and evaluates the retums that were expected over a given period 

of time on a broad equity market index relative to a chosen benchmark security retum that is 

relevant to SBT. The average expected risk premium of expected market retums over this 

interest rate benchmark is used in conjunction with current interest rates to estimate SBT's 

cost of equity capital. 



- FPSC Exhibit No. 
FPSC Docket 920260-TL 
Billingsley Exhibit No. RSB-5 
Billingsley Appendix C 
Expected Market Risk 

Premium Approach 
Page 2 of 4 

III. ESTIMATION OF THE EXPECTED MARKET RETURN 

In recognition of the fact that most firms pay dividends on a quarterly basis, the 
* 

quarterly form of the DCF model is used to estimate the expected market return. As in the 

discussion of the DCF analysis in the above testimony, it is assumed that dividends grow at a 

given rate over a year with the yearly change in the amount paid by a firm occurring after 

the second quarter each year. 

. 

IV. SOURCE OF TITE EXPECTED GROWTH RATE 

The expected growth rate used in the quarterly version of DCF model is the consensus 

mean marlet value-weighted five-year earnings per share estimate published by the 

Institutional Brokers Estimate Service (IBES) for the Standard & Poor’s 500 index (S&P 

500). Dividend yield data is obtained from Standard & Poor’s Outlook, restated on a 

quarterly basis. . -. 

V. INTEREST RATE REFERENCE POINT 

An index of Aaa public utility bonds is used as the relevant security return benchmark in 

the analysis. A three month average (March - May, 1993) of the interest rate benchmark is 

used in the calculation of the expected market risk premium. 
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VI. COMPUTATIONAL PROCEDURE 

Expected risk premiums E(WJ as of point t in time are calculated as the simple 

arithmetic difference. between the expected retum on the S&P 500 at time t [E(S&PSOq)], 

produced by applying the DCF model to the S&P 500, and the average monthly Aaa public 

utility bond yield at time t ~(UBONDJJ. Thus, risk premiums are calculated as: 

. 

. 

E(RP,) = E(S&P5Do,) - RKJBOND,) 

The same procedure is repeated using the New York Stock Exchange Composite Index 

(NYSE) as the proxy for the overall market. 

- 
The average expected risk premium E m )  for the time period spanning N months is 

calculated as: 

The cost of equity capital for SBT is estimated by adding the average expected risk 

premium E(RP), to the average yield prevailing on Aaa public utility bonds over the period 

March 1993 to May 1993. 

- 

It is important to note that the resulting cost of equity estimates for SBT are not adjusted 

for flotation costs. Therefore, they are consequently a conservative estimate of SBT's cost of 

equity. 
- 
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VII. TIME PERIOD OF THE ANALYSIS 

The statistical analysis uses data on the expected market risk premium and Aaa public 

utility bond yields over the period from October of 1987 through May of 1993. This time 

period is dictated by the availability of consistent IBES expected growth rate estimate data. 

The data is current up to May of 1993. 
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SOUTHERN BELL TELEPHONE AND TELEGRAPH COMPANY 

TESTIMONY OF WILLIAM B. KECK 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

DOCKET NO. 920260-TL 

JULY 2. 1993 

PLEASE STATE YOUR NAME AND ADDRESS. 

nY NAME IS WILLIAM B. KECK AND nY BUSINESS ADDRESS 

IS 615 WEST PEACHTREE STREET, ATLANTA, GEORGIA 

30375. 

BY WHOM ARE YOU EMPLOYED AND IN WHAT POSITION? 

I AM EMPLOYED BY BELLSOUTH TELECOMMUNICATIONS, INC. 

D/B/A SOUTHERN BELL TELEPHONE AND TELEGRAPH COMPANY 

(SOUTHERN BELL OR THE COMPANY). MY POSITION IS 

DIRECTOR-CORPORATE FINANCE AND ASSISTANT TREASURER. 

WHAT ARE YOUR PRINCIPAL RESPONSIBILITIES IN THAT 

POSIT I ON? 

I AM RESPONSIBLE FOR REGULATORY SUPPORT REGARDING 

FINANCIAL MATTERS, INCLUDING CAPITAL MARKET 

CONDITIONS, CAPITAL STRUCTURE AND COST OF CAPITAL 

- 1 -  
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ISSUES. ADDITIONALLY, I ASSIST WITH THE LIAISON TO 

THE CREDIT RATING AGENCIES AND THE INVESTMENT BANKS. 

RELATIVE TO THE MANAGEMENT OF THE COMPANY'S 

FINANCINGS, I ASSIST IN EVALUATING FINANCING 

ALTERNATIVES AND NEW FINANCIAL PRODUCTS. I AM ALSO 

RESPONSIBLE FOR DIRECTING THE COMPANY'S-EFFORTS IN 

THE AREA OF ECONOMIC DEVELOPMENT. 

PLEASE SUMMARIZE YOUR EDUCATIONAL AND BUSINESS 

BACKGROUND. 

I RECEIVED TWO BACHELOR OF ARTS DEGREES IN 1967 FROM 

THE UNLVERSITY OF SOUTH FLORIDA - ONE IN MATHEMATICS 
AND ONE IN MANAGEMENT. IN 1975, I RECEIVED A 

MASTERS OF BUSINESS ADMINISTRATION WITH HONORS IN 

MANAGEMENT SCIENCE FROM PACE UNIVERSITY IN NEW YORK 

CITY. ADDITIONALLY, IN 1989, I SUCCESSFULLY 

COMPLETED THE EXECUTIVE PROGRAM OF PROFESSIONAL 

MANAGEMENT AT THE UNIVERSITY OF NORTH CAROLINA AT 

CHAPEL HILL. 

MY TELEPHONE CAREER, WHICH SPANS A PERIOD OF 27 

YEARS, HAS BEEN CONCENTRATED PRIMARILY IN 

FORECASTING, RATES AND TARIFFS, REVENUE 

REQUIREMENTS, FINANCE AND TREASURY. I HAVE BEEN 

- 2 -  
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INVOLVED IN TREASURY, COST OF CAPITAL AND THE 

REGULATORY PROCESS AT COMPANY HEADQUARTERS FOR THE 

PAST FIFTEEN YEARS. I WAS APPOINTED ASSISTANT 

TREASURER OF THE COMPANY EFFECTIVE DECEMBER 1, 1984. 

I AM A MEMBER OF THE NATIONAL SOCIETY OF RATE OF 

RETURN ANALYSTS, THE FINANCIAL MANAGEMENT 

ASSOCIATION, THE AMERICAN ECONOMIC DEVELOPMENT 

COUNCIL, AND THE SOUTHERN INDUSTRIAL DEVELOPMENT 

COUNCIL. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS 

PROCEEDING? 

THE PURPOSE OF MY TESTIMONY IS TO PRESENT EVIDENCE 

TO THIS COMMISSION AS TO THE APPROPRIATE CAPITAL 

STRUCTURE AND DEBT COST RATES FOR SOUTHERN BELL. 

ADDITIONALLY, I CALCULATE THE OVERALL COST OF 

CAPITAL USING DR. BILLINGSLEY'S ESTIMATE OF THE 

COMPANY'S COST OF EQUITY CAPITAL. 

HAVE YOU PREPARED EXHIBITS TO ACCOMPANY THIS 

TESTIMONY? 

YES, MY FOUR EXHIBITS SHOW THE COMPOSITION OF THE 
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CAPITAL STRUCTURE, THE CALCULATIONS OF THE DEBT COST 

RATES, AND THE COMPUTATION OF THE COMPANY'S OVERALL 

WEIGHTED COST OF CAPITAL. 

WHAT COMPONENTS ARE NEEDED TO DETERMINE A COMPANY'S 

OVERALL COST OF CAPITAL? 

THE OVERALL COST OF CAPITAL REFLECTS HOW A COMPANY 

HAS FINANCED THE ASSETS USED IN ITS OPERATIONS AND 

AT WHAT COST. THE CAPITAL STRUCTURE REFLECTS THE 

RELATIVE PROPORTIONS OF DEBT AND EQUITY CAPITAL 

UTILIZED. THE OVERALL COST OF CAPITAL IS DETERMINED 

BY WEIGHTING THE CAPITAL COST RATES IN PROPORTION TO 

THE USE OF THE VARIOUS TYPES OF CAPITAL. 

THE COST RATE FOR A COMPANY'S DEBT IS EASILY 

DETERMINED BECAUSE DEBT OBLIGATIONS ARE CONTRACTUAL 

IN NATURE AND USUALLY SPECIFY UP FRONT THE RATE OF 

INTEREST THAT MUST BE PAID TO THE LENDER. 

THE COST RATE FOR SECURING COMMON EQUITY CAPITAL IS 

MORE DIFFICULT TO DETERMINE. WHEN A COMMON EQUITY 

INVESTOR MAKES AN INVESTMENT, HE OR SHE DOES NOT 

HAVE AN ASSURED RETURN FROM THAT INVESTMENT. IN 

ORDER FOR THE COMPANY TO BE CHOSEN BY THE INVESTOR, 

- 4 -  
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THE COMPANY MUST OFFER THAT COMMON EQUITY INVESTOR 

AN OPPORTUNITY TO EARN A RETURN ON HIS OR HER 

INVESTMENT THAT IS ATTRACTIVE RELATIVE TO THE RISKS 

ASSOCIATED WITH THAT INVESTMENT. SINCE THE 

INVESTORS' REQUIRED RETURN CANNOT BE MEASURED 

PRECISELY, IT MUST BE ESTIMATED USING SOUND JUDGMENT 

AND APPROPRIATE FINANCIAL THEORIES, ANALYSES AND 

METHODS. IN THIS PROCEEDING, DR. BILLINGSLEY'S 

TESTIMONY ADDRESSES THE ISSUE OF THE COMPANY'S COST 

OF COMMON EQUITY CAPITAL. 

YOU INDICATED EARLIER THAT THE CAPITAL STRUCTURE 

REFLECTS THE RELATIVE PROPORTIONS OF DEBT AND COMMON 

EQUITY CAPITAL UTILIZED TO FINANCE THE COMPANY'S 

OPERATIONS. WHAT FACTORS INFLUENCE A COMPANY'S 

MANAGEMENT DECISION REGARDING THE APPROPRIATE LEVEL 

OF DEBT IN THE CAPITAL STRUCTURE? 

THE MPlJOR FACTOR AFFECTING THE DETERMINATION OF THE 

ACCEPVABLE AMOUNT OF DEBT IN THE CAPITAL STRUCTURE 

IS THE NATURE, MAGNITUDE AND DIRECTION OF THE 

BUSINESS RISK FACING THE COMPANY. BUSINESS RISK CAN 

BE DEFINED AS THE VARIABILITY OR VOLATILITY 

ASSOCIATED WITH A COMPANY'S EARNINGS BEFORE INTEREST 

AND TAXES. VARIABILITY OF EARNINGS COMES FROM MANY 

- 5 -  
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SOURCES, BUT THE IMPACT IS FELT PRIMARILY ON THE 

REVENUE STREAM. 

THE SOURCES OF BUSINESS RISK ARE NUMEROUS AND 

VARIED. NATIONAL AND INTERNATIONAL POLITICAL AND 

ECONOMIC EVENTS THAT AFFECT THE GENERAL STATE OF THE 

ECONOMY CAN ALSO IMPACT A COMPANY'S REVENUE AND 

EXPENSES. INDUSTRY-WIDE FACTORS IMPACT THE PROFIT 

STABILITY OF ITS PARTICIPANTS. HOWEVER, PROBABLY 

THE MOST DIRECT AND SIGNIFICANT FACTORS THAT AFFECT 

A COMPANY'S BUSINESS RISK AND ITS REVENUE STREAM ARE 

(1) THE COMPETITION FACING THE COMPANY'S PRODUCTS 

AND SERVICES AND (2) THE ELASTICITY OF DEMAND FOR 

THOSE PRODUCTS AND SERVICES. ADDITIONALLY, NEW 

TECHNOLOGIES AND INNOVATIONS CAN AFFECT NOT ONLY THE 

REVENUE STREAM BUT ALSO THE INVESTMENT AND EXPENSES 

ASSOCIATED WITH THE OPERATIONS OF A BUSINESS. 

IN SUMMARY, THE MAJOR FACTOR AFFECTING THE 

DETERMINATION OF THE APPROPRIATE CAPITAL STRUCTURE 

IS THE NATURE, MAGNITUDE AND DIRECTION OF THE 

BUSINESS RISK FACING A COMPANY. 

24 Q. WHAT EVIDENCE HAS SOUTHERN BELL PRESENTED REGARDING 

25 CHANGES IN THE LEVEL OF BUSINESS RISK FACING THE 
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COMPANY? 

AN OVERVIEW OF THE SOURCES OF THE COMPANY'S BUSINESS 

RISK AND THE INCREASING NATURE OF THAT RISK IS 

PROVIDED TO THE COMMISSION IN THIS DOCKET IN THE 

TESTIMONY OF COMPANY WITNESS DENTON. MR. DENTON 

DISCUSSES HOW THE TELECOMMUNICATIONS INDUSTRY HAS 

CHANGED SINCE 1988 IN THE AREAS OF TECHNOLOGYl 

STRATEGIC ALLIANCESl AND POLICY DECISIONS AT THE FCC 

AND BY THIS COMMISSION. HIS TESTIMONY DETAILS 

SIGNIFICANT ACTIVITIES THAT HAVE OCCURRED IN EACH OF 

THOSE AREAS AND HOW THEY ACCELERATE THE PACE OF 

COMPETITION IN THE MARKETPLACE. THE IMPACT OF THESE 

ACTIVITIES ON THE FUTURE DIRECTION AND MAGNITUDE OF 

THE BUSINESS RISK FACING THE COMPANY IS READILY 

APPARENT. THE COMPANY'S BUSINESS RISKS IN FLORIDA 

ARE SIGNIFICANT AND REAL. IN SUMMARY, MR. DENTON'S 

TESTIMONY PROVIDES EVIDENCE THAT THE COMPANY'S 

BUSINESS RISKS HAVE INCREASED MATERIALLY IN RECENT 

YEARS AND CAN REASONABLY BE EXPECTED TO CONTINUE TO 

INCREASE IN THE FUTURE. 

WHAT EVIDENCE IS AVAILABLE TO INVESTORS REGARDING 

THE CURRENT AND FUTURE LEVEL OF BUSINESS RISK FACING 

SOUTHERN BELL? 
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FOLLOW THE TELECOMMUNICATIONS INDUSTRY, HAVE BEEN 

REPORTING FOR SOME TIME TO INVESTORS THAT THE 

INDUSTRY IS IN A TRANSITION STAGE TOWARD MORE 

COMPETITION AND THAT BUSINESS RISKS HAVE BEEN 

INCREASING AND WILL, WITHOUT A DOUBT, CONTINUE TO 

INCREASE. 

FOR EXAMPLE, BACK IN 1985, STANDARD AND POOR'S (S&P) 

STARTED DOCUMENTING THE INCREASED COMPETITION AND 

BEGAN MAKING ITS FINANCIAL BENCHMARKS MORE STRINGENT 

FOR THE LOCAL EXCHANGE COMPANIES. IT HAS SINCE MADE 

ADDITIONAL REFINEMENTS TO ITS BENCHMARKS, ALL OF 

WHICH ARE EVEN MORE STRINGENT, BASED ON THE 

INCREASING LEVEL OF BUSINESS RISKS FACING THE 

INDUSTRY PARTICIPANTS. 

AS ILLUSTRATION, IN A SEPTEMBER 17, 1990 CREDITWEEK 

ARTICLE THAT ANNOUNCED RISK CLASSIFICATION CHANGES 

FOR THE LOCAL EXCHANGE COMPANIES, STANDARD AND 

POOR'S SAID: 

"BOTH TECHNOLOGICAL AND ECONOMIC COMPETITION 

ARE NOW PRIME DRIVERS FOR TELECOMMUNICATIONS 

- 8 -  
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BUSINESS RISK, AND THEIR EFFECT STEMS IN LARGE 

MEASURE FROM THE NATURE OF THE BUSINESS. 

TECHNOLOGICAL CHANGE HAS PROVIDED VIABLE 

ALTERNATIVES THAT ARE FULLY COMPETITIVE IN 

CERTAIN APPLICATIONS. THE GROWING DEPLOYMENT 

OF COMPETITIVE COMMUNICATIONS SERVICES IN ALL 

SECTORS OF THE TELECOMMUNICATIONS INDUSTRY WILL 

CONTINUE TO PUSH BUSINESS RISK TO GREATER 

HEIGHTS FOR THE MAJORITY OF INDUSTRY 

PARTICIPANTS. ... GOING FORWARD, THE INDUSTRY'S 
INEXORABLY GROWING EXPOSURE TO COMPETITION WILL 

OCCUR WITH OR WITHOUT THE RECOGNITION OR 

ADMISSION BY MANAGER AND REGULATOR." 

GIVEN THE INCREASED LEVEL OF BUSINESS RISK, SUCH AS 

THAT WHICH IS NOW FACING THE TELECOMMUNICATIONS 

INDUSTRY AND SOUTHERN BELL, HOW SHOULD A COMPANY 

RESPOND TO THIS INCREASED BUSINESS RISK ENVIRONMENT? 

WHEN TlHE REVENUE STREAMS BECOME VULNERABLE TO 

COMPETITION AND, THEREFORE, MORE VOLATILE AND LESS 

PREDICTABLE, THE COMPANY'S MANAGEMENT SHOULD RESPOND 

BY OFFgETTING THIS INCREASED BUSINESS RISK BY 

REDUCIWG ITS FINANCIAL RISKS. THIS WILL ALLOW IT TO 

ACHIEV@ THE LOWEST OVERALL COST OF CAPITAL. THIS IS 

- 9 -  
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PRIMARILY ACCOMPLISHED BY LOWERING THE AMOUNT OF 

DEBT IN THE CAPITAL STRUCTURE. 

ARE THERE ANY OTHER FACTORS, IN ADDITION TO 

BALANCING BUSINESS RISK CONSIDERATIONS, THAT 

INFLUENCE A COMPANY’S DECISION AS TO THE AMOUNT OF 

DEBT IT MAINTAINS? 

YES. THERE IS A CLEARLY UNDERSTOOD DIRECT 

RELATIONSHIP BETWEEN THE RISK AND THE REQUIRED 

INVESTOR RETURN ASSOCIATED WITH A FINANCIAL 

INVESTMENT. THE GREATER THE RISKS TO THE INVESTOR 

OF A PARTICULAR INVESTMENT, THE GREATER WILL BE THE 

INVESTOR’S REQUIRED RETURN ON THAT INVESTMENT. DUE 

TO THE CONTRACTUAL NATURE OF DEBT AND THE PRIORITY 

OF CLAIMS A DEBT INVESTOR HAS ON THE COMPANY’S 

ASSETS, DEBT CAPITAL REPRESENTS AN ADDITIONAL RISK 

TO THE EQUITY HOLDER. THIS RESULTS IN THE GENERALLY 

ACCEPTED IDEA THAT, FOR A GIVEN FIRM, ITS DEBT COSTS 

LESS THAN ITS EQUITY. 

THIS CAPITAL COST RELATIONSHIP INFLUENCES COMPANIES 

WHEN THEY DETERMINE THEIR CAPITAL STRUCTURE. THEORY 

AND COMMON SENSE SUGGEST THAT A COMPANY SHOULD 

ENDEAVOR TO MINIMIZE ITS COST OF SECURING CAPITAL 
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JUST AS IT TRIES TO MINIMIZE ALL OF ITS OTHER COSTS 

OF DOING BUSINESS. GIVEN THAT THE COST OF DEBT IS 

LESS TEUW THE COST OF EQUITY, THE USE OF DEBT 

FINANCING IS APPROPRIATE AND BENEFICIAL, UP TO A 

POINT, BECAUSE IT CAN LOWER THE COMPANY'S OVERALL 

COST OF DOING BUSINESS. THE USE OF TOO MUCH DEBT, 

HOWEVER, CAN DRASTICALLY RAISE A COMPANY'S OVERALL 

COST OF CAPITAL. THIS IS DUE TO THE FACT THAT TOO 

MUCH DEBT CAUSES A COMPANY'S COST OF BOTH DEBT AND 

EQUITY TO RISE. IN THIS SITUATION, THE COMPANY'S 

OVERALL FINANCIAL RISK WILL, IN EFFECT, INCREASE. 

EVIDENCE OF THIS POINT IS ABUNDANT SINCE, OVER THE 

PAST SEVERAL YEARS, MANY COMPANIES TOOK ON TOO MUCH 

DEBT. THEIR REVENUE STREAMS WERE TOO VOLATILE OR 

JUST NOT STRONG ENOUGH TO SUPPORT THE BURDENS OF 

THAT DEBT AND THEY HAVE SUFFERED FINANCIALLY. 

ANOTHER FACTOR THAT INFLUENCES THE CAPITAL STRUCTURE 

DETERMLNATION IS THE NEED FOR A LEVEL OF 

CREDITWORTHINESS AND SUFFICIENT BORROWING MARGIN TO 

ENABLE THE COMPANY TO OPERATE AS AN ONGOING ENTITY, 

GIVEN ITS BUSINESS RISKS. SOUTHERN BELL MUST 

COMPETE FOR FUNDS IN THE CAPITAL MARKETS WITH THE 

MAJOR U.S. AND FOREIGN INDUSTRIAL AND UTILITY FIRMS. 

HIGH QUALITY CREDIT RATINGS ENABLE THE COMPANY TO 
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ATTRACT CAPITAL. DUE TO THE CONTINUING GROWTH IN 

SOUTHERN BELL'S SERVICE TERRITORY, THE COMPANY'S 

LARGE CAPITAL REQUIREMENTS, AND ITS UTILITY 

OBLIGATION TO SERVE RATEPAYERSl SOUTHERN BELL MUST 

BE ABLE TO COMPETE FOR REASONABLY-PRICED FUNDS, 

REGARDLESS OF CAPITAL MARKET CONDITIONS. HIGH 

QUALITY CREDIT RATINGS FACILITATE THIS PROCESS. 

PLEASE BRIEFLY DESCRIBE THE COMPANY'S CAPITAL 

STRUCTURE. 

THE COMPANY'S DEBT RATIO HAS REMAINED FAIRLY STABLE 

DURING THE PAST SEVERAL YEARS. AS REFLECTED IN THE 

SURVEILLANCE REPORTS TO THIS COMMISSION, SOUTHERN 

BELL'S AVERAGE DEBT RATIO HAS VARIED WITHIN A NARROW 

RANGE : 

DEBT 

YEAR RATIO 

1988 37.27% 

1989 37.54 

1990 37.09 

1991 37.27 

1992 (BST) 37.38 

AS SHOWN ON MY EXHIBIT WBK-1, FOR YEAR 1993, THE 
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AVERAGE DEBT RATIO IS EXPECTED TO BE 38.88%. 

IN MY OPINION, GIVEN THE INCREASING BUSINESS RISK 

FACING THE COMPANY AND THE RECENT RISE IN THE DEBT 

RATIO, THE COMPANY'S OVERALL RISK, WHICH IS THE 

COMBINATION OF THE BUSINESS AND FINANCIAL RISKS, HAS 

INCREASED IN RECENT YEARS. 

WHAT HAS BEEN THE HISTORY OF THIS COMMISSION'S 

REGULATORY PRACTICE REGARDING THE CAPITAL STRUCTURE 

ISSUE AS APPLIED TO SOUTHERN BELL? 

THIS COMMISSION, SINCE DIVESTITURE, HAS REGULATED 

SOUTHERN BELL BASED ON THE COMPANY'S ACTUAL AVERAGE 

CAPITAL STRUCTURE. THE CONTINUED USE OF THE 

COMPANY'S ACTUAL CAPITAL STRUCTURE IN THIS 

PROCEEDING IS APPROPRIATE. BY DOING SO, THE 

COMMISSION IS RECOGNIZING THAT A COMPANY'S ACTUAL 

CAPITAL STRUCTURE BEST REFLECTS THE REALITIES OF THE 

COMPANY'S FINANCIAL SITUATION AND IT IS THAT CAPITAL 

STRUCTURE WHICH IS READILY AVAILABLE TO THE 

INVESTORS WHEN THEY ARE EVALUATING INVESTMENT 

OPPORTUNITIES. 

WHAT IS YOUR RECOMMENDATION TO THIS COMMISSION 
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1 REGARDING THE APPROPRIATE CAPITAL STRUCTURE AND COST 

2 RATES THAT SHOULD BE USED IN CONNECTION WITH THIS 

3 PROCEEDING? 

4 

5 A. CONSISTENT WITH PAST PRACTICES OF THIS COMMISSION 

6 AND THE CURRENT FINANCIAL REALITIES OF THE COMPANY, 

7 I RECOMMEND THAT THE COMMISSION CONTINUE TO USE THE 

8 COMPANY'S ACTUAL AVERAGE CAPITAL STRUCTURE AND THE 

9 ACTUAL COST RATES. 

10 

11 BESIDES PAST COMMISSION PRACTICE, THERE ARE SEVERAL 

12 OTHER REASONS WHY THE COMPANY'S ACTUAL CAPITAL 

13 STRUCTURE IS APPROPRIATE. AGAIN, INVESTORS ASSESS 

14 THE COMPANY'S FINANCIAL RISK BASED ON ITS ACTUAL 

15 CAPITAL STRUCTURE, AS IT IS REFLECTED IN ITS 

16 PUBLISHED FINANCIAL STATEMENTS. SECOND, IN A 

17 REGULATORY CONTEXT, THE USE OF A HYPOTHETICAL, 

18 RATHER THAN AN ACTUAL CAPITAL STRUCTURE, CREATES A 

19 SITUATXON WHERE THE FINANCIAL RESULTS OF RATEMAKING 

20 WILL NOT, IN FACT, BE ACHIEVED BY THE INVESTORS. 

21 

22 AS ILLUSTRATION OF THIS LAST POINT, LET ME PROVIDE 

23 AN EXAMPLE. SUPPOSE THAT THE UTILITY HAS A CAPITAL 

24 STRUCTURE OF 40% DEBT AND 60% EQUITY. IF ITS DEBT 

25 COST RATE WAS 8% AND ITS COST OF EQUITY WAS 14%, ITS 
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OVERALL COST OF CAPITAL WOULD BE 11.6%. IF THE 

COMPANY'S RATE BASE WAS $1,000 AND IT HAD A TAX RATE 

OF 40%, THIS WOULD MEAN THAT THE REVENUE 

REQUIREMENTS NEEDED TO SATISFY THE INVESTORS' 

REQUIREMENTS WOULD BE $172.00. 

