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SOUTHERN BELL TELEPHONE AND TELEGRAPH COMPANY

TESTIMONY OF JOHN D. MCCLELLAN
BEFORE THE
FLCRIDA PUBLIC SERVICE COMMISSION
DOCKET NO. 920260-TL

JULY 15, 1992

PLEASE STATE YOUR NAME AND ADDRESS.

JOHN D. MCCLELLAN, 1001 PENNSYLVANIA AVE,

SUITE 350 N., WASHINGTON, D.C., 20004.

WHAT IS YOUR PROFESSIONAL ROLE?

I AM A SELF-EMPLOYED REGULATORY CONSULTANT ENGAGED

N.w.,

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.

EARLIER THIS YEAR, BUT CONTINUE TO REPRESENT THE

I RETIRED




FIRM AS A 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. 1IN 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 YQU JOIN DELOITTE & TOUCHE?

I JOINED THE FIRM IN 1969.

WITH WHOM WERE YOU AFFILIATED PRICR TO 19697

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.
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ARE YOU LICENSED AS A CERTIFIED PUBLIC ACCOUNTANT?

YES. I HAVE BEEN LICENSED AS A CPA IN A NUMBER OF

STATES.

HAVE YOU PREVIQUSLY 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 QUTLINE IS ATTACHED AS AFPPENDIX A.

WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS

PROCEEDINGY

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
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WAS REQUESTED TO EVALUATE THE IMPACT OF EARNINGS
ATTRITION ON SOUTHERN BELL-FLORIDA OPERATIONS FROM
THE END OF THE 1991 TEST YEAR THROUGH 1993, 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 1989-1991 PERIOD, RESTATED
TO ELIMINATE THOSE CONDITIONS WHICH WERE OF AN
UNUSUAL NATURE AND NOT EXPECTED TO CONTINUE AT THE
SAME RELATIVE LEVELS INTO 1993. THE 1989-1991
NORMALIZED CONDITIONS WERE TRENDED INTO 1993 TO
CAPTURE EXPECTED CHANGES OF AN ONGOING NATURE
(E.G., SYSTEM GROWTH, INCREASING PRICE LEVELS FOR
GOODS AND BERVICES REQUIRED TC MAINTAIN CURRENT
SERVICES AND TC MEET SERVICE GROWTH, AND
IMPROVEMENTS IN OPERATING EFFICIENCIES THAT REDUCE
COSTS OF SERVICE). THE ANALYSIS SHOWS THAT IF THE

NORMAL, RECURRING PATTERN IS MAINTAINED INTO 1993,
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REVENUES PER ACCESS LINE REQUIRED TO MAINTAIN A
FIXED RETURN ON COMMON EQUITY WILL DECLINE BY
APPROXIMATELY $13.59. THIS AMOUNT WILL HELP OFFSET
THE EXPENSE IMPACTS OF JURISDICTIONAL SEPARATIONS
SHIFTS AND OTHER ADJUSTMENTS DESCRIBED IN MR.

REID’S TESTIMONY.

IN PREVIOUS RATE PROCEEDINGS, HAS SOUTHERN BELL-
FLORIDA RELIED UPON BUDGET DATA IN MEASURING
PRCSPECTIVE FLORIDA INTRASTATE EARNINGS

REQUIREMENTS?

YES.

WHY ARE SUCH BUDGET DATA NOT BEING UTILIZED IN THE

SAME MANNER IN THIS PROCEEDING?

UNDER NORMAL CIRCUMSTANCES THE SOUTHERN BELL
BUDGETING PROCEDURES, AND THE RESULTS PRODUCED
THEREBY, WOULD BE THE PRIMARY SOURCE OF DATA FOR
MEASURING ANTICIPATED SOUTHERN BELL-FLORIDA’S 1993
EARNINGS RESULTS. BECAUSE OF RECENT CHANGES IN
DIVISIONAL AND DEPARTMENTAL STRUCTURING, HOWEVER,
THE COMPANY IS RELUCTANT TO USE THE BUDGET RESULTS

