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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In rc: Invcsltgation into UNITED ) DOCKET NO. 891239 - TL 
TELEPHONE COMPANY OF FLORIDA'S ) 
authorized return on equity a nd } 
earnings. ) ___________________________ ) 

ORDER NO. 22205 

ISSUED: ll-21-89 

The Co llowi ng Conuniss ione rs participated 
disposition of this matter: 

MICHAEL McK . WILSON, Chariman 
THOMAS M. BEARD 

BETTY EASLEY 
GERALD L. GUNTER 
JOHN T. HERNDON 

FINAL ORDER INITIATING A LIMITED PROCEEDING TO 
DETERMINE UNITED TELEPHONE COMPANY OF FLORIDA'S 
~PPROPRIATE RETURN ON EQUITY AND INITIATING AN 

I NVESTIGATION OF THE COMPANY'S EARNINGS 

BY THE COMMISSION: 

BACKGROUND 

in the 

It has been over seven years si nce this Conunissio n 
t horoughly 1nvestigated Untted Telephone Company of Florida ' s 
(United' s or the Compa ny 's ) earnings and set its authorized 
relurn on equity. Many changes have occu rred i n the last seven 
years in the communications industry. United ' s last rate case 
was processed 1 n Docket No . 810211-TP, with a test year o f the 
twelve months period e nded June 30 , 1981. At the time o f 
Untted's last rate case , United consisted of four separate 
compa nies in Florida, excluding Quincy Telephone. The four 
companies were merged into one company after the last rate 
case. We have never set rates for the one combi ned Company. 

By Order No . 19726, issued July 26 , 1988, in Dockets Nos. 
871206-PU, 880444-TL and 861616-TL, we authorized a rate of 
return on equity (ROE) for the Company for 1988 and 1989 o f 
13 . 5\ .:t 1.0\. we also required United to record additio nal 
drpreciation expense i n an amou nt sufficient to reduce its 
earned re t u rn on equity by 100 basis points and also to cap its 
earnings at 14.5\ ROE. Therefo re, on January 1, 1990, Uni ted ' s 
authorized ROE will revert to 15.75\ + 1.00\. 
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United's latest surveillance report fo r the twelve months 
ended July 31, 1989, indicates an achieved return on equity of 
13.54\. The Company recorded a large amount of non-recurring 
amortization expense during 1988. Much of that expense is 
reflected in the achieved ROE of 13.54\. It is, therefore, 
very possible that United's achieved ROE for the calendar year 
1989 will exceed 14.0\. 

During the last few years , numerous changes have occur red 
which have caused a negat i ve impact on United's i ntrastate 
earnings . So~e of these include a phase down of the interstate 
subscriber plant factor (SPF), implementation of bill and keep 
of tntraLATA to 11 local exchange company (LEC), Uniform System 
of Accounts (USOA) rewrite and central office equipment 
catagory 3 (CAT 3) separations changes. In the future, at 
least hrough 1993, addLtio nal changes are expected yearly . In 
each of lhc years 1987 , 1988 and 1989, sig nificant negative 
impacts to United's earnings have occurred. Yet for each of 
the years 1987 , 1988 and 1989, the Company's achieved ROE has 
been 14 . 59\, 14 . 28\ and in excess of 14 .0\ , respectively . 
United ' s achieved earnings have not deteriorated significantly 
over lhc three year period. we believe this is due to various 
factors such as strong access line growth, increased to 1 l 
volumes and even partly to company efficiency gains. It is 
impossible to determine oday whether or not these factors 
which improve the Company' s earnings wil l continue to grow each 
year and continue to offset the negative impacts wh ich we know 
will occur. However, we must assume that t hese positive and 
negative factors will continue to offset o ne another as they 
have for the last t hree years. Therefore , it appears that 
United will continue to earn in e xcess of 14.0\ ROE. 

Our Quarter ly Report on Equity Cost Rates estimates the 
Company 's current cost of common equity to be 11.6\. In 
compari ng this estimate of the current cost of equity t o our 
estimate of United's achieved ROE in excess of 14.0\, it 
appears that the achieved ROE is at least 2.40\ higher than our 
estimate of a midpoint ROE at which rates should be set. The 
2 .40\ ROE rep resents $14, 525 ,000 in annual revenues . As in any 
other proceeding , factors can c hange significantly from the 
time the proceeding is i nitla ted until the time it is 
con~luded. The Company' s earnings could increase or decrease. 
The cost of equity could increase or decrease. However, based 
on our current estimate of the cost of equity and United's 
authorized return on equity and its earnings, we find it 
appropria e to initiate an inves tigat ion into United's 
authorized rPturn on equity and its earnings. We also find a n 
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tnvesllgatton of United's current rate structure to be 
appropriate because of the changes in the Company's corporate 
strucLure. 