RATE BASE X [[(ROE X EQUITY RATIO)/(l - TAX RATE)] + 
(DEBT COST x DEBT RATIO)] 

1000 x [((.14 x .60)/(1 - .40)] + (.08 x . 4 0 ) ]  

NOW SUPPOSE THAT THE COMMISSION WAS TO AUTHORIZE THE 

COMPANY'S COST RATES BUT DECIDED TO ADOPT A 

HYPOTHETICAL CAPITAL STRUCTURE OF 50% DEBT AND 50% 

EQUITY. THIS REGULATORY DECISION WOULD RESULT IN 

RATES DESIGNED TO PRODUCE ONLY $156.67 IN ADDITIONAL 

REVENUES. FROM THIS EXAMPLE, YOU CAN SEE THAT A 

$15.33 SHORTFALL WAS CREATED FROM THE INVESTORS' 

REQUIRED RETURN TO THE ADDITIONAL REVENUES 

AUTHORIZED BECAUSE A HYPOTHETICAL CAPITAL STRUCTURE 

WAS USED. THIS SHORTFALL IS WHAT I WAS REFERRING TO 

WHEN I INDICATED THAT THE USE OF A HYPOTHETICAL, 

RATHER THAN AN ACTUAL CAPITAL STRUCTUREl CREATES A 

SITUATION WHERE THE FINANCIAL RESULTS OF RATEMAKING 

WILL NOT BE ACHIEVED BY THE INVESTORS. 
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1 

2 Q. DO YOU HAVE ANY OTHER CONCERNS ABOUT THE POSSIBLE 

3 USE OF CAPITAL STRUCTURE DIFFERENT FROM THE 

4 COMPANY'S ACTUAL CAPITAL STRUCTURE? 

5 

6 A. YES. THE SIGNAL THAT WOULD BE SENT TO INVESTORS BY 

7 

8 
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10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

THE USE OF A HYPOTHETICAL CAPITAL STRUCTURE WOULD BE 

NEGATIVE, COULD ULTIMATELY CAUSE FINANCIAL HARM TO 

THE COMPANY, AND COULD INCREASE THE COST OF 

TELECOMMUNICATIONS SERVICES. THIS CONCERN WAS 

EXPLICITLY RECOGNIZED BY THIS COMMISSION, IN ORDER 

20162 IN SOUTHERN BELL DOCKET NO. 880069-TLr DATED 

OCTOBER 13, 1988, WHEN IT STATED THAT 

"IMPUTING A LOWER EQUITY RATIO REDUCES THE 

COMPANY'S ABILITY TO EARN ON ITS ACTUAL CAPITAL 

STRUCTURE. IMPUTING A LOWER EQUITY RATIO COULD 

ALSO ADVERSELY AFFECT THE COMPANY'S ABILITY TO 

REACT TO CHANGES IN ITS OPERATING ENVIRONMENT 

AND COULD POSSIBLY RESULT IN A LOWER BOND 

RATING FOR THE COMPANY." 

23 Q. WHAT IS THE COMPOSITION OF THE CAPITAL STRUCTURE 

24 THAT THE COMPANY IS RECOMMENDING? 

25 
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1 A. MY EXHIBIT WBK-1 REFLECTS THE APPLICATION OF THE 

2 COMPANY'S AVERAGE CAPITAL STRUCTURE RATIOS TO THE 
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FLORIDA INTRASTATE CAPITAL FOR YEAR 1993. 

AT THE TOP OF THAT EXHIBIT IS SHOWN THE COMPANY'S 

AVERAGE CAPITAL STRUCTURE FOR 1993. THE LOWER 

PORTIOW OF THAT EXHIBIT REFLECTS THE FLORIDA 

INTRASTATE AVERAGE CAPITAL STRUCTURE FOR 1993 THAT 

IS RECONCILED WITH THE FLORIDA INTRASTATE RATE BASE 

PRESENTED IN THE TESTIMONY OF COMPANY WITNESS REID. 

PLEASE EXPLAIN HOW THE COMPANY'S AVERAGE 1993 

CAPITAL STRUCTURE, SHOWN ON THE TOP OF THAT EXHIBIT, 

WAS ESTIMATED. 

FOR THE MONTHS UP TO AND INCLUDING APRIL, 1993, 

ACTUAL COMPANY DATA WAS USED. THE MONTHLY DATA FOR 

MAY THROUGH DECEMBER HAD TO BE ESTIMATED. THE 

FOLLOWING APPROACH WAS USED FOR THOSE MONTHS: 

FOR L09JG-TERM DEBT 

THE LEVEL OF FUNDED DEBT WAS ESTIMATED MONTHLY 

RECOGNIZING THE TWO REFINANCINGS THAT WERE 

INITIATED IN MAY AND THE ONE INITIATED IN JUNE. 

- 17 - 



r' 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

NO OTHER REFINANCINGS WERE ASSUMED TO OCCUR IN 

1993. THE AVERAGE LEVEL OF OTHER LONG-TERM 

D@BT AND CAPITALIZED LEASES FOR THE PERIOD 

JANUARY THROUGH APRIL WAS USED AS THE LEVEL FOR 

EACH MONTH, MAY THROUGH DECEMBER. 

FOR SHORT-TERM DEBT 

THE AVERAGE LEVEL OF COMMERCIAL PAPER FOR THE 

PERIOD JANUARY THROUGH APRIL WAS USED AS THE 

LEVEL FOR EACH MONTH, MAY THROUGH DECEMBER. 

THE ESTIMATED LEVEL OF COMMERCIAL PAPER FOR 

JUNE THROUGH DECEMBER, HOWEVER, WAS ADJUSTED 

SLIGHTLY DOWNWARD TO REFLECT A $19 MILLION 

REDUCTION IN JUNE CAUSED BY THE $500 MILLION 

EUROBOND REFINANCING. THE AVERAGE LEVEL OF 

SHORT-TERM CAPITALIZED LEASES FOR THE PERIOD 

JANUARY THROUGH APRIL WAS USED AS THE LEVEL FOR 

EACH MONTH, MAY THROUGH DECEMBER. 

FOR COHMON EQUITY 

THE AVERAGE LEVEL OF COMMON EQUITY FOR THE 

PERIOD JANUARY THROUGH APRIL WAS USED AS THE 

LEVEL FOR EACH MONTH, MAY THROUGH DECEMBER. 
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USING THE APPROACH JUST DESCRIBED RESULTS IN AN 

ESTIMATED CAPITAL STRUCTURE WHICH IS SLIGHTLY 

DIFFERENT FROM THE COMPANY'S 1993 COMMITMENT VIEW. 

THE CAPITAL STRUCTURE SHOWN ON THE TOP OF MY EXHIBIT 

WBK-1 HAS A SLIGHTLY HIGHER DEBT RATIO PRIMARILY 

BECAUSE THE COMMITMENT VIEW DOES NOT REFLECT THE 

REFINANCING THAT HAVE OCCURRED IN 1993. 

THE COMPANY INTENDS TO PROVIDE THIS COMMISSION WITH 

AN UPDATE OF THE COMPANY'S CAPITAL STRUCTURE AND 

DEBT COST RATES LATER IN THE YEAR. THAT UPDATE WILL 

INCLUDE SEVERAL MORE MONTHS OF ACTUAL 1993 DATA. 

WHAT ARE THE COST RATES THAT THE COMPANY IS 

RECOMMENDING? 

THE AVERAGE COST RATE FOR THE COMPANY'S LONG-TERM 

DEBT FOR THE YEAR 1993 IS EXPECTED TO BE 8.07%. THE 

CALCULATION OF THIS COST RATE IS SHOWN AT THE TOP OF 

EXHIBIT WBK-2. IN ARRIVING AT THAT FIGURE, AN 

AVERAGE COST RATE FOR FUNDED DEBT WAS ESTIMATED (1) 

RECOGNIZING THE FEBRUARY REFINANCING, THE TWO 

REFINANCINGS THAT WERE INITIATED IN MAY, AND THE 

REFINANCING THAT WAS INITIATED IN JUNE, AND (2) 
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ASSUMING NO ADDITIONAL REFINANCINGS DURING 1993. 

THIS IS THE FIGURE THAT THE COMMISSION WOULD 

NORMALLY USE. 

HOWEVER, FOR THIS PARTICULAR PROCEEDING, THE COMPANY 

RECOMMENDS THAT THE COMMISSION USE A DIFFERENT COST 

RATE FOR LONG-TERM DEBT. SINCE THE BEGINNING OF 

1993, THE COMPANY HAS REFINANCED $1.76 BILLION 

(NEARLY 28%) OF ITS DEBT. THESE REFINANCINGS HAVE 

REDUCED THE COMPANY'S COST OF FUNDED DEBT FROM 8.48% 

TO AN ESTIMATED 7.75% AS OF THE END OF JULY. IN 

RECOGNITION OF THESE EVENTS, I HAVE PROVIDED THE 

THE CALCULATION OF THE COMPANY'S ESTIMATED COST FOR 

LONG-TERM DEBT AS OF JULY 31, 1993 AT THE BOTTOM OF 

EXHIBIT WBK-2. THAT COST RATE IS 7.77%. THIS IS 

THE COST RATE THAT I WILL USE FOR DETERMINING THE 

OVERALL COST OF CAPITAL BECAUSE IT REFLECTS THE 

COMPANY'S GOING-FORWARD ACTUAL INTEREST OBLIGATIONS. 

THE AVERAGE COST RATE FOR THE COMPANY'S SHORT-TERM 

DEBT FOR THE YEAR 1993 IS EXPECTED TO BE 3.30%. THE 

CALCULATION OF THIS COST RATE IS SHOWN ON EXHIBIT 

WBK-3. ACTUAL COST RATES WERE USED FOR MONTHS UP TO 

AND INCLUDING APRIL. THE AVERAGE COST RATE FOR THE 

PERIOD FROM JANUARY THROUGH APRIL WAS USED AS THE 
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COST RATE FOR THE MONTHS, MAY THROUGH DECEMBER. 

THE COST RATES FOR BOTH THE CUSTOMER DEPOSITS AND 

INVESTMENT TAX CREDITS WERE COMPUTED ACCORDING TO 

COMMISSION RULES AND PROCEDURES. THE UNDERLYING 

DATA FOR CUSTOMER DEPOSITS WAS PROVIDED IN THE 

MINIMUM FILING REQUIREMENTS 

1993. 

MFR , FILED ON JULY 2, 

THE TESTIMONY AND EXHIBITS OF DR. BILLINGSLEY 

PROVIDE EVIDENCE THAT THE COMPANY'S CURRENT COST OF 

EQUITY IS IN THE RANGE OF 13.90% TO 14.29%. THE 

MIDPOINT OF THIS RANGE IS APPROXIMATELY 14.1%, WHICH 

IS STILL WITHIN THE PARAMETERS OF THE EXISTING 

INCENTIVE SHARING PLAN. 

WHAT IS THE COMPANY'S OVERALL COST OF CAPITAL? 

ON EXHIBIT WBK-4, I HAVE COMPUTED THE COMPANY'S 

OVERALL COST OF CAPITAL TO BE 9.32% BY COMBINING THE 

INDICATED 14.1% MIDPOINT OF THE RANGE OF COST OF 

EQUITY WITH THE APPROPRIATE CAPITAL STRUCTURE 

COMPONENTS AND THE VARIOUS OTHER COST COMPONENTS. 

- 21 - 



1 Q. DOES THAT CONCLUDE YOUR TESTIMONY? 
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3 A. YES, IT DOES. 
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FPSC EXHIBIT NUMBER 
FPSC DOCKET 9 2 0 2 6 0 - T r  
KECK EXHIBIT WBK-1 
AVERAGE CAPITAL STRUCTURE 
PAGE 1 OF 1 

BELLSOUTH TELECOMMUNICATIONS, INC. 
(D/B/A SOUTHElRN BELL TELEPHONE AND TELEGRAPH COMPANY) 

AVERAGE CAPITAL STRUCTURE 
Estimated Average 12 Months Endinq 12-31-93 

Amount Percent 
of Total 
33.19% 
5.69 Short-Term Debt 1,061,015 

Common Equity 11,387,442 61.12 

Long-Term Debt " 
TOTAL CAPITAL $18,633,596 100.00% 

ADJUSTED 1993 FLORIDA INTRASTATE CAPITAL STRUCTURE 

Amount Percent 
of Total 
25.97% 
4.45 Short-Term Debt 180,655 

Common Eouitv 1,940.538 47.83 

Long-Term Debt -*i 

Preferred Stock  0 0.00 
Customer Deposits 55,182 1.36 
Cost Free Capital 723,093 17.82 
Investment Tax Credits 104 , 223 2.57 

TOTAL CAPITAL $ 4,057,462 100.00% 



FPSC EXHIBIT NUMBER 
FPSC DOCKET 9 2 0 2 6 0 - T r  
KECK EXHIBIT WBK-2 
COST RATE FOR LONG-TERM 

PAGE 1 OF 1 
DEBT 

BELLSOUTH TELECOMMUNICATIONS, INC. 
(D/B/A SOUTHERN BELL TELEPHONE AND TELEGRAPH COMPANY) 

AVERAGE COST RATE FOR LONG-TERM DEBT 
Estimated Average 12 Months Ending 12-31-93 

Amount Annual cost 
Long-Term Debt ($000) Interest Rate 

Funded Debt $ 6,155,843 $ 495,297,000 8.05% 

Other Long-Term Debt 1,325 118,601 8.95 

Capital Leases 27,971 3,489,078 12.47 
c 

TOTAL LONG-TERM DEBT $ 6,185,139 $ 498,904,679 8.07% 

COST FOR LONG-TERM DEBT 
Estimated as of JULY 31, 1993 

Amount Annual cost 
Lonq-Term Debt ( $ 0 0 0 )  Interest Rate 

Funded Debt $ 6,223,604 $ 482,090,000 7.75% 

Other Long-Term Debt 1,321 118,240 8.95 

Capital Leases 27,918 3,522 , 751 12.62 

TOTAL LONG-TERM DEBT $ 6,252,843 $ 485,730,991 7.77% 



FPSC EXHIBIT NUMBER 
FPSC DOCKET 9 2 0 2 6 0 - T r  
KECK EXHIBIT WBK-3 
AVERAGE COST RATE FOR 

PAGE 1 OF 1 
SHORT-TERM DEBT 

BELbSOUTH TELECOMMUNICATIONS, INC. 

Estimated Average 12 Months Endinq 12-31-93 

(D/B/A 5OUTHBRN BELL TELEPHONE AND TELEGRAPH COMPANY) 
AVERAGE COST RATE FOR SHORT-TERM DEBT 

Short-Term Debt 
Amount Annual cost 
($000) Interest Rate 

Commercial Paper S 1,051,359 $ 33,027,127 3.22% 

Capital Leases 9,656 1,204,541 12.47 

TOTAL SHORT-TERM DEBT $ 1,061,015 $ 35,031,660 3.30% 
n 



FPSC EXHIBIT NUMBER 
FPSC DOCKET 9 2 0 2 6 0 - T r  ~ _ _ _  ._._. ~ 

KECK EXHIBIT WBK-4 
OVERALL COST OF CAPITAL 
PAGE 1 OF 1 

BELLSOUTH TELECOMMUNICATIONS, INC. 
(D/B/A SOUTHERN BELL TELEPHONE AND TELEGRAPH COMPANY) 

OVERALL COST OF CAPITAL 
Estimated Average 12 Months Endinq 12-31-93 

Amount Percent cost Wtd. 

Long-Term Debt 
Short-Term Debt 

of Total Rate cost 

180 ~ 655 4.45 3.30 -15 
25.97% 7.7f%Z;bZB 

~~ ~ ~ ~~~~~ ~ ~~~ ~~ ~~ ~~~~ 

Common Equity 1,940; 538 47.83 14.10 6.74 
Preferred Stock 0 0.00 0.00 0.00 
Customer Deposits 55,182 1.36 8.23 .ll 
Cost Free Capital 723,093 17.82 0.00 0.00 
Investment Tax Credits 104,223 2.57 11.87 .30 

TOTAL CAPITAL $ 4,057,462 100.00% 9.32% 
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2 5  

SOUTHERN BELL TELEPHONE AND TELEGRAPH COMPANY 

TESTIMONY OF JOSEPH P. LACHER 

BEFORE THE 

FLORIDA PUBLIC SERVICE COMMISSION 

IN 

DOCKET NO. 920260-TL 

JULY 2, 1993 

PLEASE STATE YOUR NAME AND POSITION WITH SOUTHERN 

BELL TELEPHONE AND TELEGRAPH COMPANY. 

I AM JOSEPH P. LACHER AND I AM SOUTHERN BELL'S 

PRESIDENT - FLORIDA. IN THIS CAPACITY, I HAVE 

OVERALL RESPONSIBILITY FOR SERVICE AND FINANCIAL 

RESULTS FOR BELLSOUTH TELECOMMUNICATIONS, INC., 

D/B/A SOUTHERN BELL TELEPHONE AND TELEGRAPH COMPANY 

("SOUTHERN BELL" OR THE "COMPANY") IN FLORIDA. 

PLEASE PROVIDE A BRIEF DESCRIPTION OF YOUR 

BACKGROUND. 

I GRADUATED FROM BELMONT ABBEY COLLEGE WITH A 

BACHELOR OF ARTS DEGREE IN 1967, RECEIVED AN MBA 

DEGREE FROM FAIRLEIGH DICKENSON UNIVERSITY IN 1978 
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AND WAS A SLOAN FELLOW AT THE MASSACHUSETTS 

INSTITUTE OF TECHNOLOGY IN 1984. I BEGAN MY CAREER 

WITH SOUTHERN BELL IN CHARLOTTE, NORTH CAROLINA IN 

1967 AND HAVE SINCE HELD VARIOUS POSITIONS OF 

INCREASING RESPONSIBILITY. I ASSUMED MY PRESENT 

POSITION IN SEPTEMBER OF 1990. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

THE FIRST SECTION OF MY TESTIMONY SUMMARIZES THE 

TESTIMONY SOUTHERN BELL HAS PRESENTED IN THIS 

PROCEEDING. IN ADDITION, I WILL ADDRESS OUR 

CORPORATE CULTURE AND ITS FOCUS ON CUSTOMER 

SERVICE. THE BALANCE OF MY TESTIMONY ADDRESSES 

SOME OF THE ISSUES IDENTIFIED IN THE NON-CONTACT 

SALES AND REPAIR INVESTIGATIONS. 

WHY HAS SOUTHERN BELL PROPOSED AN EXTENSION OF ITS 

CURRENT INCENTIVE SHARING PLAN IN THIS PROCEEDING? 

THE COMPANY'S TESTIMONY HAS DESCRIBED THE SUCCESS 

OF OUR CURRENT INCENTIVE SHARING PLAN IN TERMS OF 

THE BENEFITS OUR CUSTOMERS HAVE DERIVED FROM IT, 

E, NEW SERVICES, CUSTOMER SERVICE IMPROVEMENTS, 

AND IMPROVEMENTS IN EFFICIENCY WITHIN SOUTHERN 
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BELL. WE HAVE ALSO OUTLINED OUR PERSPECTIVE OF THE 

MANY CHANGES IN THE TELECOMMUNICATIONS INDUSTRY 

THAT HAVE OCCURRED OVER THE LAST FIVE YEARS AS WELL 

AS OUR EXPECTATIONS AS TO HOW THEY WILL CONTINUE. 

IT IS OUR BELIEF THAT THESE CHANGES SHOULD BE 

REFLECTED IN FURTHER ENHANCEMENTS TO FLORIDA'S 

REGULATORY STRUCTURE ONCE THIS COMMISSION HAS HAD 

THE OPPORTUNITY TO CONSIDER THE IMPLICATIONS OF 

THESE CHANGES. 

I BELIEVE THAT OUR TESTIMONY HAS DEMONSTRATED THAT 

SOUTHERN BELL HAS BEEN SUCCESSFUL UNDER OUR 

EXISTING PLAN AND THAT OUR CUSTOMERS AND OTHER 

STAKEHOLDERS HAVE BENEFITED. CONTINUATION FOR THE 

PRESENT OF THE CURRENT REGULATORY STRUCTURE FOR 

SOUTHERN BELL IS THE MOST BENEFICIAL COURSE FOR OUR 

CUSTOMERS, THE STATE OF FLORIDA, AND OUR COMPANY. 

PLEASE DESCRIBE HOW SOUTHERN BELL'S CORPORATE 

CULTURE HAS CHANGED UNDER ITS INCENTIVE SHARING 

PLAN. 

CORPORATE CULTURE CAN BE DEFINED AS THE BELIEFS AND 

VALUES OF A COMPANY THAT TRANSCEND LINES OF 

ORGANIZATION AND EXTEND THROUGHOUT THE ENTIRE 
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EMPLOYEE BASE. THESE BELIEFS AND VALUES HAVE A 

DRIVING IMPACT ON ATTITUDES AND DECISION MAKING, 

BOTH IMMEDIATE AND LONG TERM, REGARDLESS OF WHETHER 

THEY REPRESENT PERSONAL, DEPARTMENTAL OR CORPORATE 

ISSUES. 

AS DESCRIBED BY MR. DENTON, THE TELECOMMUNICATIONS 

MARKET HAS BECOME MUCH MORE COMPETITIVE OVER THE 

LAST FEW YEARS. THIS CHANGE IN OUR COMPETITIVE 

ENVIRONMENT FROM A REGULATED MONOPOLY TO THAT OF A 

REGULATED COMPETITIVE ENTERPRISE HAS REQUIRED THAT 

CHANGES OCCUR IN OUR CORPORATE CULTURE. OUR 

EMPLOYEES HAVE BECOME MORE AWARE OF THE COMPETITION 

OUR COMPANY FACES IN ALMOST EVERY SEGMENT OF THE 

TELECOMMUNICATIONS MARKET: COMPETITION FOR 

SWITCHING OR EQUIPMENT AT THE CUSTOMER'S LOCATION; 

FOR VERTICAL SERVICES AND FEATURES; AND FOR 

PHYSICAL TRANSPORT ACROSS THE NETWORK. THE 

COMPETITION HAS SHARPENED OUR FOCUS ON THE 

MARKETPLACE AND MADE US MORE ACUTELY AWARE THAT 

CUSTOMER SATISFACTION MUST BE THE PRIMARY GOAL OF 

OUR SERVICE EFFORTS. 

AT A CORPORATE LEVEL, A NECESSARY CHANGE TO OUR 

CULTURE HAS RESULTED IN A VARIETY OF NEW PROGRAMS 
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AND WAYS OF DOING BUSINESS. FOR EXAMPLE, WE HAVE 

IMPLEMENTED A NEW STATE PLANNING PROCESS, CALLED 

MARKET DRIVEN PLANNING (MDP), WHICH TAKES A 

COMPREHENSIVE APPROACH TO MARKET PLANNING. UNDER 

MDP, AN INTERDEPARTMENTAL PLANNING TEAM WORKS 

TOGETHER TO RECOMMEND CAPITAL AND RESOURCE 

ALLOCATIONS BASED ON THE KNOWN NEEDS OF OUR 

CUSTOMERS AND MARKET FORECASTS. 

ANOTHER EXAMPLE IS THE QUALITY INITIATIVE WHICH WAS 

INTRODUCED IN BELLSOUTH IN 1991. THIS PROGRAM 

INCLUDES TRAINING FOR EVERY BELLSOUTH EMPLOYEE AND 

ESTABLISHES A FRAMEWORK FOR IMPROVING WORK FLOWS 

AND FOR SOLVING PROBLEMS USING PRESCRIBED QUALITY 

TOOLS AND CONCEPTS. 

AS JUST ONE EXAMPLE OF THE RESULT OF THESE EFFORTS, 

A QUALITY TEAM EFFORT HAS RECOMMENDED A NEW MISSION 

FOR OUR DISTRICT OPERATIONS COUNCILS (DOC) WHICH 

WILL STRENGTHEN THEIR COMMITMENT TO CUSTOMER 

SATISFACTION. THE DOC STRUCTURE, WHICH AS BEEN IN 

PLACE FOR SEVERAL YEARS, PROVIDES A FRAMEWORK FOR 

LOCAL COORDINATION, PROBLEM SOLVING AND TEAMWORK. 

THE TEAM HAS RECOMMENDED THAT THESE 

INTERDEPARTMENTAL GROUPS ESTABLISH ENHANCED OVERALL 
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CUSTOMER SERVICE AS A PRIORITY OVER INDIVIDUAL 

DEPARTMENTAL OBJECTIVES. 

HOW HAVE THE CHANGES IN SOUTHERN BELL'S ENVIRONMENT 

BEEN COMMUNICATED TO YOUR EMPLOYEES AND WHAT 

RESULTS HAVE BEEN OBSERVED? 

IN 1988, "INCENTIVE REGULATION" WAS A NEW CONCEPT 

NOT ONLY TO MANY OF OUR EMPLOYEES, BUT TO MUCH OF 

THE INDUSTRY AS WELL. OUR EMPLOYEES NEEDED TO 

LEARN HOW TO RESPOND TO THE NEWLY COMPETITIVE 

ENVIRONMENT. TODAY COMPETITION IS PART OF OUR 

EVERYDAY VOCABULARY AND IS REFLECTED IN THE WAY WE 

DO BUSINESS. GROWTH IN EMPLOYEE RECOGNITION OF 

ISSUES CONCERNING OUR EARNINGS, COMPETITION, AND 

NATIONAL AND STATE TELECOMMUNICATIONS ACTIVITIES 

HAS OCCURRED. TODAY, THESE TOPICS MAKE UP A LARGE 

PART OF THE QUESTIONS EMPLOYEES ASK AT MEETINGS AND 

IN PUBLICATIONS. EVEN MORE IMPORTANTLY, OUR 

EMPLOYEES ARE REALIZING THAT THEY HAVE AN IMPACT ON 

THESE ISSUES. 

MUCH OF THIS AWARENESS HAS COME ABOUT THROUGH 

FOCUSED EFFORTS BY THE COMPANY TO EDUCATE THE 

ENTIRE EMPLOYEE BODY ABOUT THE RELATIONSHIP AMONG 
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DAY-TO-DAY ACTIVITIES, INCENTIVE REGULATION, AND 

SOUTHERN BELL'S SUCCESS IN A COMPETITIVE 

MARKETPLACE. FOR EXAMPLE, I FREQUENTLY MEET WITH 

OUR EMPLOYEES BOTH FORMALLY AND INFORMALLY TO 

DISCUSS THESE ISSUES. IN ADDITION, IN CONTACTS 

RANGING FROM EMPLOYEE FORUMS TO SOUTHERN BELL 

EMPLOYEE PUBLICATIONS, WE HAVE OPENLY DISCUSSED 

THESE ISSUES, THEIR IMPACT ON OUR BUSINESS AND WHAT 

THEY MEAN TO EACH INDIVIDUAL EMPLOYEE. 

ONE ASPECT OF THE DYNAMIC CHANGE IN OUR CULTURE IS 

THAT THIS COMMUNICATION IS NOT JUST "TOP-DOWN." 

PROGRAMS LIKE THE EMPLOYEE SUGGESTION PLAN, 

SELF-MANAGED WORK GROUPS, AND PARTICIPATIVE 

MANAGEMENT ALLOW IDEAS TO FLOW BOTH WAYS. WE ARE 

ALSO IMPLEMENTING THE PEER PROGRAM TO PROVIDE 

SUBORDINATE FEEDBACK TO OUR MANAGERS. WHILE THESE 

PROGRAMS ARE NOT UNIQUE TO FLORIDA'S SOUTHERN BELL 

OPERATIONS, OUR FLORIDA TEAM IS ENHANCING THIS 

ENVIRONMENT BY PURSUING A PHILOSOPHY OF "DON'T 

SHOOT THE MESSENGER" AND "CHALLENGE UP." 