FOR INVESTMENT RELATED DEVELOPMENTS AND FOR
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ESTIMATING REVENUES AND OPERATING EXPENSES AND
OTHER TAXES. THERE IS SOME QUESTION AS TO WHETHER
THE BUDGETING PROCEDURES BROUGHT FORWARD FROM THE
PRECEDING DEPARTMENTAL ALIGNMENT IS FOR THE MOMENT
EQUALLY EFFECTIVE UNDER THE REALIGNED SYSTEM.
ACCORDINGLY, SOUTHERN BELL-FLORIDA HAS CHOSEN TO
SUBSTITUTE THE BUDGET DATA WITH A SIMPLIFIED, BUT
UNDER THE CIRCUMSTANCES MORE ACCEPTABLE, TRENDING
OF THE COMPANY’S 1988-1991 FLORIDA INTRASTATE
REVENUES, INVESTMENT AND OPERATING COSTS. 1 HAVE
PREPARED THE ATTRITION ANALYSIS TO MEASURE THESE
CHANGES, AND COMBINED THE RESULTS FOR 1993 TO
MEASURE THE IMPACT OF ATTRITION OVER THE 1991-1993

PERIOD.

WHAT WAS THE SOURCE OF THE DATA THAT YOU USED IN
MEASURING THE 1991-1993 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 1993 AND
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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
ANALYSIS, WOULD YOU DESCRIBE THE GENERAL APPROACH

USED?

YES. THE ANALYSIS FOCUSED UPON HISTORIC CHANGES 1IN
ACCESS LINES, REVENUES, INVESTMENT LEVELS AND
OPERATING EXPENSES AND OTHER TAXES. THESE AREAS OF
ACTIVITY WERE FIRST EXAMINED TO IDENTIFY ANY
CCNDITIONS 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 1989-1991 PERIOD WERE
TRENDED TO MEASURE THE INVESTMENT, REVENUE, AND
OPERATING EXPENSE CHANGES FROM 19591 THROUGH 1993.
DEPRECIATION EXPENSE CHANGES FROM 1991 THROUGH 1993
WERE COMPUTED BY APPLYING 1991 DEPRECIATION RATES
TO THE INVESTMENT CHANGES FOR THE PERIOD. INCOME
TAXES WERE COMPUTED BASED UPON THE 1991-1993

CHANGES IN TAXABLE REVENUES AND TAX DEDUCTIELE
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EXPENSES.

WHAT CONCLUSIONS HAVE YOU DRAWN FROM YOUR ATTRITION

ANALYSIS?

ASSUMING A CONTINUATION INTO 1993 OF THE RECENT
PATTERN OF CHANGING INVESTMENT REQUIREMENTS AND
OPERATIONAL RESULTS, THERE WILL BE AN INCREASE IN
THE 1991 LEVEL OF RETURN ON EQUITY IN 1993. 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 1993 REVENUE
REQUIREMENTS BY $68,279,671. AS MENTIONED
PREVIOUSLY, THIS AMOUNT WILL HELP OFFSET THE
EXPENSE IMPACTS OF JURISDICTIONAL SEPARATIONS
SHIFTS AND OTHER ADJUSTMENTS DESCRIBED IN MR.

REID’S TESTIMONY.
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HAVE YOU BAD THE OCCASION TO REVIEW THE COMPANY'S

HISTORIC EARNINGS EXPERIENCE?

YES.

IS5 THE ANTICIPATED NEGATIVE ATTRITION CONSISTENT
WITH THE RECENT PATTERN OF CHANGES IN COSTS

INCURRED BY THE COMPANY IN PROVIDING SERVICE?

YES. MR. REID HAS SUBMITTED SCHEDULES SHOWING THAT
FROM 1984 THROUGH 1891, 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 1991 THE INTRASTATE REVENUE REQUIREMENTS HAD
DECLINED TO $502.43. 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 ATIRITION
ANALYSIS IS PREMISED ON THE ASSUMPTION THAT THESE
CONDITIONS CAN BE MAINTAINED, AND THAT ONGOING COST

REDUCTIONS ARE ACHIEVABLE EVEN THOUGH GENERAL COSTS
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ARE PRESUMED TO CONTINUE TO INCREASE.