LIMITED PROCEEDING SCHEDULED AND INVESTIGATION 
I NTO COMPA~ EARNINGS INITIATED 

Based upon our general authority to r egulate the 
tel communica 1ons industry, as set for h in Section 364 . 14, 
florida S a utes, we hereby schedule a limited proceeding to 
det rm1nc lhe appropriate return on equity for United and, if 
appropriate, Lo place revenues subject to refund. We hereby 
adop h~ following schedule for th1s limited proceeding: 

?rehearing sta emen s shall be filed by November 24, 1989. 

Prefilcd dtrect t estimony shall be filed by the Company by 
November 29, 1989. 

The pr hearing confe rence shall be held December l, 1989. 

Rebuttal estimony shall be filed by December 7, 1989. 

On December 14, 1989, we shall hold the limited proceeding 
h nng and t1a ke our dectsions regarding the appropriate retur r 
on qu1ty for the Company and whether it is appropriate to 
plac~ revenues subjecl to refund at a special agenda conference 
imm diately following that hearing. 

An order shall be issued on January 3, 1990 , memorializing 
our decisions. 

Uni 
th . 
MFRs 

ha 

Subsequently, we will 
ed's arnings and rate 
limit d procecdtng, we 
by a date certa1n and 
im . 

proceed with an investigation of 
st ructure. After the completion of 
wi 11 require the Company to file 
on a test year to be dete rm ined at 

COMPANY'S PROPO§ED ROE R~JECTED 

Based on our Quarterly Report on Equity Cost RaLcs, dated 
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August 18, 1989 . we estima e United ' s cost o f corrunon equity to 
fall within a range of 11 . 1\ t o 12 .1\ , with a midpoi n t of 
11.6\. We bel1eve 11.6\ to be a r easonable eslimate of 
Untted' s c os t of corrunon equity given current economic 
cond itions. This is su ppor ed by a review o f the current yi e ld 
on 30 year treasury bonds which is 7. 96\ . In addition, Aa 
rated utillty bonds are yielding 9.32\. Furthermo re, despi te 
the approx tmately 190 point drop in the Dow J ores Industria l 
Average that occurred on October 13, 1989 , we note t ha t 
telecorrununica ions stocks fell slig htly less than the ove rall 
rna rket and Sl nee that time have rebounded. Performi ng an 
analysis based on prices f ound in a recent edition of the Wall 
Stre t Jou rna 1 (October 25 , 1989 ), it appears that United · s 
cos of equity has not changed from tha t shown in our Quarterly 
Rcpo r . Consequently, we reject the 13 .2\ cost of equity 
proposed for our accept nee by the Company. 

Based on the foregoi ng, it is , t herefore, 

ORDERED by lhe Florida Public Service Corrunission that a 
lim1 ed proceeding to de ermi ne the appropriate return on 
equity for United Telephone Company of Flor ida shall be held on 
D comber 14, 1989 , with the schedu l e f o r the proceeding as sel 
for h in the body o f th1s Order. In addition, there is he reby 
i nil ia ed an investigati on into the rates and charges and 
arntngs of United Telephone Company of Florida to proceed 

subsequen l o the l imited proceeding . It is further 

ORDERED that Untted Telephone Company of Florida s hal l be 
o rdered to Ctle MFRs by a date certai n and based on a test year 
lob de e rmined after the limited proceeding . I t is further 

ORDERED t hat United Telephone Company of Florida ' s 
proposed return on equity o f 13.2\ is hereby rejected. 

By Ordor of the Florida Publ ic Service Corrunission , 
this __ 2 1 L __ day of November __ 1_9_89 ___ _ 
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NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REV£EW 

The F~ortda Public Service Commission is required by 
Sec ton 120.:>9 (4), Florida Statutes , to notify parties of any 
admi ni sl rattvc hearing or judicial review of Commission orders 
tha is avai lable under Sections 120.57 or 120.68 , Florida 
Sta u ·cs, a s well as Lhe procedures and time limits that 
apply. This no tice should nol be const rued to mea n all 
requests Cor an administrative hearing or JUdicial review wi 11 
be granted or result in the re lief sought . 

Any party adversely affected by the Commission ' s final 
ac i o n in ht s matte r may request: 1 ) reco nsiderati o n of t he 
dcct s ton by ftltng a motion for reconsidera t ion with the 
Oir cor, Dtvtston of Records and Reporti ng withi n fifteen (15) 
days c f the tS->uance of t hi s order 1n the Corm prescribed by 
Rule 25-22.060 , Florida Administrative Code; o r 2) judicial 
r vt w by the Florida Supreme Court in the case o f a n electric, 
gas or t lephone utiltty o r the First District Court of Appe a l 
tn h ~ case: o f a water o r sewe r utility by fi ling a notice o f 
app~!ll with the D1rector. Divtsion of Record., and Reporting and 
fillng a copy of the nolicc of appeal and the filing fee with 
the app r C'prt<l c court. Thts filing must be completed within 
thtrt:y (30) da y s after t he issuance of thi s o rder , pursuant t o 
Rul • 9 .110, Florida Rul "::- of Appellate Procedure. The not i ce 
ot app al must be in Lhe form specified i n Rule 9 . 900(a) , 
Flo r ida Rules of Appellate Procedure. 
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