23 Q. PLEASE DISCUSS SOUTHERN BELL'S EARNINGS UNDER ITS 

24 CURRENT INCENTIVE SHARING PLAN. 

25 
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AS DISCUSSED BY MR. DENTON AND MR. REID, SOUTHERN 

BELL HAS MAINTAINED EARNINGS WITHIN THE AUTHORIZED 

RANGE DURING THE PLAN PERIOD. THESE RESULTS ARE IN 

SPITE OF OPTIMISTIC FORECASTS, INCREASED 

COMPETITION FROM TRADITIONAL AND NEW PROVIDERS, 

SEPARATIONS CHANGES AND A SEVERE ECONOMIC DOWNTURN. 

WHAT HAVE BEEN THE MOST SIGNIFICANT REASONS FOR 

THESE EARNINGS RESULTS? 

AS MR. DENTON EXPLAINED IN DETAIL IN HIS 

TESTIMONY, SOUTHERN BELL'S ABILITY TO MANAGE 

EXPENSES AND DEVELOP NEW SERVICES HAS BEEN KEY TO 

OUR EARNINGS UNDER THE RATE STABILIZATION PLAN. 

OUR EMPLOYEES HAVE LEARNED THAT, IN A COMPETITIVE 

ENVIRONMENT, THE MARKET DETERMINES PRICE AND WE 

MUST CUT OUR COSTS IF WE ARE TO PRICE TO MEET THE 

COMPETITION. INDEED, AS STATED BY DOD/FEA'S WITNESS 

KING IN THE FEBRUARY 1992 HEARING BEFORE THIS 

COMMISSION: 

WHAT I'M SUGGESTING IS THAT INCENTIVE 

REGULATION HAS DONE ITS JOB. IT HAS 

ENCOURAGED THE COMPANY TO MAINTAIN A HIGH 

RATE OF RETURN IN THE FACE OF A 

-8- 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 Q. 

11 

12 

13 

14 A. 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

RECESSION. AND THAT IS (A) DEMONSTRATION 

OF THE BENEFIT OF INCENTIVE REGULATION. 

FURTHERMORE, AS EXPLAINED BY MR. REID IN HIS 

TESTIMONY, OUR EARNINGS HAVE NOT JUST RESULTED FROM 

THE INTRODUCTION OF NEW SERVICES AND THE AVOIDANCE 

OF REVENUE LOSSES. TO THE CONTRARY, WE HAVE 

REDUCED ANNUAL EXPENSES BY $87 MILLION. 

WHAT EFFECT HAS THE CURRENT INCENTIVE SHARING PLAN 

HAD ON THE LEVEL OF SERVICE THAT SOUTHERN BELL 

PROVIDES TO ITS CUSTOMERS? 

DURING THE TERM OF THE INCENTIVE SHARING PLAN, 

SOUTHERN BELL HAS CONTINUED TO PROVIDE A HIGH LEVEL 

OF SERVICE TO ITS CUSTOMERS. 

IT WAS A CONCERN OF SOME PARTIES THAT THE INCENTIVE 

SHARING PLAN WOULD CAUSE SOUTHERN BELL TO REDUCE 

OPERATIONAL EXPENSES AND THEREBY ADVERSELY AFFECT 

THE QUALITY OF SERVICE. HOWEVER, THIS COMMISSION 

CONCLUDED IN ITS 1991 MANAGEMENT REVIEW OF SOUTHERN 

BELL-FLORIDA THAT "CONCERNS RELATED TO OVER 

EMPHASIS ON COST CONTROL ARE NOT CURRENTLY A 

PROBLEM". THE REVIEW FURTHER STATED THAT "WE HAVE 
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CONCLUDED THAT EMPHASIS IS NOT ONLY BEING PLACED ON 

NETWORK OPERATIONS COST, BUT ON SERVICE QUALITY AND 

EMPLOYEE MORALE RELATED ISSUES ALSO". 

HAS THE COMPANY TAKEN ANY OTHER STEPS TO EMPHASIZE 

CUSTOMER SERVICE? 

YES. WE HAVE TO SUSTAIN OUR TRADITIONAL CORPORATE 

VALUES WHICH HAVE SERVED US WELL WHILE CHANGING TO 

RESPOND TO THE GROWING COMPETITION IN OUR INDUSTRY. 

THUS, WE HAVE ADOPTED A GOAL OF ACHIEVING AND 

MAINTAINING A LEVEL OF CUSTOMER SERVICE WHERE ALL 

OF OUR CUSTOMERS' EXPERIENCES ARE POSITIVE. THIS 

APPROACH MOVES BEYOND SIMPLY A ''SATISFIED'' OR 

"NEUTRAL" CUSTOMER PERCEPTION TO A LEVEL WHERE WE 

GIVE CUSTOMERS MORE THAN THEY EXPECT IN CUSTOMER 

SERVICE. OUR GOAL IS TO "DELIGHT" EACH CUSTOMER. 

THIS WILL PROVIDE SOUTHERN BELL WITH A COMPETITIVE 

EDGE BY DEVELOPING ENHANCED CUSTOMER LOYALTY. 

WHAT ABOUT THE SUGGESTION BY A FEW THAT THE CURRENT 

PLAN HAS LED TO EMPLOYEE BEHAVIOR THAT IS NOT IN 

THE CONSUMERS' INTEREST? 

IT IS A SUGGESTION WITH NO SUBSTANCE. THE 
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2 5  

TESTIMONY WHICH WE WILL PRESENT IN THE FOLLOWING 

PORTION OF THIS HEARING CLEARLY SUBSTANTIATES THAT 

SUCH ALLEGATIONS DISREGARD THE FACTS. THE MOST 

PUBLICIZED EVENT, INVOLVING UNAUTHORIZED SALES, 

INVOLVED ONLY A FEW INDIVIDUALS WHO VIOLATED 

COMPANY POLICY IN AN EFFORT TO CHEAT BOTH OUR 

CUSTOMERS AND THE COMPANY. 

WHAT HAS NOT BEEN REPORTED CLEARLY IS THE FACT THAT 

SOUTHERN BELL EMPLOYEES IDENTIFIED THE PROBLEM AND 

WENT TO EXTRAORDINARY LENGTHS TO FIND THE CUSTOMERS 

INVOLVED AND REFUND THEIR MONEY WITH INTEREST. THE 

APPROPRIATE LEGAL AUTHORITIES WERE NOTIFIED AND ALL 

THOSE INVOLVED IN MISCONDUCT WERE SEVERELY 

DISCIPLINED. THE PRIMARY FOCUS OF OUR OTHER 18,000 

EMPLOYEES WAS SQUARELY ON SEEING THAT OUR CUSTOMERS 

WERE TREATED FAIRLY. 

FURTHERMORE, THE CHANGE IN OUR CORPORATE CULTURE 

THAT FOCUSES ATTENTION MORE SPECIFICALLY ON 

INDIVIDUAL CUSTOMER NEEDS HELPED US TO IDENTIFY AND 

DEAL WITH THE OTHER HIGHLY PUBLICIZED INCIDENT 

INVOLVING TROUBLE REPORTS. THUS, RATHER THAN 

CAUSING PROBLEMS, INCENTIVE REGULATION HAS HELPED 

FOSTER AN ENVIRONMENT FOR IDENTIFYING AND 
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CORRECTING THEM. TO SUGGEST THAT THE MISCONDUCT OF 

A FEW SHOULD BESMIRCH THE REPUTATION OF THE TENS OF 

THOUSANDS OF FINE MEN AND WOMEN OF SOUTHERN BELL IS 

NOT ONLY MISGUIDED, IT IS FACTUALLY WRONG. TO TIE 

SUCH ACTS TO INCENTIVE REGULATION IS EQUALLY 

ABSURD. 

WHAT OTHER STEPS HAS SOUTHERN BELL TAKEN TO PROVIDE 

IMPROVED SERVICE TO ITS SUBSCRIBERS? 

WITH THE SUPPORT OF THIS COMMISSION, SOUTHERN BELL 

HAS BEEN DEVELOPING A TELECOMMUNICATIONS 

INFRASTRUCTURE IN FLORIDA WHICH IS FEATURE-RICH, 

ROBUST, AND SELF-ADJUSTING. BY FEATURE-RICH, I 

MEAN AN INFRASTRUCTURE WHICH IS NOT ONLY CAPABLE OF 

PROVIDING THE INFORMATION AGE SERVICES DEMANDED BY 

BUSINESS CUSTOMERS, BUT ONE WHICH ALSO DELIVERS AN 

ARRAY OF NEW SERVICES TO RESIDENCE AND SMALL 

BUSINESS CUSTOMERS AT AN AFFORDABLE PRICE. A 

ROBUST NETWORK IS ONE WHICH IS CAPABLE OF KEEPING 

UP WITH THE RAPID PACE OF TECHNOLOGICAL EVOLUTION 

IN OUR INDUSTRY. FINALLY, A SELF-ADJUSTING NETWORK 

AUTOMATICALLY PROTECTS AGAINST THE DEGRADATION OR 

INTERRUPTION OF THE SERVICES ON WHICH OUR CUSTOMERS 

RELY. 
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THE BENEFITS OF SUCH A NETWORK AND THE CUSTOMER 

FOCUS OF OUR EMPLOYEES WERE DEMONSTRATED DURING AND 

AFTER HURRICANE ANDREW WHEN SOUTHERN BELL'S NETWORK 

SURVIVED, THEREBY ALLOWING US TO SERVE OUR 

CUSTOMERS DURING THIS DISASTER AND PROVIDE THEM 

WITH A LINK TO THE OUTSIDE WORLD. 

HAVE THE INVESTMENTS SOUTHERN BELL HAS MADE TO 

PROVIDE ITS CUSTOMERS WITH THIS ENHANCED NETWORK 

PROVIDED ANY OTHER BENEFITS TO THE CITIZENS OF 

FLORIDA? 

YES. IN ADDITION TO THE CUSTOMER BENEFITS 

DESCRIBED BY OTHER WITNESSES, SOUTHERN BELL'S 

INVESTMENT IN FLORIDA HAS HAD AN IMPACT ON THE 

STATE'S ECONOMIC DEVELOPMENT WHICH TRANSCENDS THE 

COMPANY'S DIRECT INVESTMENT. THIS IS OFTEN 

REFERRED TO AS THE "MULTIPLIER EFFECT." 

ONE CALCULATION OF THIS EFFECT IS DESCRIBED IN THE 

FLORIDA DEPARTMENT OF COMMERCE'S REPORT ENTITLED 

"THE IMPACT OF TELEPHONE COMPANIES' PROVISION OF 

TELEPHONE SERVICE (LOCAL AND LONG DISTANCE) ON 

FLORIDA'S ECONOMY IN 1990". THIS REPORT IDENTIFIES 
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SPECIFIC MULTIPLIERS FOR FLORIDA'S 

TELECOMMUNICATIONS INDUSTRY WHICH INDICATE THAT A 

$1 MILLION INCREASE IN REVENUE WILL YIELD A $1.57 

MILLION INCREASE IN SALES THROUGHOUT THE STATE. 

OTHER MULTIPLIERS CITED IN THE REPORT REFLECT THIS 

AS A $.44 MILLION INCREASE IN HOUSEHOLD EARNINGS OR 

AS THE CREATION OF 18.9 JOBS. 

WHY IS THIS IMPORTANT TO THE STATE? 

AT SOUTHERN BELL WE BELIEVE THAT NO FLORIDIAN 

SHOULD EVER LOSE A JOB OR THE PROSPECT OF A JOB 

BECAUSE OF A LACK OF THE MOST SOPHISTICATED 

TELECOMMUNICATIONS SERVICES. AN ILLUSTRATION OF 

THIS POINT IS A COMPARISON OF A 1987 AND A 1992 

SURVEY BY AREA DEVELOPMENT MAGAZINE OF THE TOP TEN 

REASONS WHY BUSINESSES CHOOSE A STATE. FIVE YEARS 

AGO, TELECOMMUNICATIONS WAS NOT ON THE LIST. TODAY 

IT IS. ANOTHER DRAMATIC ILLUSTRATION IS THE 

PREDICTION IN THIS SAME STUDY THAT WHEN AN ENHANCED 

NETWORK IS UNIVERSAL, TELECOMMUNICATIONS WILL DROP 

FROM THE LIST. THIS EMPHASIZES THE ABILITY OF A 

SEAMLESS, PUBLIC TELECOMMUNICATIONS NETWORK TO 

REMOVE ECONOMIC BARRIERS TO DEVELOPMENT OF RURAL 

AREAS. IT ALSO HIGHLIGHTS THE DANGER TO A STATE OF 

P 
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1 FALLING BEHIND IN THE DEPLOYMENT OF TECHNOLOGY. 

2 

3 CONTINUATION OF THE INCENTIVE SHARING PLAN WILL 

4 ALLOW SOUTHERN BELL TO CONTINUE TO INVEST IN 

5 FLORIDA AND THUS HELP STRENGTHEN THE FLORIDA 

6 ECONOMY AND GIVE OUR STATE A COMPETITIVE ADVANTAGE. 

I 

8 Q. PLEASE SUMMARIZE THIS PORTION OF YOUR TESTIMONY. 

9 

10 A. MY TESTIMONY WITH REGARD TO INCENTIVE REGULATION 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

HAS FOCUSED ON OUR CUSTOMERS IN FLORIDA 

AND ON THE CHANGING ENVIRONMENT IN WHICH WE LIVE. 

OUR CURRENT PLAN, WHICH SHOULD NOT BE THE FINAL 

STEP OF THE REGULATORY EVOLUTION, BENEFITS OUR 

CUSTOMERS, PROVIDES SOME OF THE APPROPRIATE 

INCENTIVES FOR SOUTHERN BELL AND CONTINUES TO 

POSITION FLORIDA FOR THE FUTURE. THE EVIDENCE I 

HAVE PRESENTED DESCRIBES THE CORPORATE CULTURE 

CHANGES THAT HAVE OCCURRED IN OUR EMPLOYEE BODY AND 

HOW THOSE CHANGES HAVE FOSTERED A HEIGHTENED 

AWARENESS OF THE NEED BOTH FOR COST CONTAINMENT AND 

EXCELLENT CUSTOMER SERVICE. FURTHER, THIS EVIDENCE 

PROVIDES AN UNDERSTANDING OF HOW THIS HELPS 

SOUTHERN BELL TO REMAIN A VIABLE COMPETITOR IN THE 

MARKETPLACE. 
P 
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OUR EARNINGS HAVE NOT FALLEN BELOW THE FLOOR OF THE 

PLAN EVEN DURING A VERY DIFFICULT RECESSIONARY 

PERIOD, FROM WHICH WE, LIKE THE REST OF THE STATE 

OF FLORIDA, ARE BEGINNING TO RECOVER. IN SPITE OF 

THIS DIFFICULTY, WE HAVE CONTINUED OUR EFFORTS TO 

STIMULATE ECONOMIC DEVELOPMENT TO THE BENEFIT OF 

BOTH THE STATE OF FLORIDA AND OUR CITIZENS. 

SOUTHERN BELL HAS ALSO CONTINUED TO EMPHASIZE 

CUSTOMER SATISFACTION AS THE KEY TO OUR SUCCESS IN 

A RAPIDLY EVOLVING COMPETITIVE AND TECHNOLOGICAL 

ENVIRONMENT. 

IN SUM, THIS PORTION OF MY TESTIMONY HAS SHOWN THE 

BENEFITS THAT WE AND OUR CUSTOMERS HAVE DERIVED 

FROM THE INCENTIVE REGULATION PLAN AND WHY IT IS 

APPROPRIATE FOR THIS COMMISSION TO EXTEND THAT 

PLAN. 

MR. LACHER, CAN YOU TELL THE COMMISSION WHY YOU, AS 

THE PRESIDENT OF SOUTHERN BELL - FLORIDA, ARE 
TESTIFYING TODAY CONCERNING THE SALES AND REPAIR 

PROBLEMS THE COMPANY EXPERIENCED? 
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YES. AS THE OFFICER RESPONSIBLE FOR THE COMPANY'S 

OPERATIONS IN FLORIDA I BELIEVE IT IS MY DUTY TO 

EXPLAIN TO YOU THESE MATTERS SINCE THEY STRIKE AT 

THE HEART OF OUR REPUTATION IN THIS STATE. CERTAIN 

INAPPROPRIATE ACTIONS OCCURRED PRIOR TO SEPTEMBER, 

1990. THESE WERE ACTIONS THAT ALL OF US AT 

SOUTHERN BELL REGRET. THESE MATTERS CONCERNED THE 

CONDUCT OF SOME INDIVIDUALS AND THEIR HANDLING OF 

SALES AND TROUBLE REPORT ACTIVITIES. AS A 

CONSEQUENCE OF OUR ADDRESSING THESE PROBLEMS, WE 

HAVE BEEN ACCUSED OF BEING A COMPANY THAT HAS, 

THROUGH MISMANAGEMENT OR OTHERWISE, ABUSED OUR 

SUBSCRIBERS. WHILE I WILL NOT DENY THAT A FEW OF 

OUR MORE THAN 18,000 EMPLOYEES IN THIS STATE HAVE 

ENGAGED IN CONDUCT THAT IS REPREHENSIBLE TO MY 

FELLOW EMPLOYEES AND ME, THIS PROCEEDING HAS CAST A 

SHADOW OVER ALL OF US. THAT IS UNFAIR AND 

UNWARRANTED BY THE FACTS. 

IMPORTANTLY, WERE WE THE KIND OF COMPANY WHICH 

WOULD CONDONE THIS CONDUCT OR TO COVER IT UP, THERE 

WOULD BE NO HEARING TODAY. SPECIFICALLY, I WANT 

THIS COMMISSION TO UNDERSTAND THAT IT WAS MY FELLOW 

EMPLOYEES WHO FOUND THAT WE HAD POTENTIAL PROBLEMS 

IN OUR NON-CONTACT SALES PROGRAHS. IT WAS OUR 
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COMPANY THAT BROUGHT THIS ISSUE TO THE U.S. 

ATTORNEY IN TAMPA AS WELL AS TO THE FLORIDA 

ATTORNEY GENERAL AND TO THIS COMMISSION. 

SIMILARLY, IT WAS SOUTHERN BELL THAT FIRST 

DISCOVERED PROBLEMS IN OUR REPAIR AND TROUBLE 

REPORTING OPERATIONS, NOT ANY OUTSIDE ENTITY. 

FURTHERMORE, THROUGHOUT THIS DIFFICULT TIME OUR 

FOCUS HAS BEEN ON MAKING THINGS RIGHT WITH OUR 

CUSTOMERS. 

WHAT IS MOST IMPORTANT, AND INVARIABLY OVERLOOKED 

BY THE PARTIES WHO SEEM INTENT ON BRANDING ALL OF 

SOUTHERN BELL WITH THE SHORTCOMINGS OF A FEW 

INDIVIDUALS, IS THAT THE PRIMARY SOURCE OF THESE 

PARTIES' ALLEGATIONS WAS EMPLOYEES TERMINATED FOR 

THE VERY ACTS THAT WE ARE BEING ACCUSED OF 

FOSTERING AND THEN IGNORING. THE FACT THAT 

SOUTHERN BELL TOOK SWIFT AND DECISIVE DISCIPLINARY 

ACTION, IN AND OF ITSELF, DEMONSTRATES THE 

COMPANY'S EMPHASIS ON ETHICAL CONDUCT BY ITS 

EMPLOYEES. 

IT IS IRONIC THAT IF WE HAD NOT TERMINATED THOSE 

FORMER EMPLOYEES, OR IF WE H A D  GIVEN IN TO THEIR 

THINLY VEILED THREATS WHEN THEY SOUGHT 

-18- 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

2 2  

2 3  

24  

REINSTATEMENT, SOUTHERN BELL COULD HAVE AVOIDED 

THIS ENTIRE PROCEEDING. INSTEAD, SOUTHERN BELL DID 

THE RIGHT THING, IT ACTED WITH INTEGRITY AND DID 

WHAT IT KNEW TO BE RIGHT AND PROPER. 

NOW, ALMOST THREE YEARS LATER, ONE PARTY HAS 

SUGGESTED THAT WE BE PENALIZED MILLIONS OF DOLLARS 

IN THIS PROCEEDING. I BELIEVE, HOWEVER, THAT THE 

FACTS WILL SUPPORT THE CONCLUSION THAT NO PENALTY 

IS WARRANTED. AS I WILL DEMONSTRATE, SOUTHERN BELL 

HAS ALREADY BEEN PENALIZED. WE HAVE REFUNDED TO 

OUR SUBSCRIBERS SUMS IN EXCESS OF ANY ACTUAL 

DAMAGES THAT THEY MAY HAVE SUFFERED IN ORDER TO 

ENSURE THAT OUR CUSTOMERS HAVE BEEN FULLY 

COMPENSATED. WE HAVE ENSURED THAT ALL OF THESE 

SUMS, AS WELL AS ANY ASSOCIATED INCREMENTAL COSTS, 

HAVE BEEN BORNE BY THE COMPANY AND NOT BY OUR 

CUSTOMERS. EACH OF US HAS FELT PERSONALLY THE 

PENALTY OF LOST CUSTOMER CONFIDENCE. THE 

SUGGESTION THAT WE SHOULD BE PENALIZED FURTHER FOR 

HAVING COME FORWARD IS WRONG. IT COULD ACTUALLY 

DETER OUR CONTINUING EFFORTS TO ENCOURAGE PROPER 

CONDUCT. 

25 Q. CAN YOU ELABORATE ON YOUR LAST POINT REGARDING 
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FUTURE CONDUCT? 

YES. THIS POINT ALSO TOUCHES ON THE PENALTY THAT 

HAS BEEN SUGGESTED. IF THIS COMMISSION WANTS TO 

ENCOURAGE COMPANIES TO COME FORWARD AND TO CORRECT 

PROBLEMS WHEN THEY FIND THEM, NOTHING COULD HAVE A 

MORE ADVERSE IMPACT THAN PENALIZING US. WE ARE AN 

ETHICAL COMPANY THAT IS CUSTOMER FOCUSED. TO 

PENALIZE US FOR BEING FORTHRIGHT IN CORRECTING OUR 

PROBLEMS WOULD SEND A CLEAR SIGNAL TO THE INDUSTRY 

THAT THE BEST WAY TO AVOID A PENALTY IS TO IGNORE 

OR CONCEAL ANY PROBLEM THAT MAY BE FOUND. 

WHILE A PENALTY MAY TEND TO DISCOURAGE 

INAPPROPRIATE CONDUCT, IT IS DIFFICULT TO IMAGINE 

ANYTHING HAVING A MORE ADVERSE IMPACT THAN WHAT WE 

HAVE ENDURED. THE IMPOSITION OF ANY ADDITIONAL 

PENALTY WOULD BE COUNTER PRODUCTIVE. OTHER 

WITNESSES THAT WILL APPEAR WITH ME CAN SHARE WITH 

YOU THE EFFECT THAT THE EVENTS OF THE PAST TWO 

YEARS HAVE HAD ON THE MORALE OF OUR EMPLOYEES. ALL 

OF US HAVE BEEN PUNISHED BY THESE EVENTS. 

CAN YOU BRIEFLY DESCRIBE THE BALANCE OF YOUR 

TESTIMONY? 
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SPECIFIC PROBLEMS THAT WE DISCOVERED IN CONNECTION 

WITH WHAT WE REFERRED TO AS OUR NON-CONTACT SALES 

PROGRAM AND WITH OUR TROUBLE REPAIR OPERATIONS. I 

WILL DESCRIBE IN MORE DETAIL FOR THE COMMISSION 

WHAT OCCURRED, HOW IT WAS DISCOVERED, AND WHAT WE 

DID TO CORRECT THE PROBLEMS WE FOUND. I WILL ALSO 

DESCRIBE HOW THE COMPANY HAS MORE THAN REIMBURSED 

ITS CUSTOMERS FOR ANY REFUNDS TO WHICH THEY WERE 

ENTITLED. IN THIS REGARD, I WILL DISCUSS THE 

COMPANY'S SETTLEMENT OF AN INVESTIGATION BY THE 

OFFICE OF STATEWIDE PROSECUTION IN CONNECTION WITH 

OUR NON-CONTACT SALES PROGRAM AND OUR REPAIR AND 

TROUBLE REPORTING OPERATIONS. IMPORTANTLY, MY 

TESTIMONY WILL DEMONSTRATE THAT THE COMPANY'S 

CONTROLS AND MANAGEMENT OF THESE PROBLEMS WERE 

REASONABLE. I WILL ALSO DEMONSTRATE THAT INCENTIVE 

REGULATION WAS NOT THE CAUSE OF ANY OF THESE 

ISSUES. FINALLY, AS I HAVE ALREADY BRIEFLY 

DISCUSSED, I WILL SHOW WHY THIS COMMISSION SHOULD 

NOT PENALIZE SOUTHERN BELL FOR ALLEGED 

MISMANAGEMENT OR FOR ANY PURPORTED VIOLATIONS OF 

THE COMMISSION'S RULES OR OF ANY FLORIDA STATUTES. 
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1 Q. CAN YOU DESCRIBE WHAT CONSTITUTED A NON-CONTACT 

2 SALE? 

3 

4 A. YES. THE TERM REFERS TO SALES THAT WERE MADE BY 
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EMPLOYEES WHO WERE NOT EXPECTED TO SELL THE 

COMPANY'S SERVICES AS A REGULAR PART OF THEIR 

ACTIVITIES. A GOOD ILLUSTRATION WOULD BE A SERVICE 

TECHNICIAN WHO IS AN EMPLOYEE DISPATCHED TO INSTALL 

NEW SERVICE OR REPAIR A TELEPHONE LINE THAT IS OUT 

OF SERVICE. THE EMPLOYEE'S PRIMARY FUNCTION IS TO 

INSTALL OR REPAIR TELEPHONE SERVICE, NOT TO SELL 

SERVICES. HOWEVER, AS CAN BE EXPECTED, AN EMPLOYEE 

DOING THIS TYPE OF WORK DOES HAVE OPPORTUNITIES TO 

SELL THE COMPANY'S OPTIONAL SERVICES, E., CALL 

WAITING OR INSIDE WIRE MAINTENANCE PLANS. WHEN HE 

OR SHE DID MAKE SUCH A SALE, IT WAS RECORDED AS A 

NON-CONTACT SALE. THIS IS IN CONTRAST TO SALES 

MADE BY OUR CUSTOMER SERVICE REPRESENTATIVES, WHO 

MAKE SALES DURING THEIR ROUTINE CONTACTS WITH 

CUSTOMERS. THESE ARE CALLED CONTACT SALES. 

22 Q. CAN YOU PROVIDE A BRIEF DESCRIPTION OF WHAT 

23 OCCURRED IN CONNECTION WITH THE NON-CONTACT SALES 

24 INVESTIGATION? 

25 
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YES. DURING JUNE OF 1990, SEVERAL CUSTOMER SERVICE 

REPRESENTATIVES IN OUR BROOKSVILLE OFFICE RECEIVED 

COMPLAINTS FROM CUSTOMERS WHO STATED THAT THEY WERE 

BEING CHARGED FOR SERVICES THEY HAD NOT ORDERED. 