ARE THERE PROPOSED ADJUSTMENTS TO THE TEST YEAR

THAT ARE NOT CONSIDERED IN THE ATTRITION ANALYSIS?

YES. THE COMPANY IS PROPOSING A NUMBER OF PROFORMA
ADJUSTMENTS TC THE TEST YEAR. THESE PROFORMA
ADJUSTMENTS ARE NOT CONSIDERED IN THE ATTRITION
ANALYSIS, AND MUST BE EVALUATED SEPARATELY. FOR
EXAMPLE, I UNDERSTAND THAT SQUTHERN BELL-FLORIDA IS
SEEKING A CHANGE IN DEPRECIATION RATES ON A
PROSPECTIVE BASIS., THIS PROPOSED ADJUSTMENT, AND
SIMILAR ADJUSTMENTS TO TEST YEAR RESULTS, ARE

INDEPENDERNT 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 1. THIS SCHEDULE SHOWS THE
CHANGES IN NET QPERATING INCOME AND INVESTMENT PER
ACCESS LINE FROM THE 1991 TEST YEAR TO 1993. THE
ATTRITION PER ACCESS LINE AMOUNTS ARE CONVERTED TO
A TOTAL EARNINGS ATTRITION AMOUNT AND CONVERTED TO

A REVENUE REQUIREMENTS IMPACT BY APPLYING THE

10
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APPROPRIATE TAX GROSS-UP FACTOR. AS INDICATED ON
THIS SCHEDULE, THE REVENUE REQUIREMENTS WILL

DECLINE BY $68,279,671 FROM 1991 TO 1993.

HAVE YOU ALSO SUBMITTED SCHEDULES THAT CONTAIN THE
DETAILED ANALYSES SUPPORTING THE RESULTS IN

SCHEDULE 17

YES. THOSE SCHEDULES ARE IDENTIFIED AS SCHEDULES 2

THROUGH 8.

WOULD YOU BRIEFLY EXPLAIN EACH OF THE SCHEDULES

CONTAINED IN SCHEDULES 2 THROUGH 87

THE SCHEDULES ARE INDIVIDUALLY IDENTIFIED AND
DESCRIBED AS FOLLOWS:

SCHEDULE 2 - SOURCE DATA:

THIS SCHEDULE, CONSISTING OF FIVE PAGES, SHOWS THE
1989-1991 INTRASTATE INVESTMENT AND OPERATING DATA
AS TAKEN FROM THE COMPANY'S RECORDS, AND THE
ADJUSTMENTS TO THE RECORDED DATA TO ELIMINATE THE
IMPACT OF NONRECURRING CONDITIONS THAT DISTORT THE
PATTERN OF ONGOING CHANGES. PAGES 1 AND 2 CONTAIN
THE RECORDED INVESTMENT AND OPERATING DATA USED IN

PREPARING THE ANALYSIS. ON PAGES 3 AND 4 THE

11
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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 3 - TRENDED DATA:

THIS SCHEDULE, CONSISTING OF FOQUR PAGES, CONTAINS
THE TRENDING COMPUTATIONS USING LOTUS REGRESSION
PROGRAMS.

SCHEDULE 4 - CAPITAL COST DATA:

THIS SCHEDULE CONTAINS THE COMPUTATIONS OF THE
WEIGHTED COSTS OF THE VARIOUS CAPITAL COST
COMPONENTS, WHICH ARE THEN USED IN SCHEDULES 5 AND
8.

SCHEDULE 5 - INVESTMENT ATTRITION:

THIS SCHEDULE, CONSISTING QOF TWO PAGES, SHOWS THAT
THERE IS AN ANTICIPATED INCREASE IN THE OUTSTANDING
INVESTMENT IN PLANT IN SERVICE PER ACCESS LINE FROM
1991 THROUGH 1993. 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

12
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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 TEST YEAR CAPITAL RATIOS), AND THE
CAPITAL COSTS ARE REDUCED ACCORDIMNGLY.