SINCE THESE SALES HAD BEEN MADE BY NETWORK 

EMPLOYEES, THE OPERATIONS MANAGER SUPERVISING THE 

CUSTOMER SERVICE REPRESENTATIVES CONTACTED HIS 

COUNTERPART IN THE NETWORK ORGANIZATION. THE 

NETWORK OPERATIONS MANAGER, IN TURN, CONTACTED OUR 

SECURITY DEPARTMENT AND REQUESTED AN INVESTIGATION 

OF THE MATTER. A SECURITY INVESTIGATION WAS 

CONDUCTED WHEREBY IT WAS DETERMINED THAT TWO 

EMPLOYEES OF THE COMPANY, LOCATED IN THE ORLANDO 

AREA, HAD BEEN ADDING UNORDERED SERVICES TO OUR 

CUSTOMERS' BILLS. 

WHAT HAPPENED AFTER THIS DISCOVERY WAS MADE? 

THE LEGAL DEPARTMENT WAS ASKED TO COORDINATE A 

FURTHER INVESTIGATION TO DETERMINE THE EXTENT OF 

THE PROBLEM. THE LEGAL DEPARTMENT REQUESTED THE 

ASSISTANCE OF THE INTERNAL AUDITING AND SECURITY 

DEPARTMENTS IN THIS EFFORT. THE COMPANY ALSO 

CONTACTED THE U.S. ATTORNEY FOR THE MIDDLE DISTRICT 

OF FLORIDA, THE FLORIDA ATTORNEY GENERAL'S OFFICE, 
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AND THIS COMMISSION TO NOTIFY THEM OF THE COMPANY'S 

DISCOVERY THAT TWO OF ITS EMPLOYEES HAD BEEN ADDING 

SERVICES TO OUR CUSTOMERS' BILLS WITHOUT 

AUTHORIZATION TO DO SO. 

HOW WAS THE COMPANY'S INVESTIGATION CONDUCTED? 

THE INTERNAL AUDITING DEPARTMENT REVIEWED THE 

RESULTS OF ALL NON-CONTACT SALES ACTIVITY IN 

FLORIDA. THE PURPOSE OF THIS REVIEW WAS TO 

IDENTIFY EMPLOYEES WITH RELATIVELY HIGH NUMBERS OF 

NON-CONTACT SALES. ONCE THIS WAS COMPLETED, LISTS 

OF CUSTOMERS WHO HAD BEEN SOLD SERVICES BY THE 

EMPLOYEES IDENTIFIED BY INTERNAL AUDITING WERE 

COMPILED. OUR DIRECT MARKETING CENTER THEN 

CONTACTED A NUMBER OF THOSE CUSTOMERS TO SEE 

WHETHER ANY PATTERN EXISTED THAT MIGHT INDICATE A 

PROBLEM. IN CONJUNCTION WITH THIS EFFORT, THE 

SECURITY DEPARTMENT CONDUCTED FURTHER INTERVIEWS 

REGARDING NON-CONTACT SALES. 
... L I  

22 Q. WHAT WAS THE RESULT OF THE COMPANY'S ACTIVITIES 

23 THAT YOU HAVE JUST DESCRIBED? 

24 

25 A. WE DETERMINED THAT, IN ADDITION TO THE TWO 
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EMPLOYEES IN ORLANDO WHOM I PREVIOUSLY DESCRIBED, 

AN EMPLOYEE IN WEST PALM BEACH APPEARED TO HAVE 

DONE ESSENTIALLY THE SAME THING, =, ADDED 
SERVICES TO CUSTOMERS' BILLS WITHOUT AUTHORIZATION. 

WHAT HAPPENED TO THESE THREE EMPLOYEES? 

THEY WERE DISCHARGED. IN ADDITION, TWO MANAGERS, 

IN EACH INSTANCE A PERSON THAT HAD BEEN EITHER THE 

IMMEDIATE SUPERVISOR OR A SECOND LEVEL MANAGER OF 

THE TERMINATED EMPLOYEES, WERE FIRED. 

WERE ANY OTHER EMPLOYEES DISCIPLINED AS A RESULT OF 

THE NON-CONTACT SALES INVESTIGATIONS? 

YES. WE DISCIPLINED ANOTHER 14 EMPLOYEES WHO 

EITHER HAD INFORMATION WHICH SHOULD HAVE ALERTED 

THEM TO THE EXISTENCE OF A PROBLEM OR WHO COULD 

HAVE, IN THE CAREFUL EXERCISE OF THEIR 

RESPONSIBILITIES, DISCOVERED THIS PROBLEM EARLIER 

THAN IT WAS. THE EMPLOYEES IN THE LATTER GROUP 

WERE DISCIPLINED NOT BECAUSE THEY HAD ANY ACTUAL 

NOTICE OF THE IMPROPER ACTIVITIES, BUT BECAUSE 

THESE ACTIVITIES OCCURRED "ON THEIR WATCH" AND THUS 

WHILE THEY WERE IN A REASONABLE POSITION TO LEARN 
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OF AND STOP THEM. 

WHAT KINDS OF SERVICES DID THE TERMINATED EMPLOYEES 

ADD TO THE BILLS OF SOUTHERN BELL'S CUSTOMERS? 

AT ONE TIME A CUSTOMER COULD BUY EITHER THE TROUBLE 

ISOLATION PLAN (TIP) OR THE INSIDE WIRE MAINTENANCE 

(IWM) PLAN SEPARATELY. LATER, ALL THAT WAS 

AVAILABLE FOR NEW CUSTOMERS WAS A COMBINED PLAN 

WHICH INCLUDED BOTH SERVICES. THE TERMINATED 

EMPLOYEES WERE ADDING TIP WHERE THE CUSTOMER HAD 

IWM AND VICE VERSA. IN LIMITED INSTANCES THEY 

ADDED THE COMBINED PLAN. 

CAN YOU EXPLAIN WHAT THE COMPANY DID FOR ITS 

CUSTOMERS ONCE IT DISCOVERED THAT THESE EMPLOYEES 

HAD ADDED SERVICES TO CUSTOMERS' BILLS? 

SEVERAL THINGS HAPPENED. FIRST, WE IDENTIFIED 

EVERY CUSTOMER WHOSE BILL CONTAINED SERVICES ADDED 

BY THE THREE EMPLOYEES I MENTIONED. OF THE THREE 

EMPLOYEES, ONE ADMITTED THAT ALL OF HIS SALES WERE 

IMPROPER, ANOTHER CLAIMED THAT ONE-FOURTH OF HER 

SALES WERE LEGITIMATE AND THE LAST EMPLOYEE DENIED 

ANY WRONGDOING AT ALL. WE ALSO FOUND THAT THE 
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SALES CODE OF A FOURTH EMPLOYEE, UNBEKNOWNST TO 

HIM, HAD BEEN CREDITED WITH IMPROPER SALES, 

PROBABLY BY ONE OF THE THREE EMPLOYEES WHO WERE 

FIRED. NOTWITHSTANDING ASSERTIONS THAT SOME OF THE 

SALES WERE PROPER, WE SENT LETTERS EXPLAINING WHAT 

HAD HAPPENED TO EACH OF THE CUSTOMERS THAT WE 

IDENTIFIED AND PROVIDED EACH OF THEM WITH A FULL 

REFUND, PLUS INTEREST, OF THE MONEY THAT THEY HAD 

PAID FOR THE SERVICES THAT HAD BEEN ADDED. WE DID 

THIS WITHOUT REGARD TO WHETHER THE CUSTOMER CLAIMED 

A REFUND. WE ALSO TOLD THOSE CUSTOMERS THAT THEY 

COULD CONTINUE THE SERVICE IN QUESTION BY 

CONTACTING THE COMPANY AND THAT THERE WOULD BE no 
LAPSE IN COVERAGE IF THE CUSTOMER WANTED THE 

SERVICE. 

SECOND, OUT OF AN ABUNDANCE OF CAUTION, THE COMPANY 

USED ITS COMPUTER SYSTEMS IN AN EFFORT TO IDENTIFY 

EVERY CUSTOMER WHO HAD BEEN SOLD A SERVICE THROUGH 

A NON-CONTACT SALES PROGRAM. APPROXIMATELY 141,000 

CUSTOMERS WERE INITIALLY IDENTIFIED AND EACH WAS 

SENT A LETTER WHICH LISTED ALL SERVICES TO WHICH 

THEY SUBSCRIBED AND ASKED THEM TO REVIEW THEIR LIST 

TO CONFIRM THAT THEY HAD ORDERED THOSE SERVICES. 

THEY WERE FURTHER TOLD THAT IF THEY FOUND ANY 
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DISCREPANCIES OR HAD ANY QUESTIONS TO CALL AN 800 

NUMBER. CUSTOMERS WHO CALLED AND STATED THAT THEY 

HAD NOT ORDERED A SERVICE WERE GIVEN A FULL REFUND 

WITH INTEREST. THE 800 NUMBER WAS ALSO AVAILABLE 

TO ANY OTHER CUSTOMER WHO THOUGHT THERE MIGHT BE A 

PROBLEM WITH THE SERVICES THAT THE CUSTOMER WAS 

RECEIVING. THIS 800 NUMBER WAS WIDELY DISSEMINATED 

BOTH THROUGH THE MEDIA AND THROUGH BILL STUFFERS. 

LATER, ADDITIONAL CUSTOMERS WHO HAD BEEN SOLD A 

SERVICE THROUGH A NON-CONTACT SALES PROGRAM WERE 

ALSO IDENTIFIED AND GIVEN THE SAME OPPORTUNITY TO 

CANCEL UNORDERED SERVICES AND RECEIVE A FULL 

REFUND. 

HOW MANY CUSTOMERS WERE EITHER IDENTIFIED AS HAVING 

BEEN BILLED OR STATED THAT THEY WERE BILLED FOR 

SERVICES THEY DID NOT ORDER AND HOW MUCH MONEY WAS 

REFUNDED AS A RESULT OF THE COMPANY'S EFFORTS TO 

ADDRESS THE NON-CONTACT SALES MATTER? 

THE COMPANY REFUNDED ALMOST $800,000.00 TO OVER 

35,000 CUSTOMERS AS A RESULT OF THE IDENTIFICATION 

OF SPECIFIC CUSTOMERS WHO APPEARED TO HAVE HAD 

SERVICES ADDED TO THEIR BILLS WITHOUT THEIR 

AUTHORIZATION BY THE SPECIFIC EMPLOYEES I MENTIONED 

-28- 



r' 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 Q. 

EARLIER. AGAIN, WE DID NOT INQUIRE AS TO WHETHER 

ANY OF THESE CUSTOMERS HAD ACTUALLY ORDERED THE 

SERVICES IN QUESTION, BUT RATHER WE GAVE THEM A 

REFUND SO AS TO AVOID ANY QUESTION OF OVERLOOKING A 

CUSTOMER WHO SHOULD HAVE RECEIVED A REFUND. OTHER 

CUSTOMERS, WHO CALLED OUR 800 NUMBER, ALSO RECEIVED 

REFUNDS WHEN REQUESTED. THESE CALLERS INCLUDED: 

PEOPLE WHO WERE AMONG THE 141,000 CUSTOMERS WHO 

ORIGINALLY RECEIVED A LETTER AS A RESULT OF THE 

COMPANY'S HAVING IDENTIFIED THEM AS HAVING BEEN 

SOLD A SERVICE THROUGH THE NON-CONTACT SALES 

PROGRAM; PERSONS WHO RECEIVED SUBSEQUENT LETTERS; 

AND OTHER PEOPLE WHO CLAIMED THEY HAD NOT ORDERED A 

PARTICULAR SERVICE. ONCE AN INDIVIDUAL CLAIMED 

THAT HE HAD NOT ORDERED A SERVICE, THE COMPANY 

REMOVED THE SERVICE AND PROVIDED A FULL REFUND, 

WITH INTEREST. IN ADDITION, $10 MILLION OF THE 

REFUNDS THAT MAKE UP THE SETTLEMENT THE COMPANY 

REACHED WITH THE OFFICE OF STATEWIDE PROSECUTION 

WERE RELATED TO THIS MATTER. AS A CONSEQUENCE, THE 

COMPANY HAS ACTUALLY REFUNDED MORE TO ITS CUSTOMERS 

THAN IT EVER RECEIVED FROM THIS INAPPROPRIATE 

BILLING. 

PLEASE DISCUSS WHY SOUTHERN BELL HAD NON-CONTACT 
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SALES PROGRAMS. 

A PART OF ENSURING THAT CUSTOMERS GET WHAT THEY 

WANT AND NEED IS EDUCATING THEM ABOUT WHAT SERVICES 

ARE AVAILABLE. WE DO THIS IN A NUMBER OF WAYS, BUT 

AN OBVIOUS ONE IS TO HAVE EMPLOYEES WHO ACTUALLY 

HAVE FACE-TO-FACE CONTACT WITH OUR CUSTOMERS SELL 

THE PRODUCTS DESIRED BY A CUSTOMER. FOR INSTANCEl 

WHEN A SERVICE TECHNICIAN HAS COME TO A CUSTOMER'S 

PREMISES TO ADD A SECOND LINE, THAT MAY BE A GOOD 

TIME TO ASK IF THE CUSTOMER IS AWARE OF OUR 

DISCRETIONARY SERVICES AND TO SELL THEM TO THE 

CUSTOMER IF HE WANTS THEM. 

AS SOUTHERN BELL GAINED EXPERIENCE WITH NON-CONTACT 

SALES PROGRAMS, IT CONTINUALLY REFINED THEM. THIS 

ULTIMATELY LED TO THE GOLDLINE PROGRAM, PURSUANT TO 

WHICH FIELD EMPLOYEES REFERRED SALES LEADS TO 

EMPLOYEES WHO WERE RESPONSIBLE FOR MAKING SALES 

DURING THE ORDINARY COURSE OF THEIR DAILY 

ACTIVITIES. THESE LATTER EMPLOYEES THEN CONTACTED 

THE CUSTOMER TO CONFIRM AND CLOSE THE SALE. THE 

GOLDLINE REFERRAL PROGRAM REPLACED ALL NON-CONTACT 

SALES PROGRAMS. 
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OUR NON-CONTACT SALES AND REFERRAL PROGRAMS, WHEN 

IMPLEMENTED AS DESIGNED, WERE PROPER AND 

APPROPRIATE. UNFORTUNATELY, A FEW OF OUR MORE THAN 

18,000 EMPLOYEES DISREGARDED THE RULES OF OUR 

NON-CONTACT SALES PROGRAMS. AS A RESULT, BOTH OUR 

CUSTOMERS AND THE COMPANY SUFFERED. THIS FAILURE 

WAS NOT, HOWEVER, A RESULT OF MISMANAGEMENT BY THE 

COMPANY NOR WAS IT THE RESULT OF A LACK OF CONTROLS 

OVER THE PROGRAMS. I AM NOT SUGGESTING THAT, BY 

USING THE CONTROLS THAT WERE AVAILABLE TO THEM, 

MANAGERS SHOULD NOT HAVE PREVENTED THE IMPROPER 

CONDUCT FROM OCCURRING. RATHER, WHAT I AM SAYING 

IS THAT THE MANAGEMENT FAILURES THAT DID OCCUR WERE 

NOT SYSTEMIC. THIS CONCLUSION IS CONFIRMED BY OUR 

1990 STATEWIDE INVESTIGATION WHICH FOUND PROBLEMS 

ONLY IN ORLANDO AND WEST PALM BEACH. 

PLEASE ELABORATE ON THE CONTROLS THAT WERE 

AVAILABLE. 

FIRST, A FORM KNOWN AS THE 2011A SHOULD HAVE 

PERMITTED MANAGERS TO IDENTIFY ANY UNUSUAL TRENDS 

AND RESULTS. THESE FORMS, WHICH WERE DISSEMINATED 

TO LOCAL MANAGEMENT, SHOWED SALES BY DISTRICT AND 

BY INDIVIDUAL EMPLOYEES. THERE WERE ALSO SALES 
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COORDINATORS WHO WERE RESPONSIBLE FOR THE NON- 

CONTACT SALES PROGRAMS AND FOR THESE FORMS. A 

REVIEW OF THESE FORMS WOULD HAVE SHOWN AN UNUSUALLY 

HIGH LEVEL OF SALES BY A FEW EMPLOYEES IN THE 

ORLANDO AND WEST PALM BEACH DISTRICTS. THIS SHOULD 

HAVE CAUSED A REVIEW OF THE SALES MADE BY THESE 

EMPLOYEES. SECOND, IN MOST INSTANCES, THESE SALES 

WERE PROCESSED THROUGH THE COMPANY BUSINESS OFFICES 

BY CUSTOMER SERVICE REPRESENTATIVES WHO SHOULD HAVE 

AND, IN SOME INSTANCES, DID RECOGNIZE A 

SURPRISINGLY HIGH LEVEL OF SALES BY INDIVIDUAL 

EMPLOYEES. THESE FINDINGS SHOULD THEN HAVE BEEN 

REFERRED FOR FURTHER INVESTIGATION. 

COULD AUDITS OR SAMPLING HAVE BEEN USED TO CHECK 

THESE SALES? 

WHILE IN HINDSIGHT THIS MIGHT HAVE BEEN POSSIBLE, 

CONTROLS THAT MIGHT APPLY IN OTHER CIRCUMSTANCES 

WERE NOT PRACTICAL FOR THE NON-CONTACT SALES 

PROGRAMS AS THEY WERE DESIGNED. FOR EXAMPLE, IT 

WOULD HAVE BEEN IMPOSSIBLE FOR SUPERVISORS TO HAVE 

EFFECTIVELY OBSERVED SALES MADE BY EMPLOYEES IN THE 

FIELD. 

P 
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SIMILARLY, WHILE SAMPLING AFTER THE FACT SOUNDS 

APPEALING, IT IS NOT VERY PRACTICAL. ITS ACCURACY 

DEPENDS UPON A NUMBER OF FACTORS, INCLUDING 

ASCERTAINING WHICH HOUSEHOLD MEMBER MAY HAVE 

SUBSCRIBED TO THE SERVICE IN QUESTION. 

NEVERTHELESS, IN RETROSPECT, I WOULD AGREE THAT IF 

WE WERE EVER TO REINSTITUTE A NON-CONTACT SALES 

PROGRAM, SOME FORM OF SAMPLING MIGHT BE APPROPRIATE 

IN ORDER TO DETECT POTENTIAL ABUSES LIKE WE 

DISCOVERED HERE. I MUST NOTE, HOWEVER, THAT THIS 

POINT IS MOOT BECAUSE IN 1990 WE ELIMINATED ALL 

NON-CONTACT SALES PROGRAMS. 

WERE THE CONTROLS SOUTHERN BELL HAD IN PLACE 

UNREASONABLE? 

NO. AS NOTED, THE BEST WAY TO ENSURE THAT EVERY 

SALE WAS PROPER WAS TO OBSERVE THE EMPLOYEE MAKING 

THE SALE. YET THIS WAS SUPPOSED TO HAVE BEEN A 

SECONDARY ACTIVITY ON THE PART OF THESE EMPLOYEES. 

TO ARGUE THAT THE CONTROLS WERE UNREASONABLE WOULD 

BE TO IMPUTE TO SOUTHERN BELL THE KNOWLEDGE IT 

GARNERED AFTER THE FACT. A REASONABLE PERSON COULD 

HAVE CONCLUDED THAT THE CONTROLS WERE SUFFICIENT. 
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1 Q. ISN'T IT TRUE THAT THERE HAD BEEN EARLIER INCIDENTS 

2 WHERE EMPLOYEES WHO MADE NON-CONTACT SALES HAD MADE 

3 THEM IMPROPERLY? 

4 

5 A. THERE WERE INSTANCES WHEN SOUTHERN BELL FOUND AN 
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ISOLATED EMPLOYEE WHO MADE A SMALL NUMBER OF 

IMPROPER NON-CONTACT SALES. BUT THIS MUST BE PUT 

IN CONTEXT. REMEMBER, THERE WERE OVER 2,300 

EMPLOYEES WHO WERE ELIGIBLE TO PARTICIPATE IN THE 

NON-CONTACT SALES PROGRAM. THE FACT THAT TWO OR 

THREE OR EVEN FIVE OR SIX OF THEM VIOLATED THE 

TRUST THAT WE PLACED IN THEM IS NOT SUFFICIENT TO 

INDICT THE ENTIRE COMPANY OR THE SALES PROGRAM. 

THE FACT THAT WE CAUGHT THESE ISOLATED PROBLEMS LED 

US REASONABLY TO BELIEVE THAT OUR CONTROLS DID 

WORK. THE POINT IS THAT THERE IS NO BASIS TO 

CONCLUDE THAT THE PROBLEMS WE EXPERIENCED WERE THE 

RESULT OF MISMANAGEMENT ON THE PART OF UPPER 

MANAGEMENT OF THIS COMPANY. 

21 Q. WHAT ABOUT THE SO CALLED "BOILER ROOM" SALES 

22 EFFORTS? 

23 

24 A. "BOILER ROOM" IS A SLANG TERM ASSOCIATED WITH 

25 TELEMARKETING. THE DESIGN OF OUR NETWORK SALES 
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PROGRAM AND THE CONTROLS IMPLEMENTED DID NOT 

ANTICIPATE THIS TYPE OF SALES PROCESS. WHILE THE 

USE OF OUTBOUND TELEMARKETING IS NOT INHERENTLY 

WRONG, THE LOCAL MANAGERS IN ORLANDO AND WEST PALM 

BEACH SHOULD NOT HAVE USED THIS APPROACH WITHOUT 

IMPLEMENTING ADDITIONAL CONTROLS TO ASSURE THAT OUR 

QUALITY AND ETHICS STANDARDS WERE MET. 

HAS SOUTHERN BELL EXPERIENCED ANY OTHER PROBLEMS 

REGARDING THE SALES OF ITS SERVICES? 

NO SYSTEMIC PROBLEMS WITH SOUTHERN BELL'S SALES 

HAVE BEEN FOUND. LIKE ANY COMPANY WITH A LARGE 

SALES ORGANIZATION, WE OCCASIONALLY DISCOVER 

PROBLEMS WITH CUSTOMER SALES. SOUTHERN BELL HAS IN 

PLACE CONTROLS SUCH AS SALES MONITORING AND 

MANAGEMENT SALES REPORTS TO DETECT POTENTIAL 

PROBLEMS. WHEN A PROBLEM IS DISCOVERED, IT IS 

PROMPTLY CORRECTED AND ANY NECESSARY REFUND TO THE 

CUSTOMER TO MAKE HIM WHOLE IS MADE. IN ADDITION, 

THE EMPLOYEE AT FAULT IS DISCIPLINED. 

THUS, AT WORST, ANY ACTS OF MISCONDUCT BY SOUTHERN 

BELL'S EMPLOYEES WITH RESPECT TO SALES HAVE BEEN 

ISOLATED INSTANCES. SINCE SOUTHERN BELL HAS 
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CONTROLS IN PLACE TO FIND SUCH POTENTIAL ACTS AND 

DEALS WITH ANY PROBLEMS IT FINDS, NO ADDITIONAL 

ACTION IS WARRANTED. 

WHAT HAS SOUTHERN BELL DONE TO PREVENT A 

REOCCURRENCE? 

THE IRONY IS THAT IN 1990, SOUTHERN BELL BEGAN 

IMPLEMENTING MORE EFFECTIVE CONTROLS EVEN BEFORE WE 

IDENTIFIED THE PROBLEM. WITH THE INTRODUCTION OF 

GOLDLINE, WE STOPPED ALL NETWORK SALES PROGRAMS. 

WE HAVE NOW ENDED THIS SALES REFERRAL PROGRAM AS 

WELL. SINCE JULY OF 1991, SOUTHERN BELL HAS NOT 

HAD ANY NETWORK OR NON-CONTACT SALES PROGRAMS. 

FURTHER, WE HAVE STRENGTHENED OUR EXISTING CONTROLS 

ON CONTACT SALES IN SEVERAL WAYS. WE NOW SEND AN 

ITEMIZED CONFIRMATION LETTER ON EVERY SALE AND WE 

ITEMIZE EVERY CUSTOMER'S BILL EVERY MONTH. 

NOW PLEASE TURN TO THE REPAIR AND TROUBLE REPORTING 

OPERATIONS THAT YOU MENTIONED AT THE BEGINNING OF 

YOUR TESTIMONY. 

AS THE COMMISSION KNOWS, THE COMPANY IS GENERALLY 
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REQUIRED TO CLEAR 95% OF ITS OUT-OF-SERVICE ("OOS") 

REPORTS WITHIN 24 HOURS OF RECEIVING THE REPORT. 

WITH A FEW EXCEPTIONS, THE COMPANY IS FURTHER 

OBLIGATED TO PROVIDE A REFUND WHEN THE 

OUT-OF-SERVICE CONDITION GOES OVER 24 HOURS. AS 

THE COMMISSION IS ALSO AWARE, SOUTHERN BELL DID 

EXPERIENCE CERTAIN PROBLEMS IN THE AREA OF TROUBLE 

REPORTING. 

IN OCTOBER OF 1990, THE COMPANY IDENTIFIED 

IRREGULARITIES IN THE HANDLING OF TROUBLE REPORTS 

AS A RESULT OF A ROUTINE NETWORK OPERATIONS REVIEW 

IN ITS NORTH DADE INSTALLATION AND MAINTENANCE 

CENTER ("IMC"). AS A RESULT OF THAT REVIEW, AN 

INTERNAL INVESTIGATION WAS BEGUN. THE COMPANY'S 

INVESTIGATION DETERMINED THAT CUSTOMER TROUBLE 

REPORTS HAD BEEN DELIBERATELY MISCODED AS OUT-OF- 

SERVICE WHEN IN FACT THEY WERE NOT. THE 

IDENTIFICATION OF THE NORTH DADE PROBLEM LED THE 

COMPANY TO INVESTIGATE STATEWIDE, WHICH RESULTED IN 

THE DISCOVERY OF A PROBLEM IN THE GAINESVILLE IMC, 

WHERE AN EMPLOYEE HAD CREATED FICTITIOUS TROUBLE 

REPORTS. THUS, IN BOTH LOCATIONS, OUT-OF-SERVICE 

CUSTOMER REPORTS HAD BEEN CREATED IN AN ATTEMPT TO 

FAVORABLY AFFECT THE IMCS' ATTAINMENT OF THEIR GOAL 
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OF CLEARING 95% OF THEIR CUSTOMERS' OUT-OF-SERVICE 

TROUBLES WITHIN A 24 HOUR PERIOD. SUCH ACTIVITY TO 

"MEET THE INDEX" HAD THE EFFECT OF CAUSING THE 

COMPANY UNKNOWINGLY TO FILE INCORRECT LOCAL 

EXCHANGE SERVICE PERFORMANCE REPORTS WITH THIS 

COMMISSION, BUT DID NOT AFFECT ANY CUSTOMER 

REBATES. AS A RESULT OF THESE INVESTIGATIONS, TWO 

EMPLOYEES WERE DISCHARGED. 

WHAT OTHER INVESTIGATION EFFORTS WERE UNDERTAKEN BY 

THE COMPANY IN THIS REGARD? 

BEGINNING IN FEBRUARY OF 1991, AT THE DIRECTION OF 

MANAGEMENT, THE COMPANY'S LEGAL DEPARTMENT, WITH 

ASSISTANCE FROM NETWORK EXPERTS, INTERNAL AUDITORS, 

AND THE SECURITY DEPARTMENT, CONDUCTED AN 

EXHAUSTIVE INVESTIGATION OF THE COMPANY'S REPAIR 

AND TROUBLE REPORTING OPERATIONS THROUGHOUT 

FLORIDA. THIS INVESTIGATION CONSISTED OF 

INTERVIEWS OF COMPANY EMPLOYEES AT ALL LEVELS OF 

MANAGEMENT, THE PERFORMANCE OF SEVERAL REVIEWS OF 

COMPANY SYSTEMS, AND AN ANALYSIS OF THE IMPACT OF 

ANY TROUBLE REPORTING PROBLEMS ON THE COMPANY'S 

CUSTOMERS. 
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WHAT ACTIONS HAS THE COMPANY TAKEN TO CORRECT THE 

TROUBLE REPORTING PROBLEMS? 

AS A RESULT OF THE INVESTIGATION, IT WAS DECIDED 

THAT THE COMPANY SHOULD ENTER INTO A SETTLEMENT 

AGREEMENT WITH THE OFFICE OF STATEWIDE PROSECUTION. 

AS A PART OF THIS AGREEMENT, THE COMPANY 

COMPENSATED ANY CUSTOMER WITH A TROUBLE REPORT 

RECORDED AS OUT OF SERVICE WHO COULD HAVE BEEN 

AFFECTED BY THE IMPROPER TROUBLE REPORTING 

PROCEDURES, AND INSTITUTED ENHANCEMENTS TO ITS 

SYSTEMS AND POLICIES AND PROCEDURES TO PREVENT THIS 

SITUATION FROM OCCURRING AGAIN. THESE CHANGES ARE 

DESCRIBED IN MS. APRIL IVY'S TESTIMONY. THE 

COMPANY ALSO DISCIPLINED 112 EMPLOYEES IN THE FORM 

OF COUNSELINGS, WARNINGS, AND REPRIMANDS WITH 

ADVERSE PAY TREATMENT. 

DID THE COMPANY HAVE CONTROLS IN PLACE DESIGNED TO 

PREVENT EMPLOYEES FROM MISREPORTING OR OTHERWISE 

MISCODING TROUBLE REPORTS? 

YES. VARIOUS CONTROLS WERE IN PLACE THAT 

MANAGEMENT REASONABLY BELIEVED WOULD PREVENT 

ABUSES. THESE CONTROLS INCLUDED REVIEWS CONDUCTED 
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BY BOTH NETWORK STAFF EMPLOYEES AND LOCAL IMC 

MANAGEMENT; DAILY, WEEKLY AND MONTHLY REPORTS 

PROVIDED TO MANAGEMENT; AND CONTROLS CONTAINED 

WITHIN OUR DATA SYSTEMS. MS. APRIL IVY, CURRENTLY 

MANAGER OF THE COMPANY'S SOUTH DADE IMC, WILL 

PROVIDE TESTIMONY CONCERNING CUSTOMER TROUBLE 

REPORTING AND RESTORATION PROCEDURES AND THE 

MAINTENANCE CENTER'S RESPONSIBILITIES REGARDING 

THESE ACTIVITIES. SHE WILL ALSO DESCRIBE IN DETAIL 

THE CONTROLS THAT WERE IN PLACE PRIOR TO 1992, 

INCLUDING THE PURPOSES AND PROCEDURES OF THE 

NETWORK OPERATIONAL REVIEW PROCESS, AS WELL AS THE 

CONTROLS THAT ARE IN PLACE TODAY. 

DID SOUTHERN BELL'S MANAGEMENT ENCOURAGE BEHAVIOR 

THAT LED TO ANY VIOLATIONS OF THIS COMMISSION'S 

RULES OR OF FLORIDA STATUTES WITH REGARD TO THE 

COMPANY'S TROUBLE REPORTING AND REPAIR OPERATIONS? 

ABSOLUTELY NOT. WHILE INDIVIDUAL MANAGERS MAY HAVE 

VIOLATED THE COMPANY'S PROCEDURES, SOUTHERN BELL'S 

MANAGEMENT TEAM IS ETHICAL AND CUSTOMER FOCUSED. 

IT DISCOVERED THE PROBLEMS WITH THE TROUBLE 

REPORTING PROCESS AND DEALT WITH THEM IN AN 

EFFECTIVE FASHION. THE NETWORK ORGANIZATION IN THE 
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STATE OF FLORIDA HAS SOME 10,000 EMPLOYEESl WITH 

2,000 MANAGERS. WHILE I AM DISAPPOINTED THAT 

ABUSES OCCURRED, IT IS NOT OUT OF THE QUESTION 

THAT, IN AN EMPLOYEE BODY OF THIS SIZE, SOME 

EMPLOYEES MAY HAVE TAKEN SHORTCUTS OR THAT SOME 

MANAGERS MAY HAVE FAILED TO FOLLOW-THROUGH AND 

ATTEND TO THE DETAILS OF THEIR JOBS. MOREOVER, 

THIS MATTER MUST BE PLACED IN PERSPECTIVE. THE 

IRREGULARITIES IN THE TROUBLE REPORTING PROCESS 

WERE FIRST DISCOVERED BY SOUTHERN BELL'S 

MANAGEMENT. WE FULLY REIMBURSED OUR CUSTOMERS. WE 

HAVE IMPLEMENTED THE APPROPRIATE CHANGES TO THE 

PROCESSES IN AN EFFORT TO PREVENT FUTURE PROBLEMS. 

WE BELIEVE THAT WE HAD APPROPRIATE CONTROLS IN 

PLACE. WE DID NOTRING TO ENCOURAGE ANY IMPROPER 

BEHAVIOR THAT MAY HAVE OCCURRED. IN FACT, THE 

TRUTH IS QUITE THE OPPOSITE. WHERE WE FOUND 

IMPROPER ACTIVITIES, WE TOOK APPROPRIATE 

DISCIPLINARY ACTION AND WE TIGHTENED RELEVANT 

CONTROLS. IT HAS BEEN A PAINFUL PROCESS BUT I 

BELIEVE THE COMPANY HAS DONE THE RIGHT THING. 

25 Q. DID INCENTIVE REGULATION IN ANY WAY CREATE AN 
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ENVIRONMENT THAT ENCOURAGED EMPLOYEES TO ENGAGE IN 

INAPPROPRIATE CONDUCT? 

NO. VARIOUS PARTIES HAVE ALLEGED THAT PROBLEMS 

WITH NON-CONTACT SALES AND TROUBLE REPORTING BEGAN 

BEFORE 1988. IF SO, THEN SUCH PROBLEMS PREDATE 

INCENTIVE REGULATION. 

THE FORM OF REGULATION UNDER WHICH SOUTHERN BELL 

OPERATES HAS NOT ADVERSELY AFFECTED THE COMPANY'S 

EMPHASIS ON ETHICAL AND HONEST CONDUCT. INDEED, IF 

ANYTHING, THE EMPHASIS ON THE CUSTOMER THAT IS PART 

AND PARCEL OF INCENTIVE REGULATION MAKES IT LESS 

LIKELY THAT INAPPROPRIATE ACTIONS WILL OCCUR. THE 

UNFORTUNATE ACTIONS OF A FEW EMPLOYEES COULD HAVE 

OCCURRED UNDER ANY FORM OF REGULATION AND ARE IN NO 

WAY LINKED TO INCENTIVE REGULATION. 

IN LIGHT OF THE EVENTS, WHY SHOULD THIS COMMISSION 

ALLOW AN EXTENSION OF SOUTHERN BELL'S INCENTIVE 

SHARING PLAN? 

IT IS IMPORTANT TO RECOGNIZE THAT THE SAFEGUARDS 

AND CONTROLS AVAILABLE TO THIS COMMISSION ARE THE 

SAME REGARDLESS OF THE FORM OF REGULATION IMPOSED. 
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FURTHER, THERE IS NO EVIDENCE THAT THE REGULATORY 

STRUCTURE PLAYED ANY ROLE IN THE EVENTS UNDER 

REVIEW. QUITE TO THE CONTRARY, THE STAFF’S 

MANAGEMENT AUDIT OF 1991 STATED THAT THEY FOUND NO 

EVIDENCE THAT INCENTIVE REGULATION HAD RESULTED IN 

ANY REDUCED EMPHASIS ON SERVICE BY SOUTHERN BELL. 

INDEED, THE EVENTS IN QUESTION PREDATED THE 

INTRODUCTION OF INCENTIVE REGULATION AND WERE 

CORRECTED BY THE COMPANY UNDER INCENTIVE 

REGULATION. ANY SUGGESTION THAT THE REGULATORY 

STRUCTURE PLAYED ANY ROLE IN THESE EVENTS IS 

INCORRECT. 

IN ADDITION, THE MARKET FORCES THAT ARE CHANGING 

THE REGULATORY WORLD STILL EXIST. THIS COMMISSION 

RECOGNIZED THIS CHANGING ENVIRONMENT IN 1988. 

SINCE THAT TIME, THE PACE OF CHANGE HAS ESCALATED. 

NOW IS NOT THE TIME TO RETREAT TO TRADITIONAL RATE 

OF RETURN REGULATION. 

ONLY ONE MAJOR TELEPHONE COMPANY IN FLORIDA HAS NOT 

SOUGHT A RATE INCREASE IN THE LAST FOUR YEARS. 

THAT COMPANY, SOUTHERN BELL, WAS REGULATED BY 

INCENTIVE REGULATION. WE BELIEVE THAT INCENTIVE 
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REGULATION WAS A SIGNIFICANT REASON WHY WE WERE 

ABLE TO AVOID ASKING FOR A RATE INCREASE. 

SECRETARY OF STATE GREG FARMER HAS TESTIFIED BEFORE 

THE COMMISSION ON THE IMPORTANCE OF PROGRESSIVE 

REGULATORY POLICY IN THE ECONOMIC DEVELOPMENT OF 

THIS STATE. WE SHOULD CONTINUE TO ENCOURAGE 

ECONOMIC DEVELOPMENT. ADEQUATE CONTROLS ARE IN 

PLACE TO PROTECT THE CONSUMER. INCENTIVE 

REGULATION IS GOOD FOR THE CONSUMER AND GOOD FOR 

THE STATE. 

IN VIEW OF YOUR PRIOR COMMENTS, WHY DID THE COMPANY 

AGREE TO SETTLE THIS MATTER AND OTHER ISSUES WITH 

THE OFFICE OF STATEWIDE PROSECUTION? 

QUITE SIMPLY, THE COMPANY SETTLED THIS MATTER IN 

ORDER TO FOCUS FULLY ON ITS PRIMARY MISSION: THE 

PROVISION OF QUALITY TELECOMMUNICATIONS SERVICES TO 

OUR CUSTOMERS. I SIGNED THE SETTLEMENT AGREEMENT 

ON OCTOBER 9, 1992, TO BEGIN THE PROCESSES OF 

RESTORING OUR CUSTOMERS' CONFIDENCE IN US AND 

IMPROVING EMPLOYEE MORALE, WHICH HAD DETERIORATED 

BECAUSE OF THE NEGATIVE AND UNJUSTIFIED PUBLICITY 

THAT UNFAIRLY ATTACKED OUR EMPLOYEES' REPUTATION 
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FOR INTEGRITY. EQUALLY IMPORTANT, WE ALSO WANTED 

TO MAKE OUR CUSTOMERS WHOLE, WHICH WE DID AS A 

RESULT OF THE RESTITUTION WE AGREED TO PAY IN THE 

SETTLEMENT OF THIS MATTER. 

WHAT DOES THE SETTLEMENT AGREEMENT REQUIRE THE 

COMPANY TO DO? 

THE SETTLEMENT AGREEMENT WAS A COMPROMISE OF 

DISPUTED CLAIMS. IT PROVIDED FOR RESTITUTION TO 

CUSTOMERS, THE PAYMENT OF INVESTIGATIVE COSTS TO 

THE STATE, AND THE COMPANY'S FULL COOPERATION WITH 

THE OFFICE OF STATEWIDE PROSECUTION WITH RESPECT TO 

THE INVESTIGATION OF INDIVIDUALS. FINALLY, THE 

COMPANY AGREED TO IMPLEMENT VARIOUS SYSTEMS AND 

OPERATIONS CHANGES. 

IT IS IMPORTANT TO RECOGNIZE THAT OUR SETTLEMENT 

AGREEMENT WITH THE OFFICE OF STATEWIDE PROSECUTION 

COMPENSATED CUSTOMERS WHO MAY HAVE BEEN AFFECTED BY 

THE NETWORK TROUBLE REPORTING PROBLEMS. THE 

COMPANY HAS PAID 622,997 CUSTOMERS $3.76 FOR EACH 

TROUBLE REPORT AFFECTING THEIR LINE. THE CUSTOMERS 

WHO RECEIVED THIS AMOUNT WERE DETERMINED BY 

IDENTIFYING EACH OUT OF SERVICE TROUBLE REPORT THAT 
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WAS CLOSED, BASED ON COMPUTER TIME, MORE THAN 24 

HOURS AFTER IT WAS REPORTED AND WHICH DID NOT HAVE 

A REBATE ASSOCIATED WITH IT. THIS UNIVERSE WAS 

OVERINCLUSIVE BECAUSE MANY OF THE OUT OF SERVICE 

TROUBLE REPORTS THAT RECEIVED A REFUND PAYMENT 

PURSUANT TO THE SETTLEMENT AGREEMENT WERE ACTUALLY 

CLEARED WITHIN 24 HOURS OR WERE OTHERWISE PROPERLY 

EXCLUDED FROM THE REBATE PROCESS. IN ADDITION, THE 

$3.76 PAID PER TROUBLE REPORT IS MORE THAN FOUR 

TIMES THE AVERAGE REBATE REQUIRED TO BE PAID 

PURSUANT TO COMMISSION RULE 25-4.110(2). 

THE SAME IS TRUE FOR THE AMOUNT THE COMPANY AGREED 

TO PAY TO SETTLE THE NON-CONTACT SALES ISSUE. THE 

COMPANY PAID $74.01 TO EACH CUSTOMER WHO WAS 

IDENTIFIED AS HAVING BEEN SOLD A SERVICE THROUGH A 

NON-CONTACT SALES PROGRAM BUT WHO DID NOT REQUEST A 

REFUND EARLIER. THUS, THE PEOPLE WHO HAD NOT 

IDENTIFIED THEMSELVES TO THE COMPANY AS HAVING HAD 

A SERVICE ADDED TO THEIR BILL WITHOUT THEIR CONSENT 

WERE THE ONES WHO BENEFITED FROM THE SETTLEMENT. 

OF COURSE, THOSE WHO DID SELF-IDENTIFY HAVE ALREADY 

RECEIVED A FULL REFUND WITH INTEREST. 

THE COMPANY HAS ALSO IMPLEMENTED AN ETHICS 
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EDUCATION PROGRAM FOR ITS EMPLOYEES, STOPPED ALL 

NON-CONTACT SALES AND REFERRAL PROGRAMS, INTRODUCED 

NUMEROUS SYSTEMS AND PROCEDURAL CHANGES TO ITS 

TROUBLE REPORTING AND REPAIR PROCESSES, AND 

DEVELOPED ENHANCED PROCEDURES TO AUDIT AND REVIEW 

ITS TROUBLE REPORTING AND RESTORATION PROCESSES. 

WE BELIEVE THESE CHANGES WILL PREVENT THE 

RECURRENCE OF TROUBLE REPORTING PROBLEMS AND ENSURE 

THE ACCURACY OF SERVICE PERFORMANCE REPORTS FILED 

WITH THIS COMMISSION. 

SHOULD ADDITIONAL PROCEDURES AND CONTROLS OR 

REPORTS BE REQUIRED OF SOUTHERN BELL BY THIS 

COMMISSION? 

NO. AS MS. IVY DESCRIBES, SOUTHERN BELL HAS 

IMPLEMENTED NUMEROUS CHANGES TO ITS PRACTICES, 

PROCEDURES, AND SYSTEMS TO ENSURE THE QUALITY AND 

ACCURACY OF ITS TROUBLE REPORTING AND REBATE 

PROCESSES. THESE CHANGES INCLUDE MORE STRINGENT 

ACCESS TO ITS SYSTEMS, STANDARDIZATION OF ITS 

TROUBLE REPORTING CODES, ELIMINATION OF THE USE OF 

CERTAIN CODES AND ADDITIONAL AUDIT AND REVIEW 

PROCESSES. ALL OF THESE REMEDIAL EFFORTS ARE 

SUBJECT TO A SEMIANNUAL AUDIT BY AN OUTSIDE 
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ACCOUNTING FIRM DURING A THREE YEAR REVIEW PERIOD. 

THEREFORE, I DO NOT BELIEVE THAT ADDITIONAL 

PROCEDURES OR COMMISSION REPORTS ARE NECESSARY IN 

ORDER TO ENSURE THE ACCURACY OF THE COMPANY'S 

SERVICE PERFORMANCE REPORTS FILED WITH THIS 

COMMISSION. NOR DO I BELIEVE THAT ADDITIONAL 

PROCEDURES ARE NEEDED TO ENSURE THAT OUR CUSTOMERS 

ARE PROPERLY CREDITED FOR ANY OUT-OF-SERVICE 

CONDITION. 

SHOULD THE COMMISSION PENALIZE SOUTHERN BELL FOR 

ITS TROUBLE REPORTING AND REBATE ACTIVITIES? 

NO. I DO NOT BELIEVE THAT A PENALTY WOULD BE 

APPROPRIATE OR IN ANY WAY JUSTIFIED. THE COMPANY 

DISCOVERED THE PROBLEMS IN ITS TROUBLE REPORTING 

PROCESSES AS A RESULT OF CONTROLS AND PROCEDURES 

DESIGNED TO MONITOR THE QUALITY OF ITS TROUBLE 

REPORTING PRACTICES. ONCE THE PROBLEMS WERE 

DISCOVERED, DISCIPLINARY ACTION WAS IMPOSED IN A 

TIMELY FASHION AND NUMEROUS CORRECTIVE MEASURES 

WERE IMPLEMENTED TO PREVENT THE RECURRENCE OF THE 

PROBLEMS. MOST IMPORTANTLY, OUR CUSTOMERS HAVE 

BEEN FULLY COMPENSATED FOR ANY LOSS THEY MAY HAVE 

EXPERIENCED. 
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WHILE I UNDERSTAND THAT SOME EMPLOYEES HAVE ALLEGED 

OR ASSERTED THAT THEY MAY HAVE ENGAGED IN IMPROPER 

CONDUCT, THERE IS NO EVIDENCE THAT MANAGEMENT AS A 

WHOLE KNEW OF, CONDONED OR ENCOURAGED SUCH 

BEHAVIOR. INDEED, IT WAS THE COMPANY THAT 

IDENTIFIED THE NON-CONTACT SALES PROBLEM, REPORTED 

IT, AND CORRECTED IT WITH OUR CUSTOMERS. 

WE HAVE IN FACT ALREADY BEEN PENALIZED. THIS 

COMPANY HAS LOST THE GOODWILL AND FAITH OF SOME OF 

ITS CUSTOMERS. IT HAS ALSO INCURRED THE COSTS 

ASSOCIATED WITH ITS SETTLEMENT WITH THE OFFICE OF 

STATEWIDE PROSECUTION. NONE OF THESE COSTS HAVE 

BEEN OR WILL BE INCLUDED IN OUR CUSTOMERS' SERVICE 

RATES. THEREFORE, NO PENALTY OR PUNITIVE ACTION BY 

THIS COMMISSION IS NECESSARY OR APPROPRIATE. 

FURTHERMORE, AS I HAVE PREVIOUSLY DISCUSSED, A 

PENALTY IMPOSED UPON THE COMPANY WOULD SEND THE 

WRONG SIGNAL TO SOUTHERN BELL AND ALL OTHER 

COMPANIES REGULATED BY THIS COMMISSION. IT WOULD 

TELL THEM THAT DEALING PROPERLY WITH PROBLEMS THEY 

MAY FIND CAN RESULT IN THE IMPOSITION OF FINANCIAL 

LOSS. THIS SIGNAL WOULD BE COUNTER-PRODUCTIVE AND 

DETRIMENTAL TO THE INTERESTS OF ALL CONCERNED. 
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SOUTHERN BELL TELEPHONE AND TELEGRAPH COMPANY 

TESTIMONY OF ROBIN MADDEN 

BEFORE THE 

FLORIDA PUBLIC SERVICE COMMISSION 

IN 

DOCKET NO. 920260-TL 

JULY 2, 1993 

PLEASE STATE YOUR NAME AND POSITION WITH SOUTHERN 

BELL TELEPHONE AND TELEGRAPH COMPANY. 

MY NAME IS ROBIN L. MADDEN AND MY CURRENT POSITION 

WITH SOUTHERN BELL IS 

THE STATE OF FLORIDA. 

NORTH FEDERAL HIGHWAY 

MANAGER - CUSTOMER SERVICES IN 
MY BUSINESS ADDRESS IS 6451 

IN FT. LAUDERDALE. 

PLEASE GIVE A BRIEF DESCRIPTION OF YOUR BACKGROUND 

AND EXPERIENCE. 

I BEGAN MY CAREER WITH SOUTHERN BELL IN FT. 

LAUDERDALE IN 1971, AS A SERVICE REPRESENTATIVE IN 

CUSTOMER SERVICES. AS A SERVICE REPRESENTATIVE, I 

WORKED WITH BOTH RESIDENCE AND BUSINESS CUSTOMERS 

AND WAS RESPONSIBLE FOR COLLECTING BILLS, HANDLING 
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BILLING INQUIRIES, ISSUING SERVICE ORDERS AND 

SELLING PRODUCTS AND SERVICES. I WAS PROMOTED INTO 

MANAGEMENT AS A BUSINESS OFFICE SUPERVISOR IN 1977. 

AS A SUPERVISOR I WAS RESPONSIBLE FOR MANAGING 

SERVICE REPRESENTATIVES. 

I WAS PROMOTED TO ASSISTANT STAFF MANAGER IN 1980 

AND HANDLED VARIOUS STAFF AND FIELD ASSIGNMENTS 

UNTIL 1988. I HELD THE POSITION OF DEPARTMENTAL 

SALES COORDINATOR FROM 1982 THROUGH 1987. MY DUTIES 

INCLUDED ESTABLISHING SALES OBJECTIVES AND 

DEVELOPING GUIDELINES FOR RECOGNITION/AWARD 

PROGRAMS. IN ADDITION, I HELPED DEVELOP A RECORD 

KNOWN AS THE NETWORK SALES REFERRAL (NSR) FORM, 

WHICH WAS USED TO DOCUMENT NON-CONTACT SALES. IN 

1988, I WAS PROMOTED TO ASSOCIATE MANAGER AND 

TRANSFERRED TO THE FLORIDA INTERNAL AUDITING 

ORGANIZATION. I WORKED IN INTERNAL AUDITING UNTIL 

JANUARY OF 1992, WHEN I ASSUMED THE POSITION OF 

FLORIDA CUSTOMER SERVICES DEPARTMENTAL COORDINATOR 

FOR QUALITY. IN MAY, 1993 I WAS PROMOTED TO MY 

CURRENT POSITION WITH RESPONSIBILITIES FOR MANAGING 

THE QUALITY ASSURANCE SPECIALIST UNIT IN FORT 

LAUDERDALE. THE GROUP IS RESPONSIBLE FOR PROCESSING 

ADJUSTMENTS ASSOCIATED WITH THE SETTLEMENT WITH THE 
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STATEWIDE PROSECUTOR AS WELL AS HANDLING OTHER 

BILLING RELATED PROJECTS. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

THE PURPOSE OF MY TESTIMONY IS TO EXPLAIN THE 

PROCESS USED BY SOUTHERN BELL TO PERFORM ITS 

INTERNAL INVESTIGATION OF THE NON-CONTACT SALES 

ISSUE. IN THIS REGARD, I WILL DISCUSS THE METHOD WE 

USED TO IDENTIFY EMPLOYEES WITH A HIGH NUMBER OF 

SALES RELATIVE TO OTHER EMPLOYEES AND THE METHODS WE 

USED TO DETERMINE WHETHER THE SALES OF SERVICES WERE 

PROPER. I WILL ALSO DISCUSS THE CONTROLS THAT WERE 

IN PLACE FOR THE NON-CONTACT SALES PROGRAM. 

FINALLY, I WILL PROVIDE SOUTHERN BELL'S POLICIES 

WITH REGARD TO INFORMING CUSTOMERS OF THE LEAST 

EXPENSIVE SERVICE ALTERNATIVE AVAILABLE TO THEM. 

DID SOUTHERN BELL DETERMINE THAT ANY OF THE 

COMPANY'S CUSTOMERS WERE CHARGED FOR SERVICES THEY 

DID NOT REQUEST? 

YES. AN INTERNAL INVESTIGATION CONDUCTED BY 

SOUTHERN BELL IN 1990, REVEALED THAT THREE CRAFT 

EMPLOYEES IN THE COMPANY'S NETWORK DEPARTMENT ADDED 
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THE COMBINED INSIDE WIRE MAINTENANCE PLAN, 

IDENTIFIED BY THE UNIVERSAL SERVICE ORDER CODE 

"SEQIX," TO OVER 35,000 CUSTOMERS' RECORDS, MOST OF 

WHOM ALREADY HAD THE TROUBLE ISOLATION PLAN (TIP) OR 

INSIDE WIRE MAINTENANCE PLAN. IT APPEARED THAT A 

SUBSTANTIAL NUMBER OF THESE CUSTOMERS HAD THE SEQlX 

SERVICE ADDED WITHOUT THEIR KNOWLEDGE. 

WHAT CAUSED SOUTHERN BELL TO INITIATE AN 

INVESTIGATION INTO THIS MATTER? 

IN JUNE OF 1990, AN OPERATIONS MANAGER IN CUSTOMER 

SERVICES IN THE ORLANDO AREA INFORMED HIS NETWORK 

COUNTERPART THAT FOUR BROOKSVILLE CUSTOMERS HAD 

STATED THAT THEY HAD BEEN BILLED FOR COMBINED INSIDE 

WIRE MAINTENANCE PLANS THEY HAD NOT AUTHORIZED. 

ACCORDING TO THE SUBSCRIBERS, THEY HAD NOT 

AUTHORIZED AN UPGRADE FROM INSIDE WIRE MAINTENANCE 

(WMR) AT $1.50 PER MONTH TO THE FULL SERVICE PLAN OF 

SEQlX AT $2.50 PER MONTH. UPON REVIEW, THE CUSTOMER 

SERVICES LOCAL MANAGEMENT DETERMINED THAT SEQlX HAD 

BEEN ADDED TO THESE CUSTOMERS' BILLS THROUGH NSRS, 

WHICH HAD BEEN FORWARDED BY A NETWORK EMPLOYEE, 

GEORGE SLOAN, TO THE CUSTOMER SERVICES SERVICE ORDER 

GROUP FOR PROCESSING. THE LOCAL MANAGEMENT THEN 
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OBTAINED ADDITIONAL NSRS FROM THE ORDER GROUP AND 

CONTACTED TWENTY ADDITIONAL CUSTOMERS TO DETERMINE 

IF THEY HAD AUTHORIZED THE ADDITION OF SEQlX. OF 

THE TWENTY, NINETEEN ADVISED THAT THEY HAD NOT. 