SCHEDULE 6 - DEPRECIATION EXPENSES:

THIS COMPUTATION ASSUMES THAT THE 1991 RATES OF
DEPRECIATION ARE IN USE IN 1993. THE 1993
DEPRECIATION EXPENSES ARE DETERMINED BY APPLYING
THE 1991 COMPOSITE DEPRECIATION RATE TO 1993 LEVELS
OF PLANT IN SERVICE.

SCHEDULE 7 - INCREMENTAL COSTS, 1991-1983:

THE INCREMENTAL 1991-1993 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 3. THE AMOUNTS FOR

DEPRECIATION EXPENSES ARE TAKEN FROM THE

13
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COMPUTATIONS ON SCHEDULE 6.

SCHEDULE & - 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 COMFLETE YQOUR TESTIMONY?

YES. IN CONCLUDING, HOWEVER, I SHOULD REITERATE
THAT THE ANALYSIS OF REVENUE REQUIREMENTS CHANGES

BETWEEN 1991 AND 1993 ASSUMES THAT:

X SYSTEM GROWTH WILL CONTINUE AT APPROXIMATELY
THE SAME LEVELS AS IN THE THREE YEARS UP
THROUGH 1991,

* PRICE INCREASES (INFLATION) WILL CONTINUE AT
APPROXIMATELY THE SAME LEVEL, AND

* SOUTHERN BELL-FLORIDA WILL BE ABLE TO CONTINUE
TO REDUCE COSTS ANNUALLY THROUGH ANNUAL

INCREASES IN OPERATING EFFICIENCIES.

IN REVIEWING THE DATA USED IN THE ANALYSIS, I HAVE

NO REASON TQO BE CONCERNED AS TO THE REASONABLENESS

OF ASSUMING THAT SUCH CONDITIONS WILL CONTINUE. 1

14
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RECOMMEND THAT THE COMMISSION RELY UPON THE

ATTRITION ANALYSIS TO MEASURE THE 1993 IMPACT OF
CONDITIONE THAT HAVE CHANGED SINCE THE END OF THE
TEST YEAR AND MOST SURELY WILL CONTINUE TC CHANGE

THROUGH THE 1993 PERIOD.

15




SOUTHERM BELL

FLORIDA ATTRITION ANALYSIS

REVENUE IMPACT DF ATTRITION

INTRASTATE OPERATIONS

Line - Description

t Access Lines

2z Attrition/fcress Line

3 ket Qperating Incose

4 investment

a Total

5 impact or Earninas

iline 1 ¥ Lipe bl

H Hevenue Expansion Facter
R Reverue Reguirements

11 Schedule 3, page

£
{2} Schedule 8, line 8
{3} Schedule 8, line ¢

{4) Baced upon a tax rate of 39.49%

7
i
d

#cClellan Exhibit Ro.
Schedule I

Florida Docket 920260-TL
Page | of ¢

{3,382
{2.603{3]

i$41,314,014)

16327 {4

(48,279,871}
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SDUTHERH RELL

FLORIDA ATTRITIOR ANALYSIS

AHALYSES DATA 1989-1991

INTRASTATE OFERATING DATA

FERIGE
1983 199G 1991

Anmual Data
Access Lines 4310939 4511804 36633%7
Operating Revenues 2077054 2170238 2231440
fperating Exp.& Other Taxes 1115301 1156902 1209484
fepreciation 475458 502902 543232

erage Investgent:

ant SR0%aid
Gepreciation Reserves 1895848

het Plant 3008726 4043704

lant Retiremenis:

Fleriga Svstes £1) 752774 2RI058  3BES3S
Fiorida Intrastate (2} 176566 198322 271396
{1) Adi.for abnoreal im 1990
{2} Adi, based on 1989 Plant
Florida Groes Plant 70780
Intra fross Plant 5847093
Fatic 55.85%
fverage Rate Hase 367097¢ 4134584 4147484
Fate of Return QA% B,460% 9.14%

KcClelian Exhibit Ho.
Schedule 2

Florida Docket §20260-TL
Page | of &




Hcllellan Exhibit Ke.