THESE "SALES" HAD BEEN MADE BY MR. SLOAN AS WELL AS 

BY A SECOND NETWORK EMPLOYEE, MARSHA TAYLOR. 

THE NETWORK OPERATIONS MANAGER REFERRED THIS 

INFORMATION TO THE SECURITY DEPARTMENT, WHICH 

UNDERTOOK AN INVESTIGATION OF THE CASE. THE INITIAL 

SECURITY REPORT OF OCTOBER 3, 1990, WAS REVIEWED BY 

THE LEGAL DEPARTMENT AND A STATEWIDE INTERNAL 

INVESTIGATION WAS THEREUPON INITIATED. ITS PURPOSE 

WAS TO DETERMINE THE EXTENT THROUGHOUT THE STATE OF 

ANY CUSTOMER MISBILLING CAUSED BY NON-CONTACT 

EMPLOYEES. 

HOW WAS THIS INVESTIGATION CONDUCTED? 

AT THE DIRECTION AND UNDER THE SUPERVISION OF THE 

LEGAL DEPARTMENT, THE SECURITY DEPARTMENT CONTINUED 

WITH ITS INVESTIGATION IN THE ORLANDO AREA. IN 

ADDITION, THE INTERNAL AUDITING ORGANIZATION WAS 

CALLED UPON TO IDENTIFY OTHER LOCATIONS IN THE STATE 

WITH HIGH VOLUMES OF SEQlX SALES BY NETWORK 
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EMPLOYEES. THIS PROCESS BECAME PART OF THE SCOPE OF 

THE AUDIT THAT WAS SUBSEQUENTLY CONDUCTED BETWEEN 

OCTOBER AND DECEMBER OF 1990. THE PURPOSE OF THIS 

AUDIT WAS TO REVIEW THE CONTROLS OVER THE VALIDITY 

OF NON-CONTACT SALES AND THE ADMINISTRATION OF AWARD 

PROGRAMS. I CONDUCTED THIS AUDIT. 

CONCURRENTLY, COORDINATION EFFORTS BEGAN WITH THE 

COMPTROLLERS DEPARTMENT AND OTHER GROUPS TO PREPARE 

A COMPUTER PROGRAM THAT WOULD EXTRACT ACTUAL SERVICE 

ORDER DATA FOR THOSE EMPLOYEES WHO WERE IDENTIFIED 

AS HIGH SELLERS OF SEQlX. THESE DATA WERE TO BE 

USED TO CONTACT SUBSCRIBERS TO DETERMINE IF THEY HAD 

AUTHORIZED BILLING OF SEQlX. 

WHAT PROCESS WAS USED TO IDENTIFY EMPLOYEES WHO 

MIGHT HAVE ISSUED ORDERS FOR UNAUTHORIZED SALES? 

THE INITIAL INVESTIGATION OF THE TWO ORLANDO 

EMPLOYEES INDICATED THAT THEY HAD ACCUMULATED 

EXTREMELY HIGH SALES OF SEQlX DURING 1988 AND 1989. 

BASED ON THE INFORMATION GAINED PROM THE ORLANDO 

INVESTIGATION, WE SEARCHED FOR OTHER EMPLOYEES WITH 

HIGH LEVELS OF NON-CONTACT SALES. 
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TO PUT WHAT WE DID IN PERSPECTIVE, LET ME BRIEFLY 

OUTLINE THE PROCESS FOR ORDER ISSUANCE AND 

SUBSEQUENT TRACKING OF RESULTS IN THE NON-CONTACT 

SALES PROGRAM. SALES WERE NEGOTIATED WITH CUSTOMERS 

BY NETWORK EMPLOYEES AND FORWARDED TO CUSTOMER 

SERVICES VIA NSRS FOR ORDER INPUT. CUSTOMER 

SERVICES PERSONNEL INPUT THE SERVICE ORDER 

INFORMATION, INCLUDING THE NETWORK EMPLOYEE'S SALES 

CODE. UPON COMPLETION OF SERVICE ORDERS IN THE 

CUSTOMER RECORD INFORMATION SYSTEM, THE TOTAL 

SERVICES SOLD AND ASSOCIATED REVENUES WERE 

ACCUMULATED FOR TRACKING PURPOSES ON THE CUSTOMER 

SERVICES SALES REPORT, FORM 2011A. THE 2011A 

TRACKED SALES RESULTS BY INDIVIDUAL EMPLOYEE SALES 

CODE AND ALSO SUMMARIZED THE RESULTS BY MANAGEMENT 

LEVEL. HIGH SELLERS OF SEQlX WERE THUS IDENTIFIED 

BY REVIEWING 2011AS. RESULTS AT THE DISTRICT LEVEL 

WERE ANALYZED FIRST. REPORTS FOR SECOND LEVEL AND 

FIRST LEVEL MANAGERS (PAYGRADES 5, 3 )  AND INDIVIDUAL 

NON-MANAGEMENT EMPLOYEE SALES CODES WERE ANALYZED 

NEXT TO IDENTIFY INSTANCES OF HIGH SALES AND TO 

DETERMINE IF SALES WERE CONCENTRATED IN PARTICULAR 

GROUPS OR SPECIFIC INDIVIDUALS. THERE WAS NO 

SPECIFIC DOLLAR AMOUNT USED AS A CRITERION: RELATIVE 

LEVELS OF SALES WAS THE PERTINENT CONSIDERATION. 
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BASED ON COMPANY RECORDS, EMPLOYEE NAMES WERE 

ASSOCIATED WITH THE SALES CODES PROVIDED BY THE 

DISTRICTS. AFTER THIS LIST WAS COMPILED AND 

REFERRED TO THE LEGAL DEPARTMENT, DISTRICTS WITH 

LOWER RESULTS WERE ALSO ANALYZED AND A SECOND LIST 

WAS COMPILED AND PROVIDED TO THE LEGAL DEPARTMENT. 

ADDITIONAL ANALYSIS WAS PERFORMED FOR SALES MADE 

UNDER THE GOLDLINE REFERRAL PROGRAM, WHICH HAD 

REPLACED ALL NON-CONTACT SALES PROGRAMS IN 1990. 

THE FLORIDA GOLDLINE REFERRAL PROGRAM ESTABLISHED A 

CENTRALIZED GROUP TO HANDLE SALES REFERRALS FROM ALL 

NON-CONTACT EMPLOYEES. GOLDLINE INCLUDED PROCEDURES 

FOR CALLING THE CUSTOMERS TO VERIFY AND CLOSE THE 

SALE AFTER REFERRAL BY THE EMPLOYEE. A LIST OF 

EMPLOYEES WHO HAD 50% OR MORE OF THEIR REFERRALS TO 

GOLDLINE REJECTED WAS ALSO PROVIDED TO THE LEGAL 

DEPARTMENT. 

WHAT DID THE COMPANY DO NEXT? 

THE INFORMATION DERIVED FROM MY ANALYSIS WAS 

PROVIDED TO THE LEGAL AND SECURITY DEPARTMENTS. 

THEY THEN INTERVIEWED INDIVIDUALS BELIEVED TO HAVE 

PERTINENT INFORMATION ON THESE MATTERS. IN 
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ADDITION, THE COMPANY CALLED CUSTOMERS WHO HAD 

SERVICES ADDED TO THEIR BILLS BY NON-CONTACT SALES 

EMPLOYEES. THE PURPOSE OF THESE CALLS WAS TO ASK 

THE CUSTOMERS IF THEY REMEMBERED ORDERING THE 

SERVICES IN QUESTION. 

WHAT WAS THE RESULT OF THE COMPANY'S INVESTIGATION? 

THE COMPANY DETERMINED THAT THREE CRAFT EMPLOYEES, 

TWO FROM THE ORLANDO DISTRICT AND ONE FROM THE WEST 

PALM BEACH DISTRICT, HAD ADDED SEQlX TO CUSTOMER 

ACCOUNTS WITHOUT THEIR KNOWLEDGE. THE SALES CODE OF 

A FOURTH EMPLOYEE WAS ALSO USED IN CONNECTION WITH 

UNAUTHORIZED SALES. THIS WAS PROBABLY DONE BY ONE 

OF THE DISCIPLINED EMPLOYEES AND WITHOUT THE FOURTH 

EMPLOYEE'S KNOWLEDGE. THE FIRST THREE EMPLOYEES 

WERE TERMINATED AS WERE ONE PAYGRADE 3 MANAGER IN 

ORLANDO AND ONE PAYGRADE 5 MANAGER IN WEST PALM 

BEACH. THE OTHER 2300 EMPLOYEES WHO WERE ELIGIBLE 

TO PARTICIPATE IN THE COMPANY'S NON-CONTACT SALES 

PROGRAM DID NOT APPEAR TO HAVE ACTED IMPROPERLY. 

DID SOUTHERN BELL HAVE CONTROLS IN PLACE THAT SHOULD 

HAVE PREVENTED THE ABUSE OF THE NON-CONTACT SALES 

PROGRAM THAT OCCURRED? 
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CONTROLS THAT SHOULD HAVE ALERTED LOCAL MANAGEMENT 

TO ANY ABUSE OF THE NON-CONTACT SALES PROGRAM. FOR 

EXAMPLE, A REVIEW OF THE RESULTS SHOWN ON THE 2011A 

FORMS SHOULD HAVE PROMPTED INQUIRIES BY MANAGEMENT 

AS TO WHY A FEW EMPLOYEES HAD MUCH HIGHER SALES 

LEVELS THAN ALL OTHER EMPLOYEES. THESE SAME FORMS 

WERE PROVIDED TO AREA NETWORK SALES COORDINATORS WHO 

SHOULD HAVE INQUIRED AS TO WHY SOME SALES LEVELS 

WERE SIGNIFICANTLY HIGHER THAN OTHERS. IN ADDITION, 

CUSTOMER SERVICE PERSONNEL RESPONSIBLE FOR INPUTTING 

THE NSRS SHOULD HAVE RECOGNIZED ABNORMALLY HIGH 

VOLUMES OF SALES FOR PARTICULAR EMPLOYEES, OR OTHER 

UNUSUAL TRENDS, AND REPORTED THESE TO THEIR 

MANAGEMENT TO INVESTIGATE. FINALLY, SINCE INSIDE 

WIRE WAS, THROUGHOUT THIS PERIOD, ITEMIZED MONTHLY 

ON CUSTOMER BILLS, CUSTOMERS THEMSELVES COULD HAVE 

IDENTIFIED ERRORS AND BROUGHT THEM TO SOUTHERN 

BELL’S ATTENTION. THIS LAST MEASURE, OF COURSE, 

SHOULD NOT HAVE BEEN NECESSARY, BUT IT DID GIVE US 

ANOTHER OPPORTUNITY TO DETECT AND CORRECT ANY ERRORS 

IN BILLING. 

THERE CAN BE NO QUESTION THAT, EVEN IN AN 
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ENVIRONMENT THAT IS ADEQUATELY CONTROLLED, THERE IS 

A POTENTIAL FOR NOT DETECTING INTENTIONAL DISREGARD 

OF ESTABLISHED PROCEDURES. IT I5 NOT POSSIBLE FOR A 

BUSINESS TO VERIFY THE DETAILS OF EVERY TRANSACTION 

ENGAGED IN BY AN EMPLOYEE. THE FACT IS, HOWEVER, 

THAT THE CONTROLS SOUTHERN BELL HAD IN PLACE DID 

ALLOW IT TO IDENTIFY THE THREE EMPLOYEES WHO 

INTENTIONALLY ADDED SERVICES TO CUSTOMERS' BILLS 

WITHOUT THE CUSTOMERS' AUTHORIZATION. 

HAS SOUTHERN BELL MADE CHANGES TO HELP PREVENT THE 

RECURRENCE OF PROBLEMS WITH NON-CONTACT SALES? 

YES. SOUTHERN BELL DISCONTINUED ALL NON-CONTACT 

SALES AND REFERRAL PROGRAMS EFFECTIVE JULY 1991. 

WHAT IS SOUTHERN BELL'S POLICY REGARDING THE 

OFFERING OF THE LEAST EXPENSIVE SERVICE ALTERNATIVE 

AVAILABLE TO ITS CUSTOMERS? 

SERVICE REPRESENTATIVES ARE REQUIRED TO ADVISE 

CUSTOMERS OF THE LEAST EXPENSIVE SERVICE ALTERNATIVE 

AVAILABLE. THIS IS PART OF THEIR FORMAL TRAINING 

AND IT IS REINFORCED THROUGH ON-THE-JOB TRAINING. 

SERVICE REPRESENTATIVES ARE RESPONSIBLE FOR 
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IMPARTING ACCURATE AND COMPLETE INFORMATION TO 

CUSTOMERS WHEN NEGOTIATING ORDERS. IN ADDITION TO 

DISCLOSING THE LEAST EXPENSIVE SERVICE ALTERNATIVE 

AVAILABLEf THEY MUST DISCLOSE INFORMATION RELATIVE 

TO OPTIONAL SERVICES, RATES MUST BE QUOTED FOR 

SERVICES ORDERED AND INFORMATION NEGOTIATED MUST BE 

VERIFIED. A CONFIRMATION LETTER IS ALSO SENT TO THE 

CUSTOMER FOLLOWING SERVICE ORDER ACTIVITY. THE 

CONFIRMATION LETTER ITEMIZES THE SERVICES ORDERED 

AND THE ASSOCIATED CHARGES. FURTHER, SERVICES ARE 

ITEMIZED ON THE CUSTOMER'S MONTHLY BILL. BUSINESS 

OFFICE MANAGEMENT AND STAFF MANAGEMENT REGULARLY 

MONITOR ALL SERVICE REPRESENTATIVES TO ENSURE 

COMPLIANCE WITH THESE REQUIREMENTS, INCLUDING THAT 

OF INFORMING CUSTOMERS OF THE LEAST EXPENSIVE 

SERVICE ALTERNATIVE AVAILABLE. 
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SOUTHERN BELL TELEPHONE AND TELEGRAPH COMPANY 

TESTIMONY OF APRIL D. IVY 

BEFORE THE 

FLORIDA PUBLIC SERVICE COMMISSION 

IN 

DOCKET NO. 920260-TL 

JULY 2, 1993 

PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS 

ADDRESS ? 

MY NAME IS APRIL D. IVY. I AM EMPLOYED BY 

BELLSOUTH TELECOMMUNICATIONS, INC., D/B/A SOUTHERN 

BELL TELEPHONE AND TELEGRAPH COMPANY ("SOUTHERN 

BELL" OR THE "COMPANY") AS A MANAGER - 
NETWORK/INSTALLATION AND MAINTENANCE CENTER (IMC). 

MY BUSINESS ADDRESS IS 8610 SW 107TH AVENUE, MIAMI, 

FLORIDA 33173. 

PLEASE GIVE A BRIEF DESCRIPTION OF YOUR BACKGROUND. 

I BEGAN MY CAREER WITH SOUTHERN BELL IN MIAMI, 

FLORIDA IN 1968, AS A COMMERCIAL CLERK. AS A 

NON-MANAGEMENT EMPLOYEE, I WORKED IN BOTH THE 
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CUSTOMER SERVICES AND NETWORK DEPARTMENTS. I WAS 

PROMOTED INTO MANAGEMENT AS AN ADMINISTRATIVE CLERK 

SUPERVISOR IN 1972. I WAS AGAIN PROMOTED IN 1974 

TO SERVICE ORDER CLERK SUPERVISOR. I WAS PROMOTED 

TO MANAGER IN 1982 AND HAVE HELD VARIOUS JOB 

RESPONSIBILITIES IN BOTH THE MARKETING AND NETWORK 

DEPARTMENTS. IN 1989, I WAS ASSIGNED 

RESPONSIBILITIES FOR THE NETWORK IMC STAFF AND ON 

MAY 1, 1990, I ASSUMED MY CURRENT RESPONSIBILITIES 

AS MANAGER - NETWORK IMC/SOUTH DADE. MY 

RESPONSIBILITIES INCLUDE SUPERVISING MANAGEMENT AND 

NON-MANAGEMENT EMPLOYEES' ACTIVITIES IN 

IMPLEMENTING CUSTOMERS' REQUESTS FOR SERVICE AND 

HANDLING OF CUSTOMER TROUBLE RESTORATION 

ACTIVITIES. IN MARCH 1991, I GRADUATED FROM BARRY 

UNIVERSITY WITH A BACHELOR OF BUSINESS 

ADMINISTRATION DEGREE. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

THE PURPOSE OF MY TESTIMONY IS TO PROVIDE THE 

COMMISSION WITH AN UNDERSTANDING OF CUSTOMER 

TROUBLE REPORT AND RESTORATION PROCEDURES AS WELL 

AS MAINTENANCE CENTER RESPONSIBILITIES REGARDING 

THESE ACTIVITIES. I WILL GIVE A BRIEF OVERVIEW OF 
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HOW A BASIC TROUBLE REPORT IS HANDLED AND THE 

COMPLEXITY INVOLVED IN PROCESSING SUCH REPORTS. I 

WILL DISCUSS OUR COMPANY'S EVOLUTION FROM A MANUAL 

TO A MECHANIZED ENVIRONMENT IN THE IMC AND THE 

EXTENSIVE CLASSROOM AND ON THE JOB TRAINING 

REQUIRED TO PERFORM THIS WORK AT A SATISFACTORY 

LEVEL. I WILL DESCRIBE OUR REVIEW PROCESS, HOW IT 

IS STRUCTURED AND THE RECENT UPDATES IN THAT 

PROCESS THAT REFLECT OUR CONTINUED COMMITMENT TO 

PROVIDE QUALITY SERVICE TO OUR CUSTOMERS. IT WAS 

THIS REVIEW PROCESS THAT ENABLED THE COMPANY TO 

DISCOVER THE TROUBLE REPORTING PROBLEMS IN THE 

NORTH DADE AND GAINESVILLE IMCS. 

MS. IVY, WOULD YOU PLEASE PROVIDE THE COMMISSION 

WITH A BRIEF DESCRIPTION OF HOW A CUSTOMER TROUBLE 

REPORT IS HANDLED BY SOUTHERN BELL? 

YES. WHEN CUSTOMERS EXPERIENCE TROUBLE WITH THEIR 

SERVICE, THEY CALL 611 TO REPORT THE SERVICE 

PROBLEM. WHEN DIALING "611," THE CUSTOMER SPEAKS 

TO A REPAIR SERVICE ATTENDANT TO COMPLETE THE 

TROUBLE REPORT TRANSACTION. THE TELEPHONE NUMBER 

IS INPUT INTO THE LOOP MAINTENANCE OPERATIONS 

SYSTEM (LMOS), WHEREUPON THE CUSTOMER'S "LINE 
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RECORDS" ARE RETRIEVED. THIS INFORMATION CONSISTS 

OF THE SUBSCRIBER'S NAME AND ADDRESS, TELEPHONE 

NUMBER, AND UNPOPULATED FIELDS FOR TROUBLE ENTRY 

INFORMATION. THE CUSTOMER THEN PROVIDES A TROUBLE 

DESCRIPTION WHICH IS ENTERED BY THE REPAIR CLERK 

INTO THE TROUBLE DESCRIPTION FIELD. THE CUSTOMER 

IS ALSO QUERIED CONCERNING ANY OTHER PERTINENT 

INFORMATION, INCLUDING A REQUEST FOR A FOLLOW UP 

CONTACT NUMBER. 

ONCE THE CUSTOMER TROUBLE REPORT CONTACT IS 

COMPLETED, THE TROUBLE REPORT IS ELECTRONICALLY 

TRANSMITTED VIA LMOS TO THE APPROPRIATE IMC FOR 

FURTHER ANALYSIS, TESTING, AND DISPATCH. THE 

SYSTEM AUTOMATICALLY ENTERS THE DATE AND TIME WHEN 

THE REPORT IS RECEIVED AND TRANSMITTED. 

WHEN THE TROUBLE REPORT IS INITIALLY ENTERED, THE 

MECHANIZED LOOP TEST (MLT) FUNCTION COMMENCES. MLT 

IS A PERIPHERAL SYSTEM TO LMOS WHICH PERFORMS 

MECHANICAL TEST FUNCTIONS. VARIOUS MLT TESTS ARE 

PERFORMED ON THE CUSTOMER'S LINE TO DETERMINE IF 

ANY FAULTS EXIST. EACH MLT TEST HAS AN ASSOCIATED 

VERIFICATION (VER) CODE THAT DESCRIBES ANY FAULT ON 

THE SUBSCRIBER'S LINE. 

-4- 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

ONCE THE MLT TEST IS PERFORMED, THE TROUBLE IS THEN 

TRANSMITTED TO THE APPROPRIATE FRONT END COMPUTER 

SERVING THE IMC RESPONSIBLE FOR THE CUSTOMER'S 

SERVICE. WITHOUT HUMAN INTERVENTION, THE REPORT IS 

SUBJECTED TO SPECIFIC CRITERIA STATEMENTS 

CALLED ALGORITHMS. THIS FEATURE IS REFERRED TO AS 

"AUTOSCREEN. " 

THIS CRITICAL TESTING PROCESS IS USED TO DIRECT THE 

CUSTOMER'S TROUBLE REPORT EITHER TO A DISPATCH POOL 

OR TO A MAINTENANCE ADMINISTRATOR (MA) IN THE IMC 

FOR MANUAL INTERVENTION. MANUAL INTERVENTION IS 

NECESSARY IF THE TESTING CRITERIA INDICATE A NEED 

FOR ADDITIONAL SCREENING, TESTING, ISOLATION, OR 

ANALYSIS . 

A TROUBLE REPORT THAT IS DIRECTED TO THE DISPATCH 

POOL IS AUTOMATICALLY DISPATCHED TO A FIELD 

TECHNICIAN WHO RETRIEVES THE REPORT WITH A HAND 

HELD COMPUTER ACCESS TERMINAL. THE REPORT CONTAINS 

THE TEST RESULTS AND PERTINENT INFORMATION 

NECESSARY FOR THE TECHNICIAN TO PERFORM THE WORK 

NEEDED TO RESTORE THE CUSTOMER'S SERVICE. A REPORT 

SENT TO THE DISPATCH POOL IS DISPATCHED BASED ON 
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SPECIFIC SERVICE PRIORITIES, E.G., OUT OF SERVICE, 

COMMITMENT TIMES, EMERGENCY RESTORATION, CLASS OF 

SERVICE, ETC. 

THE TROUBLE REPORTS THAT ARE DIRECTED TO MAS FOR 

MANUAL INTERVENTION ARE ALWAYS RETESTED BY AN MA 

PRIOR TO DISPATCH. AN ATTEMPT IS ALSO MADE TO 

CONTACT THE CUSTOMER FOR ANY ADDITIONAL NECESSARY 

INFORMATION. AFTER THE MA HAS RETESTED THE REPORT, 

THE REPORT IS EITHER CLOSED OUT OR SENT TO THE 

DISPATCH POOL FOR A TECHNICIAN TO RESTORE THE 

SERVICE AND CLOSE OUT THE TROUBLE. 

PLEASE DESCRIBE HOW A TROUBLE IS DETERMINED TO BE 

SERVICE AFFECTING (SA) OR OUT OF SERVICE (00s). 

THE METHOD FOR DETERMINING AN OUT OF SERVICE 

CONDITION HAS RECENTLY CHANGED. SINCE MAY 28, 

1993, A TROUBLE REPORT HAS BEEN CLASSIFIED AS 

OOS/SA ONLY BY THE TROUBLE REPORT RECEIPT CENTER 

(CRSAB). THUS, AN OUT OF SERVICE STATUS CONDITION 

IS BASED ON THE CUSTOMER'S REPORTED INABILITY TO 

MAKE OR RECEIVE CALLS. PERSONNEL IN THE 

INSTALLATION MAINTENANCE CENTER (IMC) NO LONGER 

HAVE THE CAPABILITY OF STATUSING A TROUBLE AS OUT 

-6- 



1 

2 

3 Q. 
4 

5 

6 A. 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 Q. 

17 

18 

19 

20 A. 

21 

22 

23 

24 

25 

OF SERVICE OR SERVICE AFFECTING. 

HOW DID THE COMPANY PREVIOUSLY DETERMINE IF THE 

TROUBLE WAS SA OR OOS? 

PREVIOUSLY, IF A REPORT WAS AUTOMATICALLY SCREENED 

AND MET THE 00s CRITERIA, IT WAS STATUSED AS 00s AT 

THE TIME AND WAS SENT TO THE DISPATCH POOL. THE 

00s CRITERIA CONSIDERED THE DEGREE OF TECHNICAL 

FAULT TESTED. WHEN MANUAL INTERVENTION WAS 

NECESSARY, THE MA USED THE SAME CRITERIA THAT 

AUTO-SCREEN EMPLOYED, AS WELL AS INTERACTION WITH 

THE CUSTOMER TO DETERMINE WHETHER OR NOT THE REPORT 

SHOULD BE SCORED 00s. 

WHEN AN EMPLOYEE IS SELECTED FOR THE MAINTENANCE 

ADMINISTRATOR JOB, WHAT TYPE OF TRAINING DOES THE 

EMPLOYEE RECEIVE? 

SINCE THE EARLY EIGHTIES, MAINTENANCE ADMINISTRATOR 

TRAINING HAS UNDERGONE MANY CHANGES. MOST OF THE 

TRAINING UPGRADES HAVE BEEN AS A RESULT OF 

MECHANIZATION, CONSOLIDATION OF IMCS AND ADDITIONAL 

WORK FUNCTIONS THAT WERE ADDED TO INCREASE TOTAL 

QUALITY IN PROVIDING CUSTOMER SERVICE. DURING THIS 
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TIME FRAME, MAINTENANCE ADMINISTRATORS HAVE BEEN 

GIVEN A NUMBER OF DIFFERENT TRAINING COURSES. A 

GREAT DEAL OF THE TRAINING CENTERS AROUND 

SCREENING/DISPATCHING FUNCTIONS, MECHANIZED LOOP 

TESTING, AND MECHANIZED MAPPER ASSIGNER. SOME OF 

THE COURSES ARE SELF-PACED AND COMPLETED THROUGH 

WORK BOOKS, WHILE OTHERS ARE INSTRUCTOR-LED. AS 

WITH ANY TRAINING, MAS ARE CLOSELY SUPERVISED AND 

GIVEN ON-THE-JOB TRAINING WHEN CHANGES OCCUR. 