Schedule 2
Florida Docket 920250-TL
Page 2 of &
Average Lapital (Intra}:
L.T. Debt 1009263 1015086 1019773
Short Ters Debt 132648 177701 231991
Luctoaer Depusits 317 49620 R7951
Coreon Equity 18885912 1949897 1932943
I.1.C 187575 164492 18133
Cost Free Capital 804460 T7E7788 738778
Total 4070970 4144583 4147884

{aost Rate:

L.T. Debt
Shart Tere Debt
fustoeer Deposites

~~Sapaon Eouity

- -

res Lapital

Lost

-ty

[nagosite Embedded Cost
of Hon-Eguity Capital

L.T.50., §5.7.0., Cust.Bep.,
1.7.C., and Lost Free 3A7E 0 3.671 1.99%
{Intra-State} )

Cosposite cost of L.7,.0ebt and Equity

L.T. Debt 2.99%
Equity 8.7%%
Total 11.71%




Ncflellan Exhibit Mo,
Scheduie 2
Rdjustments to recorded data Flarida Dacket 920250~TL
-- -- Fage 3 of &

frcess Lines 4310989 0 431098%
Revenues 2077064 4623 2081887 (1)
Op.Exp.% Tanes 1115301 g 1115308
Depreciation 475458 G &73438
Plant 5945614 -7875R0 SAITIIY D)
Peprer . Reserves 18995888 -787758 1409130
Hzte Base 407097 i 3470970
—
1936
fecordee aj. 111
fictess Lines ;;;;ég; ______ 0 4&;1&54
fevenues 2170238 44381 2214519 (1)
fin Exp.k Taxes 1Y56%62 13377 1143ED5 {2t
fepreciation 07907 -9%A7 493335 %)
Plant 6308578 -3B36BZ 5524995 (4
fieprec.feserves 2238972 317459 1921563 {5}
Rate Base $144584 -66303 4078281 {8)

Notes {1} through 4} - See Schedule 2, page % for
supporting details.




Hcliellan Exhibit Ne.
Schedule 2

Florida Docket 926250-TL
Fage 4 of §

ficcess Lines 4856385 4 4563857

Hevenues 231460 JalsS  Z2ETHIS i1)
Gp.Exp.& Taxes 1209585 -4G716 114B97S (D)
Degreciation 45752 -18238  SIZ7914 {3
Piant A447697 -201414 5231079 {4}
fieprec.Reserves 2374950 70679 ZZOAZTI (%)
fzte Base 4167685 -13693% 403875 &)

—

Motes (1f through (&4 - See Sckedule o, pape

support:ng detaiis.




ADJUSTHENTS TO BASE YEAR DATA

i1} Revenues
{a} To adjust eariier years to level of
net rate changes effective in 199!

{iperating Expenses and Taxes

{al Te remove imcresental impact
of SFF and DEN over 1989

{b) Remove bond colicitatipr fees

[ci Remove earlv retiresent cost

{2

{zt To rempove iscresentzl impact
of SPF and BEM pver 1989

{4y Plant
fa} To reaove imcreaental impact
of SPF and DEW gver 198%
ik} Te remove inside wire amounts
froe earlier years to be
consictent with 1994

%) Depreciation Reserves
{a) To remove iscremental impact
of SPFF and DEW over 1989
{b) Toc remove inside wire amounis
from earlier vears to be
tonsistent with $991

{4} Rate Hase
ta} To resove iscresental impact
of GFF and DEW over 1989

{267,480}

(287,758)

KcClellan Exhibit No.
Schedule 2

Florida Docket 920260-TL
Page 5 of §

44,368

£13,377)

(162, 0Gb)

(281,675)

{35,703}

{781,756

{18,238



1989

1990

FLORIDA ATTRITION ANALYSIS

SOUTHERN BELL

TRERD LINE DATA

IKTRASTATE OBRERATIONS-ABMUSTED

hccess

{ger .Exp.