CURRENTLY, AN MA MUST COMPLETE THE FOLLOWING SIX 

CORE CLASSROOM COURSES: INITIAL MAINTENANCE 

TRAINING, MECHANIZED MAPPER ASSIGNER, MECHANIZED 

LOOP TESTING, FACILITY ASSIGNMENT CENTER USER 

OPERATIONS, RECENT MEMORY ASSIGNMENT SYSTEMS, AND 

SERVICE ORDER COMMUNICATIONS SYSTEM. THE FIRST 

COURSE PROVIDES THE MA WITH A BASIC UNDERSTANDING 

OF LMOS AND THE VARIOUS COMPUTER COMMANDS USED IN 

CONNECTION WITH TROUBLE REPORT PROCESSING. IT LAYS 

THE FOUNDATION FOR ADDITIONAL TRAINING IN ANALYZING 

CUSTOMER TROUBLE REPORTS. THE NEXT TWO COURSES, 

MECHANIZED MAPPER ASSIGNER AND MECHANIZED LOOP 

TESTING, PREPARE THE MA TO DIRECT THE REPORT TO THE 

PROPER WORK GROUP FOR FINAL RESOLUTION. THE FINAL 

THREE COURSES GIVE THE MA THE NECESSARY TRAINING TO 
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INTERACT WITH THE DATA BASES THAT TRACK OUR: 1 )  

CABLE FACILITIES; 2) CENTRAL OFFICE TRANSLATIONS; 

AND 3) CUSTOMERS' SERVICE ORDER ACTIVITY. 

ONCE THE FORMAL TRAINING IS COMPLETED, THE MA IS 

ASSIGNED DIFFERENT WORK FUNCTIONS. AN EXPERIENCED 

MA OBSERVES AND ASSISTS THE NEW MA IN UNDERSTANDING 

EACH TASK, I.E., SCREENING, TESTING, DISPATCH, ETC. 

THIS ON-THE-JOB TRAINING IS CLOSELY SUPERVISED BY 

AN ASSISTANT MANAGER. 

AT FIRST, A DAILY REVIEW OF ALL TASKS PERFORMED BY 

THE MA IS CONDUCTED. AS THE MA PROGRESSES, SPOT 

CHECKS AND FEEDBACK ARE PROVIDED BY THE ASSISTANT 

MANAGER RESPONSIBLE FOR TRAINING AND THE MA'S 

IMMEDIATE SUPERVISOR. 

TO SUMMARIZE, TRAINING IN THE IMC IS A CONTINUOUS 

PROCESS AS UPDATES ARE MADE TO THE SYSTEM, PRACTICE 

AND PROCEDURAL CHANGES OCCUR, AND PUBLIC SERVICE 

COMMISSION RULES CHANGE. FOLLOW-UP BY THE TRAINING 

SUPERVISOR IS CONSTANT TO ENSURE THAT EACH MA 

UNDERSTANDS THE CHANGES. 

25 Q. IS AN MA FULLY QUALIFIED TO PERFORM HER ASSIGNED 
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DUTIES UPON COMPLETION OF THE FORMAL TRAINING? 

NO. AS WITH MANY TECHNICAL ASSIGNMENTS IN OUR 

BUSINESS, THERE IS A LEARNING CURVE ASSOCIATED WITH 

AN INDIVIDUAL'S BECOMING PROFICIENT IN HANDLING 

TROUBLE REPORTS. BECAUSE OF THE VARIOUS TECHNICAL 

AND ENVIRONMENTAL CONDITIONS THAT MAY AFFECT A 

CUSTOMER'S SERVICE, THE COMPLEX AND CHANGING 

TECHNOLOGY INVOLVED, AND THE DIFFERING ABILITY OF 

EACH EMPLOYEE TO BECOME AN EXPERT IN RECOGNIZING 

THE MANY DIFFERENT CAUSES OF TROUBLES, EACH 

EMPLOYEE VARIES IN THE LENGTH OF TIME IT TAKES HER 

TO BECOME SATISFACTORY IN PERFORMING HER DUTIES. 

AGAIN, UNTIL SHE IS FULLY PROFICIENT, EACH MA IS 

CLOSELY MONITORED BY A SUPERVISOR TO ENSURE THAT 

THE JOB IS BEING PERFORMED AT A SATISFACTORY LEVEL. 

ONCE AN EMPLOYEE HAS COMPLETED THE FORMAL TRAINING 

AND HAS PROGRESSED WITH THE ON-THE-JOB TRAINING, 

CAN MISTAKES STILL OCCUR? 

YES. PRIOR TO THE INTRODUCTION OF OUR CURRENT 

CATEGORIZATION PROCESS, THE PROCESS OF CATEGORIZING 

TROUBLE REPORTS WAS MORE OF AN ART THAN A SCIENCE. 
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TWO PEOPLE COULD INTERPRET THE SAME DATA 

DIFFERENTLY AND ONE COULD MAKE AN HONEST MISTAKE. 

AS I HAVE PREVIOUSLY DESCRIBED, THE PROCESSING OF 

CUSTOMER TROUBLE REPORTS IS AN EVER CHANGING, 

DYNAMIC, AND COMPLEX PROCESS. THUS, THE POTENTIAL 

FOR UNINTENTIONAL ERRORS ALWAYS EXISTS. 

IN ADDITION, BECAUSE OF THE COMPLEXITY OF THE 

PROCESS, THERE IS THE POSSIBILITY OF A 

MISUNDERSTANDING OF INSTRUCTIONS. 

DID SOUTHERN BELL EVER FIND EXAMPLES OF ABUSE OF 

THE TROUBLE REPORT PROCESS? 

YES. IN OCTOBER OF 1990, THE NETWORK STAFF 

CONDUCTED A ROUTINE NETWORK OPERATIONS REVIEW IN 

THE NORTH DADE IMC. IN THAT REVIEW A NUMBER OF 

TROUBLE REPORTS THAT HAD BEEN IMPROPERLY HANDLED 

WERE IDENTIFIED. WHEN THE RESULTS OF THE REVIEW 

WERE PROVIDED TO THE SOUTH FLORIDA GENERAL MANAGER, 

A SECURITY DEPARTMENT INVESTIGATION WAS INITIATED. 

THE INVESTIGATION DETERMINED THAT TROUBLE REPORTS 

HAD BEEN DELIBERATELY MISCODED AS OUT-OF-SERVICE 

WHEN IN FACT THEY SHOULD HAVE BEEN CODED AS SERVICE 

AFFECTING. THE INVESTIGATION ALSO IDENTIFIED THE 
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EMPLOYEES RESPONSIBLE FOR THE MISCODING. THE TWO 

MANAGEMENT EMPLOYEES INVOLVED WERE DISCHARGED. 

THE COMPANY’S NORTH DADE INVESTIGATION LED TO A 

STATEWIDE REVIEW OF TROUBLE REPORT STATUSING. 

ANOTHER IRREGULARITY WAS DISCOVERED IN THE 

GAINESVILLE IMC. A SECURITY DEPARTMENT 

INVESTIGATION WHICH FOLLOWED DISCOVERED THAT ONE OR 

MORE EMPLOYEES HAD CREATED FICTITIOUS 

OUT-OF-SERVICE TROUBLE REPORTS THAT WERE THEN 

CLEARED WITHIN 24 HOURS IN AN ATTEMPT TO IMPROPERLY 

“BUILD THE BASE” OF OUT OF SERVICE TROUBLES. 

WHAT CONTROLS DID SOUTHERN BELL HAVE IN PLACE TO 

ENSURE COMPLIANCE WITH ITS TROUBLE HANDLING 

PRACTICES AND PROCEDURES? 

SOUTHERN BELL HAD VARIOUS CONTROLS TO ENSURE 

ADHERENCE TO ITS PRACTICES AND PROCEDURES. ONE OF 

THE MOST IMPORTANT CONTROLS WAS THE 

OPERATIONAL/STANDARDIZATION REVIEW PROCESS. THESE 

REVIEWS WERE CONDUCTED CONTINUOUSLY TO IDENTIFY FOR 

MANAGEMENT THOSE AREAS WHERE ERRORS WERE OCCURRING, 

TO ENSURE COMPLIANCE WITH PRESCRIBED PRACTICES AND 

PROCEDURES, AND TO DETECT ANY POSSIBLE INTEGRITY 
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ISSUES. ANOTHER CONTROL CONSISTED OF THE VARIOUS 

REPORTS PROVIDED TO LOCAL MANAGEMENT THAT SHOULD 

HAVE BEEN USED TO IDENTIFY ANY QUESTIONABLE TROUBLE 

REPORTING PRACTICES IN THE IMC. THERE WERE ALSO 

SIMILAR REPORTS OF NON-MANAGEMENT WORK PERFORMED BY 

FIELD EMPLOYEES. 

CAN YOU EXPLAIN THE STANDARDIZATION REVIEW PROCESS 

AND DESCRIBE SPECIFICALLY WHAT AREAS ARE REVIEWED? 

THERE WERE EIGHT MODULES IN THE STANDARDIZATION 

REVIEW PACKAGE. EACH MODULE LOOKED AT SPECIFIC 

TYPES OF REPORTS HANDLED BY BOTH IMC AND 

INSTALLATION AND MAINTENANCE EMPLOYEES FOR 

ACCURACY. THE EIGHT MODULES WERE AS FOLLOWS: 

1. EMPLOYEE REPORTS ISSUED BY THE IMC 

2. EXCLUDED REPORTS 

3. CPE CODES 

4. OUT OF SERVICE STATUSING 

5. NO-ACCESS STATUSING 

6. NON-NETWORK CODES 

7. SPECIAL SERVICE CLASS OF SERVICE 

(SSMMP) 

8. CAUSE CODES 
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FOR EACH MODULE, THE REVIEWER LOOKED AT A 

MECHANIZED TROUBLE ANALYSIS SYSTEM (MTAS) PRINTOUT 

AND THEN SCRUTINIZED THE TOTAL NUMBER OF REPORTS IN 

THE SELECTED CATEGORY. ALL REVIEW MODULES HAD 

COMMON ITEMS THAT THE REVIEWER CHECKED IN DETAIL. 

FOR EXAMPLE, ALL REPORTS MUST HAVE HAD PROPER 

DOCUMENTATION IN THE FINAL STATUS NARRATIVE TO 

SUBSTANTIATE THE CLOSE OUT; OTHERWISE AN ERROR 

(DEVIATION) WAS SCORED IN THE REVIEW. 

STANDARDIZATION REVIEW RESULTS WERE PROVIDED TO THE 

IMC MANAGEMENT FOR THE EXPRESS PURPOSE OF 

IDENTIFYING AREAS WHERE IMPROVEMENT WAS NEEDED. 

THIS WAS USED FOR ADDITIONAL TRAINING OR 

DISCIPLINARY ACTION WHERE APPROPRIATE. FOLLOW-UP 

REVIEWS WERE CONDUCTED WHENEVER THE FIRST REVIEW 

FOUND A HIGH ERROR RATE. 

WHAT WAS THE PRIMARY PURPOSE OF STANDARDIZATION 

REVIEWS? 

THE PRIMARY PURPOSE OF STANDARDIZATION REVIEWS WAS 

TO PROVIDE INFORMATION TO THE LOCAL IMC MANAGEMENT 

AS TO THE AREAS WHERE ENHANCED TRAINING MAY BE 

NEEDED. THE LOCAL IMC OPERATIONS WERE EXPECTED TO 
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UTILIZE THE REPORTS FOR IDENTIFYING AND TAKING 

CORRECTIVE ACTION. UNUSUAL REVIEW RESULTS WERE 

COMMUNICATED TO THE APPROPRIATE GENERAL MANAGER. 

IT WAS THIS PROCESS THAT DETECTED THE PROBLEMS IN 

THE NORTH DADE IMC IN 1990. 

THERE ARE SOME WHO HAVE ALLEGED THAT UNDUE PRESSURE 

WAS PLACED ON IMC PERSONNEL TO MEET THE 

COMMISSION'S OBJECTIVES. IS THIS TRUE? 

NO. BASED UPON MY EXPERIENCE ON THE STAFF AND IN 

THE IMC, THIS IS NOT TRUE. MANAGEMENT AT ALL 

LEVELS OF THE COMPANY ARE AWARE OF THE IMPORTANCE 

OF ADHERING TO THE COMMISSION'S RULES AND SERVICE 

OBJECTIVES. WHILE THE COMPANY IS CLEARLY CONCERNED 

WITH COMPLYING WITH ALL COMMISSION RULES, I DO NOT 

KNOW OF A MANAGER IN THE COMPANY WHO HAS BEEN 

DISCIPLINED, REDUCED IN MANAGEMENT LEVEL OR 

RECEIVED DETRIMENTAL PAY TREATMENT AS A RESULT OF 

NOT MAKING A COMMISSION OBJECTIVE AFTER GOOD FAITH 

EFFORTS TO DO SO. ON THE OTHER HAND, THE COMPANY 

DISCIPLINES ANY INDIVIDUAL IT IDENTIFIES AS HAVING 

VIOLATED THE COMPANY'S POLICY PROHIBITING THE 

MANIPULATION OF ITS SERVICE RECORDS. 
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8 Q. WERE ANY OTHER TYPES OF REVIEWS CONDUCTED TO ENSURE 

9 QUALITY CUSTOMER SERVICE? 

10 

11 A. YES. THE FLORIDA NETWORK STAFF, DURING 1989 AND 

IT IS ALSO IMPORTANT TO UNDERSTAND THAT THE OVERALL 

DESIRE OF MY COMPANY'S EMPLOYEES, FROM TOP TO 

BOTTOM, IS TO PROVIDE THE BEST CUSTOMER SERVICE 

POSSIBLE. THE COMMISSION'S RULES ARE BUT ONE 

MEASUREMENT OF THE OVERALL SATISFACTION OF OUR 

CUSTOMERS. 
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1990, CONDUCTED TECHNICAL PERFORMANCE REVIEWS AND 

KEY SERVICE RESULTS REVIEWS. THESE COMPREHENSIVE 

REVIEWS WERE PERFORMED TO ENSURE THAT THE ENTIRE 

NETWORK OPERATION -- CONSTRUCTION, MAINTENANCE, 
INSTALLATION, ENGINEERING, AND SWITCHED SERVICES -- 
WAS FOLLOWING ESTABLISHED COMPANY PRACTICES AND 

PROCEDURES. 

THE REVIEWS WERE CONDUCTED AND FORMALLY PRESENTED 

TO THE VICE PRESIDENT-NETWORK FLORIDA, AND THE 

GENERAL MANAGER AND OTHER MANAGERS OF THE REVIEWED 

OPERATION. DURING 1990 THE TECHNICAL PERFORMANCE 

REVIEWS WERE DISCONTINUED AND WE REDIRECTED OUR 

RESOURCES BACK TO THE STANDARDIZATION/OPERATIONAL 
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REVIEWS WITH SOME VARIATION AND IMPROVEMENTS. 

IN A FEW OF THE OPERATIONAL/STANDARDIZATION 

REVIEWS, SOME OF THE FINDINGS INDICATED A 100% 

ERROR RATE. HOW IS THIS POSSIBLE? 

THE STANDARDIZATION REVIEWS WERE "SUPER CRITICAL" 

BY DESIGN. THE REVIEWERS WERE INSTRUCTED TO BE 

"NIT-PICKY'' TO IDENTIFY ANY TROUBLE REPORTS THAT 

MIGHT BE QUESTIONABLE IN ANY RESPECT. THE GOAL OF 

THE REVIEW WAS TO IMPRESS ON THE FIELD OPERATION 

THAT EVERY CLOSED TROUBLE REPORT MUST BE DONE 

PROPERLY. 

AS AN EXAMPLE, MOST OF THE REVIEWS IDENTIFIED A 

HIGH DEVIATION RATE BECAUSE THE NARRATIVES IN 

SUPPORT OF THE REASON FOR A TROUBLE BEING EXCLUDED 

WERE INSUFFICIENT. THIS DID NOT MEAN THAT EVERY 

REPORT WAS DONE INCORRECTLY OR IN ERROR. IN FACT, 

EVERY TROUBLE REPORT COULD HAVE BEEN PROPER BUT FOR 

THE LACK OF A SUFFICIENTLY DOCUMENTED NARRATIVE TO 

SUPPORT THE REPORT. FOR EXAMPLE, IF THE NARRATIVE 

FAILED TO IDENTIFY THE NAME OF THE CUSTOMER WHO 

REPORTED THE TROUBLE, IT WAS SCORED AS A DEVIATION. 

ACCORDINGLY, A HIGH DEVIATION RATE NOTED IN A 
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NETWORK REVIEW DOES NOT NECESSARILY MEAN A HIGH 

LEVEL OF SUBSTANTIVE ERRORS. THIS REVIEW EFFORT 

WAS DESIGNED TO FOCUS ON EVERY DETAIL TO ENSURE 

ACCURACY AND QUALITY IN THE PROVISION OF CUSTOMER 

SERVICE. 

WHAT HAS SOUTHERN BELL DONE TO REDUCE THE POTENTIAL 

FOR ERRORS IN TROUBLE REPORT PROCESSING? 

BECAUSE MANY OF THE IMC PROCESSES HAVE BECOME 

COMPUTERIZED, SOUTHERN BELL HAS BEEN ABLE TO 

CONSOLIDATE ITS IMCS IN FLORIDA FROM 66 TO 12. 

THIS HAS ALLOWED FOR GREATER CONSISTENCY AMONG IMCS 

AS TO HOW TROUBLE REPORTS ARE PROCESSED. WE HAVE 

ALSO ADDED ADDITIONAL CONTROLS TO DETECT ERRORS AND 

PREVENT FALSIFICATION FROM OCCURRING. FOR EXAMPLE, 

WE NOW HAVE, FOR SECURITY AND TRACKING PURPOSES, 

UNIQUE ID/PASSWORDS, NOT JUST EMPLOYEE CODES. WE 

HAVE RESTRICTED WHO CAN ENTER CUSTOMER DIRECT AND 

SUBSEQUENT TROUBLE REPORTS TO ONLY THOSE 

INDIVIDUALS WHO WORK IN AN AUTOMATED TROUBLE 

RECEIPT CENTER (I.E. CRSAB, MAC, COIN, ETC.). 

MAINTENANCE CENTER PERSONNEL CAN NO LONGER PERFORM 

THIS TRANSACTION. OUR AUTOSCREEN RULES ARE UNIFORM 

THROUGHOUT FLORIDA AND CAN ONLY BE CHANGED OR 
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UPDATED WITH HEADQUARTERS STAFF APPROVAL. THE CON 

(CARRIED OVER NO) CODE, WHICH WAS',USED WHEN 

CUSTOMERS ASKED FOR APPOINTMENTS OUTSIDE OUR NORMAL 

COMMITMENTf HAS BEEN ELIMINATED. SOFTWARE HAS BEEN 

ADDED TO PROVIDE ON-LINE EDITS FOR DISPOSITION AND 

CAUSE CODES. FINAL STATUS TIME, I.E., THE ACTUAL 

CLOSE TIME, IS NOW USED WHEN DETERMINING WHEN AN 

00s TROUBLE HAS BEEN CLOSED FOR PURPOSES OF THE 

COMMISSION'S 24 HOUR RULE. IN ADDITION TO THESE 

MECHANIZED CONTROLS, WE CONTINUE TO HAVE QUALITY 

REVIEWS BY THE IMC/IM STAFFS. FURTHER, 

CERTIFICATION OF THE IMCS AND ITS EMPLOYEES IS AN 

ON-GOING PROCESS. CERTIFICATION INVOLVES EDUCATING 

THE IMC/I&M FIELD FORCES ON THE SOURCE DOCUMENTS 

AVAILABLE TO ASSIST THEM IN HANDLING TROUBLE 

REPORTS. EACH EMPLOYEE IS PROVIDED WITH FIELD AIDS 

INTENDED FOR THEIR USE WHEN HANDLING A TROUBLE 

REPORT. THIS HELPS TO ENSURE THAT IMC/I&M 

EMPLOYEES ARE FAMILIAR WITH THE PROPER METHOD OF 

HANDLING NEW OR CHANGED PROCEDURES. 

GIVEN YOUR OPERATIONAL EXPERIENCE AND PERSONAL 

INVOLVEMENT WITH OPERATIONAL REVIEWS AS A STAFF 

MANAGER, DO YOU KNOW OF ANY INSTANCES WHERE 

CUSTOMERS WERE DELIBERATELY DENIED REBATES? 
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NO. ANY INSTANCE OF MISCODING OF TROUBLE REPORTS 

OF WHICH I AM AWARE HAVE INVOLVED CHANGES TO THE 

REPORTS THAT DID NOT AFFECT THE REBATE PROCESS. IN 

NORTH DADE, SERVICE AFFECTING TROUBLES WERE 

MISCODED AS OOS, WHILE IN GAINESVILLE LINES WITHOUT 

TROUBLE WERE SHOWN AS 00s. IN EACH INSTANCE THE 

MISCODING RELATED TO THE 00s INDEX AND NOT TO 

REBATES. 

ARE YOU FAMILIAR WITH THE DEPOSITION TESTIMONY THAT 

CERTAIN SOUTHERN BELL EMPLOYEES HAVE GIVEN IN THIS 

CASE CONCERNING INAPPROPRIATE CONDUCT IN RELATION 

TO TROUBLE REPORTS? 

YES. A NUMBER OF IMC EMPLOYEES HAVE TESTIFIED THAT 

THEY TOOK CERTAIN ACTIONS THAT WERE CONTRARY TO 

COMPANY POLICY. SOME HAVE STATED THAT THEY OR 

OTHERS BACKED UP CLEAR TIMES, FAILED TO PROPERLY 

CODE OUT OF SERVICE TROUBLES AS OUT OF SERVICE, OR 

"BUILT THE BASE." I MUST NOTE THAT, TO THE BEST OF 

MY KNOWLEDGE, EACH OF THESE EMPLOYEES HAS INDICATED 

THAT SUCH MISCONDUCT CEASED A NUMBER OF YEARS AGO. 

WHEN THE COMPANY DISCOVERED THAT THIS MISCONDUCT 
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MAY HAVE OCCURRED, IT TOOK APPROPRIATE STEPS, 

INCLUDING THE DISCIPLINE OF ALL MANAGEMENT PEOPLE 

WHO WERE INVOLVED OR ON WHOSE "WATCH" THE 

MISCONDUCT MAY HAVE OCCURRED. THE COMPANY 

IDENTIFIED THOSE CUSTOMERS WITH OUT OF SERVICE 

TROUBLE REPORTS WHO MAY HAVE BEEN AFFECTED AND MORE 

THAN FULLY REIMBURSED THEM. FINALLY, THE COMPANY 

IMPLEMENTED THE PROCEDURAL CHANGES DESCRIBED 

EARLIER IN MY TESTIMONY IN ORDER TO PREVENT FUTURE 

MISCODING OF TROUBLE REPORTS. 

WITH REGARD TO THE FILING OF CORRECTED REPORTS WITH 

THIS COMMISSION, DEPOSED EMPLOYEES HAVE NOT 

PROVIDED SPECIFIC INFORMATION REGARDING THE TIME 

PERIOD WHEN SUCH MISCONDUCT HAPPENED OR THE NUMBER 

OF REPORTS AFFECTED. THE COMPANY IS, THEREFORE, 

UNABLE TO FILE CORRECTED SCHEDULE 11 REPORTS WITH 

THE COMMISSION. 

DID SOUTHERN BELL'S MANAGEMENT ENCOURAGE BEHAVIOR 

THAT LED TO ANY VIOLATION OF COMMISSION RULES OR 

FLORIDA STATUTES? 

NO. AS A MANAGER WITH VARIOUS RESPONSIBILITIES IN 

THE NETWORK DEPARTMENT FOR THE PAST TEN YEARS, I 
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HAVE NEVER, NOR HAVE MY IMMEDIATE SUPERVISORS OR 

HIGHER LEVEL MANAGERS, EVER PROMOTED, ADVOCATED, 

DIRECTED OR CONDONED ANY MISREPRESENTATION OR 

FALSIFICATION OF ANY CUSTOMER TROUBLE REPORTS OR 

TOLERATED ANY ACTIVITIES WHICH WOULD RESULT IN 

MISREPORTING OR THE DENIAL.OF CUSTOMER OUT-OF- 

SERVICE CREDITS. SUCH CONDUCT WOULD BE DIRECTLY 

CONTRARY TO SOUTHERN BELL'S EMPHASIS ON CUSTOMER 

SERVICE AND ETHICS AND WOULD BE REPREHENSIBLE TO ME 

AND, I AM SURE, EACH OF MY COWORKERS. 

CAN YOU DESCRIBE WHAT IMPACT THIS CONTROVERSY HAS 

HAD ON YOUR MORALE AND THAT OF THOSE WITH WHOM YOU 

WORK? 

YES. THESE PAST TWO AND A HALF YEARS HAVE BEEN THE 

MOST TRAUMATIC YEARS I HAVE EXPERIENCED SINCE 

BEGINNING MY CAREER WITH THE COMPANY TWENTY-FIVE 

YEARS AGO. AS A RESULT OF THE ACTS OF A FEW 

EMPLOYEES, MY FELLOW EMPLOYEES AND I HAVE BEEN 

MALIGNED IN THE MEDIA WITH ALLEGATIONS THAT 

SOUTHERN BELL AND ITS EMPLOYEES HAVE ACTED 

IMPROPERLY. THESE ALLEGATIONS HAVE ACCUSED ALL OF 

US OF-INAPPROPRIATE BEHAVIOR. THIS IS ABSOLUTELY 

UNTRUE AND UNFAIR TO THE VAST MAJORITY OF SOUTHERN 
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BELL EMPLOYEES WHO WORK DILIGENTLY EACH DAY TO 

PROVIDE OUR CUSTOMERS WITH THE BEST SERVICE 

POSSIBLE. 

MANAGERS IN THE IMC WHO SEEK TO PROVIDE EXCELLENT 

CUSTOMER SERVICE ARE FEARFUL OF BEING DISCIPLINED 

FOR MAKING AN HONEST MISTAKE. THIS HAS AFFECTED 

OUR PRODUCTIVITY. 

IT WILL TAKE A LONG TIME TO REPAIR THE MORALE OF 

EMPLOYEES WHO HAVE BEEN WRONGFULLY DISPARAGED. 

PLEASE SUMMARIZE YOUR TESTIMONY. 

MY TESTIMONY HAS FOCUSED ON BASIC OPERATIONAL 

ISSUES AND HOW THEY AFFECT CUSTOMER TROUBLE REPORT 

HANDLING. I HAVE DESCRIBED A DYNAMIC AND COMPLEX 

PROCESS BY WHICH THE COMPANY ACCEPTS, PROCESSES, 

AND CORRECTS THE NETWORK PROBLEMS EXPERIENCED BY 

OUR CUSTOMERS. I HAVE ALSO DESCRIBED THE CONTROLS 

UTILIZED IN THE IMC. THE REVIEW PROCESS UTILIZED 

IN THE IMC IDENTIFIED POTENTIAL PROBLEMS WITH THE 

TROUBLE HANDLING PROCESS. HAVING BEEN IN A STAFF 

CAPACITY AS WELL AS FIELD OPERATIONS, I HAVE NEVER 

FELT PRESSURE FROM ANYONE TO FALSIFY CUSTOMER 

-23- 



1 

2 

3 

4 

5 

6 

7 

8 

9 Q. 
10 

11 A. 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

REPORTS. I AM EMBARRASSED AND PERSONALLY OFFENDED 

BY ALL OF THE ADVERSE PUBLICITY AND ACCUSATIONS 

DIRECTED TOWARD MY COMPANY. I DON’T KNOW WHY ANY 

EMPLOYEE WOULD FEEL COMPELLED TO FALSIFY REPORTS; 

HOWEVER, I CAN ASSURE YOU THAT THIS IS NOT 

REFLECTIVE OF THE FINE SOUTHERN BELL EMPLOYEES WHO 

PROVIDE QUALITY CUSTOMER SERVICE. 

DOES THIS CONCLUDE YOUR TESTIMONY? 

YES. 
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SOUTHERN BELL TELEGRAPH AND TELEPHONE COMPANY 

TESTIMONY OF A. WAYNE TUBAUGH 

BEFORE THE 

FLORIDA PUBLIC SERVICE COMMISSION 

IN 

DOCKET NO. 920260-TL 

JULY 2, 1993 

PLEASE STATE YOUR NAME, OCCUPATION AND BUSINESS 

ADDRESS. 

MY NAME IS WAYNE TUBAUGH. I AM EMPLOYED BY 

BELLSOUTH TELECOMMUNICATIONS, INC. D/B/A SOUTHERN 

BELL TELEPHONE AND TELEGRAPH COMPANY ("SBT" OR "THE 

COMPANY"). MY BUSINESS ADDRESS IS SUITE 400, 150 

SOUTH MONROE STREET, TALLAHASSEE, FLORIDA 32301. 

PLEASE GIVE A BRIEF DESCRIPTION OF YOUR BACKGROUND 

AND EXPERIENCE. 

I WAS GRADUATED FROM FLORIDA STATE UNIVERSITY WITH 

A BACHELOR OF SCIENCE DEGREE IN FINANCE AND 

MANAGEMENT IN 1973. 

-1- 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 Q. 

19 

20 A. 

21 

22 

23 

24 

25 

I BEGAN MY CAREER WITH SOUTHERN BELL IN JULY OF 

1973 IN FLORIDA, WHERE I HELD ASSIGNMENTS IN THE 

NETWORK AND PERSONNEL DEPARTMENTS. IN 1983 I 

ASSUMED RESPONSIBILITY IN SOUTHERN BELL'S 

HEADQUARTERS RATES AND TARIFFS DEPARTMENT FOR 

ACCESS TARIFF AND REGULATORY MATTERS. IN THAT 

CAPACITY, I TESTIFIED BEFORE THE SOUTH CAROLINA 

PUBLIC SERVICE COMMISSION ON SEVERAL OCCASIONS 

CONCERNING ACCESS SERVICE AND COMPENSATION RELATED 

CASES. 

IN 1987 I RETURNED TO THE FLORIDA NETWORK 

DEPARTMENT WITH RESPONSIBILITIES FOR INSTALLATION 

AND MAINTENANCE ACTIVITIES IN THE GAINESVILLE, 

FLORIDA DISTRICT. IN APRIL OF 1989, I ASSUMED MY 

CURRENT POSITION. 

WHAT IS THE PURPOSE OF YOUR TESTIMONY? 

THE PURPOSE OF MY TESTIMONY IS TO PROVIDE THE 

COMMISSION WITH ADDITIONAL INFORMATIONl BEYOND THAT 

CONTAINED IN THE TESTIMONY OF THE OTHER WITNESSES, 

RELATED TO THE QUALITY OF SERVICE THAT WE HAVE 

PROVIDED TO OUR CUSTOMERS WHILE OPERATING UNDER THE 

INCENTIVE SHARING PLAN. 
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HOW WOULD YOU DESCRIBE THE COMPANY'S QUALITY OF 

SERVICE UNDER THE INCENTIVE SHARING PLAN? 

I BELIEVE, BASED ON MY REVIEW OF THE FACTS, THAT 

SOUTHERN BELL'S CUSTOMERS HAVE CONTINUED TO RECEIVE 

EXCELLENT SERVICE. AS I WILL DISCUSS IN MORE 

DETAIL LATER IN MY TESTIMONY, THERE HAS BEEN 

CONSIDERABLE CONCERN RAISED, UNFAIRLY IN MY 

OPINION, THAT SOUTHERN BELL'S QUALITY OF SERVICE 

HAS DECLINED BECAUSE IT PURPORTEDLY SACRIFICED 

SERVICE TO INCREASE EARNINGS. THIS CONCERN IS 

REFLECTED IN VARIOUS COMMENTS MADE BY SOME 

EMPLOYEES IN STATEMENTS AND DEPOSITIONS THAT HAVE 

BEEN TAKEN BY THE OFFICE OF THE ATTORNEY GENERAL 

AND THE OFFICE OF PUBLIC COUNSEL. HOWEVER, THE 

OBJECTIVE EVIDENCE CONTINUES TO SUPPORT THE 

COMPANY'S ASSERTIONS THAT SERVICE REMAINS VERY 

GOOD. 

CAN YOU EXPLAIN THE BASIS FOR YOUR ASSERTION THAT 

SERVICE CONTINUES TO REMAIN AT A VERY HIGH LEVEL? 

PERHAPS THE BEST PLACE TO BEGIN IS WITH THE 

COMPANY'S TELSAM RESULTS. AS MR. ROBERT BARRERE 
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STATED IN TESTIMONY FILED IN AN EARLIER PHASE OF 

THIS PROCEEDING, IN THE 1971-1972 PERIOD A PROGRAM 

CALLED THE "TELEPHONE SERVICE ATTITUDE 

MEASUREMENT," OR TELSAM, WAS DEVELOPED TO MEASURE 

THE COMPANY'S CUSTOMER SERVICE PERFORMANCE. TELSAM 

IS STILL USED BY SOUTHERN BELL TODAY. ESSENTIALLY, 

A CUSTOMER IS POLLED SHORTLY AFTER HE OR SHE HAS 

CONTACT WITH THE COMPANY TO DETERMINE WHETHER THE 

CUSTOMER WAS SATISFIED WITH THE SERVICE PROVIDED. 

THE TELSAM RESULTS COVERING THE PERIOD 1988 THROUGH 

1991 ARE ATTACHED AS MY EXHIBIT AWT-1. THE RESULTS 

SHOW THAT OVER 90% OF OUR CUSTOMERS HAVE 

CONSISTENTLY BEEN SATISFIED WITH OUR SERVICE AND, 

INDEED, THAT THE PERCENTAGE OF SATISFIED CUSTOMERS 

HAS INCREASED DURING THE PERIOD THAT SOUTHERN BELL 

HAS BEEN UNDER ITS INCENTIVE SHARING PLAN. WHILE 

THE PARTIES CAN DEBATE THE MEANING OF ERRONEOUS 

TROUBLE REPORTS AND THEIR IMPACT ON SERVICE, OUR 

CUSTOMERS THINK THAT OUR SERVICE TODAY IS FINE. 

21 Q. DO YOU HAVE ANY MORE SPECIFIC EVIDENCE THAT 

22 CUSTOMERS REMAIN SATISFIED WITH SOUTHERN BELL'S 

23 SERVICE? 

24 

25 A. YES. DURING THE EARLIER PHASE OF THIS PROCEEDING, 
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THE COMMISSION HELD NUMEROUS HEARINGS AROUND THE 

STATE TO HEAR FROM THE PUBLIC CONCERNING SOUTHERN 

BELL'S SERVICE. I ATTENDED THE HEARINGS IN 

JACKSONVILLE AND WEST PALM BEACH AND HAVE REVIEWED 

THE TRANSCRIPTS OF THE PROCEEDINGS OF THE OTHER 

HEARINGS. DURING THOSE HEARINGS ONLY TWO CUSTOMERS 

(OTHER THAN A CUSTOMER WHO HAD A DENIAL OF SERVICE 

ISSUE IN JACKSONVILLE) SPOKE OUT CONCERNING SERVICE 

AND THOSE COMPLAINTS HAD TO DO WITH A MISSED 

APPOINTMENT AND A DELAY IN REPAIR. MEMBERS OF THIS 

COMMISSION ATTENDED THOSE HEARINGS AND KNOW THAT 

THERE WERE HUNDREDS, IF NOT THOUSANDS OF 

SUBSCRIBERS WHO ATTENDED AND WHO WERE QUITE VOCAL 

IN EXPRESSING THEIR FEELINGS REGARDING PROPOSALS BY 

THE COMPANY. SURELY IF THERE HAD BEEN A MAJOR 

SERVICE DECLINE, THE COMMISSION WOULD HAVE HEARD 

FROM THE PEOPLE. THIS HASN'T HAPPENED. AS A 

MATTER OF FACT, FOUR SUBSCRIBERS TOOK THE TIME TO 

PRAISE OUR EMPLOYEES AND THE SERVICE WE PROVIDE. 

EVEN IF THERE WERE FEW OR NO SERVICE COMPLAINTS AT 

THE SERVICE HEARINGS, HAVEN'T THERE BEEN COMPLAINTS 

MADE BY SUBSCRIBERS DIRECTLY TO THE COMMISSION? 

YES, AND THOSE COMPLAINTS TELL AN INTERESTING STORY 
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AS WELL. FIRST, CONSIDER THE JUSTIFIED COMPLAINTS. 

THESE ARE MOST IMPORTANT BECAUSE SIMPLE LOGIC 

DICTATES THAT WITH ALL THE ADVERSE PRESS MY COMPANY 

HAS EXPERIENCED IN THE PAST FEW YEARS, IT WOULD BE 

SURPRISING IF TOTAL COMPLAINTS HAD NOT VARIED 

WIDELY. JUSTIFIED COMPLAINTS, ON THE OTHER HAND, 

ARE VERIFIABLE AND ARE MORE INDICATIVE OF ACTUAL 

SERVICE QUALITY. IN THIS REGARD, SOUTHERN BELL’S 

JUSTIFIED COMPLAINTS WERE LOWER IN 1988, 1989 AND 

1990 THAN IN 1987. FURTHERMORE, WHILE COMPLAINTS 

IN 1991 DID INCREASE, THE 1992 RESULTS SHOWED 

ALMOST A 40% DECREASE COMPARED TO 1991. RESULTS 

FOR 1993 TO-DATE ARE SIMILAR TO THE RESULTS FOR 

1992. 

DIDN’T THE STAFF FIND, IN ITS SERVICE AUDIT 

CONDUCTED IN AN EARLIER PHASE OF THIS PROCEEDING, 

THAT THERE WERE QUESTIONS ABOUT WHETHER SOUTHERN 

BELL’S SERVICE HAD DECLINED? 

IT IS TRUE THAT THE STAFF RAISED SEVERAL QUESTIONS 

CONCERNING SOUTHERN BELL’S SERVICE AND I HAVE 

RESPONDED TO THOSE CONCERNS PREVIOUSLY. PRESUMABLY 

THE STAFF WILL DO ANOTHER SERVICE AUDIT BEFORE THIS 

CASE IS TRIED AND I WILL ADDRESS THE RESULTS OF 
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THAT AUDIT THEN. HOWEVER, JUST TO KEEP THE FACTS 

STRAIGHT, LET ME RECAP WHAT I SAID EARLIER. FIRST, 

THE STAFF POINTED OUT IN ITS AUDIT THAT COMPLAINTS 

(NOT JUSTIFIED COMPLAINTS, BUT JUST COMPLAINTS) 

AGAINST SOUTHERN BELL INCREASED 13% IN 1991 WHEN 

COMPARED TO 1990. I POINTED OUT THEN AND SAY 

AGAIN, THAT THE TOTAL FOR ALL LECS IN FLORIDA 

INCREASED 16% IN 1991 AND THAT TWO OF THE OTHER 

LECS HAD INCREASES OF 43% AND 41%. AS I NOTED, WE 

WOULD PREFER NO COMPLAINTS, BUT THAT IS SIMPLY 

UNREALISTIC. OUR RESULTS WERE NOT OUT OF LINE IN 

1991. AS I ALSO INDICATED IN THAT EARLIER 

TESTIMONY, WE HAD A NUMBER OF ADVERSE PRESS STORIES 

DURING 1991, AND AS MY EXHIBIT AWT-2 SHOWS, SPIKES 

IN COMPLAINTS AGAINST SOUTHERN BELL IN 1991 CLOSELY 

FOLLOWED THOSE STORIES. OF COURSE, AND AS THE 

STAFF ITSELF NOTED, COMPLAINTS AGAINST SOUTHERN 

BELL WERE DOWN IN 1992 OVER 1991 BY 25%. 

DIDN'T THE STAFF NOTE THAT COMPLAINTS REGARDING 

SOUTHERN BELL'S DELAYED CONNECTIONS WERE 

SIGNIFICANT? 

YES. BUT AGAIN I HAVE ALREADY POINTED OUT THE 

CAUSES OF DELAYED CONNECTIONS AND THAT THERE ARE 
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SIGNIFICANT REASONS WHY ALL OF THE LECS ARE 

EXPERIENCING DELAYED CONNECTIONS. AS I NOTED 

PREVIOUSLY, WE REPLIED TO AN INQUIRY BY THE STAFF 

CONCERNING THIS MATTER IN LATE 1991. WE ANSWERED 

THE INQUIRY AND ADVISED THE STAFF OF OUR PLAN TO 

IMPROVE OUR PERFORMANCE. I ALSO WOULD NOTE THAT 

EVEN THE STAFF ACKNOWLEDGED THAT SOUTHERN BELL'S 

DELAYED CONNECTION COMPLAINTS WERE DOWN OVER 50% 

WHEN COMPARING 1992 OVER 1991. THUS, OUR PLAN HAS 

PROVEN TO BE SUCCESSFUL. 

WHAT ABOUT THE STAFF'S FINDING IN ITS SERVICE 

AUDIT THAT SOUTHERN BELL HAD MISSED 14 OF THE 

STAFF'S 71 SERVICE STANDARDS? 

IN OUR OPINION, THIS DOES NOT REFLECT A REDUCTION 

IN THE GENERAL LEVEL OF SERVICE THAT WE HAVE BEEN 

PROVIDING TO OUR SUBSCRIBERS. FIRST, OF THE 14 

STANDARDS THE STAFF NOTED THAT WE MISSED, 8 HAD TO 

DO WITH PAY TELEPHONE SERVICE. MORE IMPORTANTLY, 

IN EACH CASE THE PAY TELEPHONE STANDARD THAT STAFF 

SET FOR SOUTHERN BELL TO MEET WAS 100%. FOR 

INSTANCE, 100% OF THE PAY TELEPHONES HAD TO HAVE 

DIRECTORIES AT THE TELEPHONE. 100% OF THE PAY 

TELEPHONES HAD TO BE IN SERVICE. WE UNDERSTAND 
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THAT THE COMMISSION'S STANDARDS MUST BE MET, BUT AS 

A PRACTICAL MATTER, NO ONE CAN ENSURE THAT EVERY 

PAY TELEPHONE IN THE STATE OF FLORIDA WILL BE 

WORKING 24 HOURS A DAY, SEVEN DAYS A WEEX, 52 WEEXS 

A YEAR. IT JUST ISN'T POSSIBLE. THE SAME IS TRUE 

WITH REGARD TO DIRECTORIES. THESE PAY TELEPHONES 

ARE OUT IN THE OPEN IN MOST INSTANCES AND IT IS 

DIFFICULT TO KEEP THE DIRECTORIES IN PLACE, 

SOMETHING EVERYONE SHOULD BE ABLE TO APPRECIATE. 

AGAIN, I DO NOT INTEND TO BELITTLE THE FINDINGS OF 

THE SERVICE AUDIT, BUT I MUST POINT OUT THAT WE DID 

MEET OVER 80% OF THE STANDARDS AND A MAJORITY OF 

THE ONES WE MISSED COULD NOT BE MET ON A CONTINUAL 

BASIS BY ANYONE. THESE RESULTS SIMPLY DO NOT 

INDICATE THAT WE ARE PROVIDING POOR SERVICE. TO 

THE CONTRARY, WE SUGGEST THAT THEY SHOW THE 

OPPOSITE, THAT OUR SERVICE IS FINE. 

CAN YOU SUMMARIZE YOUR POSITION REGARDING THE 

QUALITY OF SOUTHERN BELL'S SERVICE TO ITS 

SUBSCRIBERS? 

I FEEL THAT ALL OF THE OBJECTIVE INDICATORS SAY 

THAT OUR SUBSCRIBERS ARE GETTING EXCELLENT SERVICE 

AND THAT THERE IS NO INDICATION THAT OUR SERVICE IS 
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DECLINING AS A RESULT OF OUR INCENTIVE SHARING PLAN 

OR FOR ANY OTHER REASON. THE COMPANY IS NOT 

PERFECT, BUT NO ENTITY PROVIDING TELEPHONE SERVICE 

IN FLORIDA OR ANYWHERE ELSE IS. THERE ARE 

OCCASIONAL HUMAN FAILURES AND THERE ARE TIMES WHEN 

WE WISH THE SERVICE WE PROVIDED WAS BETTER THAN IT 

IS. ON BALANCE, THOUGH, OUR CUSTOMERS STATE THAT 

THEY ARE SATISFIED OR MORE THAN SATISFIED WITH THE 

SERVICE WE ARE PROVIDING. 

CAN YOU COMMENT ON THE QUALITY OF SERVICE REPORTS 

THAT ARE FILED WITH THE COMMISSION? 

ONE OF MY RESPONSIBILITIES IS TO FILE WITH THIS 

COMMISSION THE QUARTERLY QUALITY OF SERVICE 

REPORTS. A MAJOR ISSUE HAS BEEN MADE REGARDING THE 

ACCURACY OF THOSE REPORTS. AS A CONSEQUENCE OF THE 

QUESTIONS THAT HAVE BEEN RAISED, IT IS APPROPRIATE 

FOR ME TO COMMENT ON MY RESPONSIBILITIES CONCERNING 

THE REPORTS. 

INITIALLY, EVERYONE SHOULD UNDERSTAND THAT THESE 

REPORTS ARE A COMPILATION OF DATA THAT BEGINS WITH 

THE TROUBLE REPORTING PROCESS ITSELF. THAT PROCESS 

HAS BEEN DISCUSSED IN SOME DETAIL BY MS. APRIL IVY. 
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AS SHE DESCRIBES, THE ENTIRE REPORT IS BUILT UPON 

THE VERY BASIC INPUTS GENERATED BY OUR SERVICE 

TECHNICIANS AND BY THE PEOPLE AND SYSTEMS THAT TAKE 

AND CLOSE TROUBLE REPORTS. FROM THOSE VERY BASIC 

BUILDING BLOCKS, DATA ARE AGGREGATED FROM ALL OVER 

THE STATE OF FLORIDA AND ARE COMPILED AND 

SUMMARIZED ON A STATE LEVEL BY OUR STAFF. THE 

SUMMARIZED DATA ARE THEN ENTERED ON THE COMPANY'S 

QUARTERLY QUALITY OF SERVICE REPORT SCHEDULES FILED 

WITH THIS COMMISSION. 

IN PREPARING FOR THIS TESTIMONY, I HAVE TRACED THIS 

PROCESS BACK TROUGH THE STATE STAFF TO THE PERSONS 

RESPONSIBLE FOR THESE DATA DEVELOPMENT PROCESSES IN 

EACH LOCATION THROUGHOUT THE STATE. I HAVE ASKED 

EACH OF THEM WHETHER THEY UNDERSTOOD THE PROCESS, 

WHETHER THE INFORMATION INPUT AND COMPILED WAS 

ACCURATE AND CORRECT TO THE BEST OF THEIR 

KNOWLEDGE, AND, IF THEY WERE TO DISCOVER AN ERROR 

IN THE DATA THAT AFFECTED THE REPORT, WHETHER THEY 

WOULD CONTACT THE COMPANY'S FLORIDA STAFF FOR THE 

PURPOSE OF CORRECTING THE REPORT. EACH OF THOSE 

PERSONS ASSURED ME THAT THEY DID UNDERSTAND THE 

PROCESS, THAT THE DATA PROVIDED WERE CORRECT AND 

THAT THEY WOULD INFORM THE FLORIDA STAFF OF ANY 
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ERRORS THAT WOULD HAVE AFFECTED THE REPORTS. 

BASED ON MY RESEARCH, I AM CONVINCED THAT THE 

SYSTEM WORKS AS IT SHOULD AND THAT EVERYONE 

INVOLVED IN COMPILING THE INFORMATION FURNISHED TO 

THIS COMMISSION UNDERSTANDS ITS IMPORTANCE AND THE 

NEED TO BE ACCURATE. BASED ON MY ANALYSIS, I 

FIRMLY BELIEVE THAT THE PROCESS WORKS. 

OF COURSE, SIMPLY HAVING THE PROCESS WORK CANNOT 

AND DOES NOT GUARANTEE THAT THE FINAL PRODUCT IS 

PERFECT. ONE OF THE RECURRING THEMES THAT HAS BEEN 

ADVANCED IN THIS PROCEEDING IS THAT THE COMPANY'S 

EMPLOYEES HAVE INCORRECTLY REPORTED THE BASIC INPUT 

DATA WHICH UNDERLIE THIS REPORT. INDEED, AS THIS 

TESTIMONY IS BEING PREPARED, DEPOSITIONS ARE 

UNDERWAY IN WHICH SOME COMPANY EMPLOYEES HAVE 

ADMITTED THAT THEY INTENTIONALLY FALSIFIED TROUBLE 

REPORTS. THE EMPLOYEES HAVE STATED THAT THEY 

REPORTED TROUBLES AS CLEARED WITHIN 24 HOURS WHEN 

THEY WERE NOT OR HAVE CLAIMED THAT THEY WERE TOLD 

NOT TO STATUS ANY COMPLAINTS AS "OUT OF SERVICE" 

DURING A PARTICULAR TIME PERIOD OR THAT THEY HEARD 

OF OTHER EMPLOYEES DELIBERATELY "BUILDING THE BASE" 

SO AS TO MAKE THESE REPORTS LOOK BETTER. 
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SOUTHERN BELL CANNOT DENY THAT THIS MAY HAVE 

OCCURRED ON OCCASION AND, INDEED, SOUTHERN BELL HAS 

DISCHARGED A NUMBER OF EMPLOYEES AS A RESULT OF 

CATCHING THEM IN SUCH CONDUCT. HOWEVER, ANY 

REASONABLE PERSON SHOULD BE WILLING TO CONCEDE THAT 

IT IS VIRTUALLY IMPOSSIBLE TO PREVENT A PERSON FROM 

ENGAGING IN AN IMPROPER ACT IF THAT PERSON WISHES 

TO DO SO. THIS IS TRUE EVEN WHEN THE MISCONDUCT IS 

CONTRARY TO COMPANY POLICY, AS IT WAS HERE. WE 

CANNOT ASSIGN WATCHERS TO WATCH THE EMPLOYEES AND 

WATCHERS TO WATCH THE WATCHERS. WHAT WE CAN DO, 

AND WHAT WE HAVE DONE, IS TO TRY TO ENSURE THAT ALL 

OF OUR EMPLOYEES ARE PROPERLY TRAINED AND 

SUPERVISED AND THAT THEY HAVE A FIRM UNDERSTANDING 

OF THE RIGHT WAY TO DO THINGS. WE HAVE ALSO 

ENHANCED OUR CONTROLS TO FURTHER PREVENT MISCODING 

OF TROUBLE REPORTS. 

DON’T THE REPORTS OF THE EMPLOYEES THAT THEY HAVE 

FALSIFIED THE BASIC INPUT DATA MAKE THE QUARTERLY 

REPORTS YOU FILED INACCURATE? 

THERE ARE SEVERAL POINTS TO CONSIDER IN THAT 

QUESTION. I HAVE READ THE DEPOSITIONS THAT HAVE 
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BEEN TRANSCRIBED AND HAVE TALKED TO PERSONS WHO 

ATTENDED THE DEPOSITIONS TO FIND OUT WHAT HAPPENED 

IN THOSE THAT WERE NOT TRANSCRIBED. IT IS MY 

UNDERSTANDING THAT THERE WAS WIDESPREAD CONFUSION 

AMONG THE EMPLOYEES ABOUT BACKING UP "CLEAR" TIMES, 

"COMMITMENT" TIMES AND CLOSING TIMES. IT IS ALSO 

MY UNDERSTANDING THAT THE EMPLOYEES WERE NOT ABLE, 

EVEN WHEN ADMITTING THAT THEY HAD INAPPROPRIATELY 

TREATED A TROUBLE REPORT, TO PINPOINT THE YEAR IN 

WHICH IT HAPPENED, MUCH LESS IDENTIFY THE EXCHANGE 

OR THE CUSTOMER INVOLVED. IN MY VIEW, WHILE SUCH 

ACTS SHOULD NOT OCCUR AND CLEARLY WOULD AFFECT THE 

QUARTERLY TROUBLE REPORTS TO SOME DEGREE, IT IS 

SIMPLY NOT POSSIBLE, WITH A FEW EXCEPTIONS 

DESCRIBED BELOW, TO CONCLUDE THAT ANY PARTICULAR 

QUARTERLY REPORT THAT HAS BEEN FILED WAS 

INACCURATE. 

WHAT ARE THE EXCEPTIONS? 

IN SIX CASES THE REPORTS NEED TO BE CORRECTED. 

THESE ARE: 1) NORTH DADE IN AUGUST 1990, WHEN TEST 

OK TROUBLE REPORTS WERE STATUSED 00s; 2) 

GAINESVILLE IN OCTOBER 1990, WHEN A DIRECTORY WAS 

USED TO CREATE REPORTS IN SMALL EXCHANGES; 3 )  MIAMI 
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IN THE SECOND QUARTER 1992, WHERE THERE WAS AN 

INCORRECT USE OF CAUSE CODE 560; 4) METRO IN 

SEPTEMBER 1990, WHEN TROUBLE REPORTS WERE STATUSED 

AS CON; 5) THE STATEWIDE USE OF VER CODE 1B FROM 

FEBRUARY 1992 THROUGH APRIL 1993; AND 6) THE ST. 

LUCIE EXCHANGE DURING A ONE MONTH PERIOD IN 1990 

WHERE A CABLE FAILURE WAS CREATED AS 00s. WE HAVE 

PROVIDED CORRECTED SCHEDULE 11 INFORMATION FOR THE 

CAUSE CODE THAT CREATED THE PROBLEM IN MIAMI DURING 

THE SECOND QUARTER 1992. THE COMMISSION STAFF AND 

OTHER INTERVENORS ARE AWARE OF THE NORTH DADE AND 

GAINESVILLE IMPACTS ON SCHEDULE 11 REPORTS AND I 

HAVE RECENTLY INFORMED THE STAFF OF THE OTHER 

REPORTS THAT NEED TO BE CORRECTED. 

DO YOU BELIEVE THE SYSTEM IS AS ACCURATE AS IT CAN 

BE, GIVEN THE FACT THAT THERE ARE SO MANY PEOPLE 

WHO HAVE INPUT INTO THE FINAL RESULT? 

YES. THIS SYSTEM IS NEVER GOING TO BE PERFECT. A 

SERVICE TECHNICIAN OR A MAINTENANCE ADMINISTRATOR 

MAY MAKE AN ERROR. WHEN THAT OCCURS, THE FINAL 

REPORT WILL BE INACCURATE. HOWEVER, OTHER THAN 

HAVING THE BEST PROCEDURES POSSIBLE, TRAINING 

PEOPLE AND DOING THE KINDS OF AUDITS AND REVIEWS 
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