bross

Plant

#cClellan Exhibit Ho.
Schadule 3

Flarida Docket 920250-TL
Fage t of &

Lines{1)Revenues{1)& Taresil)Deprec.{Z) Flant{l)Retiresents(d}

A310989  20Bi4A7  1115306F 475438 5617934 176566
4511804 2714819 1143575 493330 5924998 194322
4663857 226747% 1148970 B27014  AZBI0TY 2713%
4848358 237I9L5  11%RIAE N4 4377815 2147482
SOZ48R7  Z4AARAS 1ZERIeZ GROTAZ  AET9SRT 214742
S20i78a  ZERRESD H/B 7 iR
3F7TR0 ZelERIZTOIEFSTTL O HAR LR H/&
{1y 1992-1995 trended data irom Schedule 3, page 2,
{21 1993 depreciation expense frop Schedule 6, line 7.

{3} 1997 retirements based on 138%-1991 average.




Regression fnalyses:

Linear Regression Trend Data Base

ficress/L Revenues  Op.Exp. Plant

1989 4310989 2081687 1115301
1990 4511804 2714819 1143323
1991 4443857 7267825 (168970

1987 484841 2373915 LIR4Z4E
1983 5024852 F46pfB4 1223102
1994 5201284 2559853 1249937
1995 &377724 2657822 1274771
foreze Lines
fiegression Output:
Constant =3, 476408
Std Err of Y Est 19907, 003
k Sguared 0.99348749
Ho. of Dbservations 3
fiegrees of fFreedon i
]
1 Copfficient{s) 1764354
Sté Err of Coef.  14075.374%
1992 4B48418
1993 RO24R52
1994 5201284
1995 8277720

5617934
5924994
6268077

4377815
6H9387
71220950
7542532

Hcllellan Exhibit Ho.
Schedule 3

Florida Docket 92G240-TL
Fage Z of 4




Revenues

Regreszion Dutput:

Constant -1.83E+08
5td Err of ¥ Est 37629.652
R Sgquared #, 9415871

Ho. of Observations
Degrees of Freedos

—

i Coefficientis} 2959
Std Err of Coef. 23072.5408

1892 2373813
1993 2465884
19%4 7539853
1995 2652822

Liht

2td }
¥ Snuared ,9991479
No. of Observations 3
Dearees of Freedos H

1 Coefficientic} 25834.5
Std Err of Coef.  B0Z,22820b

1992 194258
1993 1223102
1994 1249937
1995 1276774

HcClellan Exhibit Mo.
Schedale 3

Florida Docket 920280-TL
Page 3 of §



Plant
Kegression Output:
Censtant -4, 34E+GB
5td Err of Y Est 11847773
R Squared 6.9993217
ko, of Observations 3
Begrees of Freedon i
I Coefticient{s} 2N7L.E
§td Err of Coef. B377.64111 24.560178
1992 4577815
1993 #BY93RT
1994 72209480
1995 7042537

Mcflellan Exhibit No.
Schedule 3

Florida Docket 920260-TL
Fage 4 of 4




SOUTHERN BELL McClellan Exhibit No.
Schedule 4
FLORIDA ATTRITION ANALYSIS florida Dockel 920260-TL
Page | of |

CAPITAL COST DATA

INTRASTATE OPERATIONS

hoountil)
Cost of L.T. BBt  -==meee
Retio 24,471
Esbedded Cost 8.81%
Heighted Cost-Lurrent 2.18%
Short Ters Debt
Ratin 5.56%
Lurrent Cost 4,041
Weighted Current Cost 6. 34%
Customer Beposite
~—~Eatin 1.
=t R
weighted Cost U,
i.7.L.
Ratic 337
Cost i1,71%
¥eighted fost 0.40%
Coemon Equity
Ratic 47,5381
Cost 13,20%
Weighted furrent Lost 6.28%
Weighted Current Cost ¢ 170 5., 38%
feht Cost
Lorg Ters 2.18%
Short Ters 3.34%
Cust.Dep. 0,108
I.1.C. 0.10%
Deferred Taxes G

Lo
Ls

761

o

{1} Rmounts froe Schedule 2, pace 2
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SOUTHERN BELL
FLOREDA ATTRITION ANALYSIS

CAPITAL AND INVESTHEWT DATA
INTRASTATE GFERRTIORS
Bescription

Funding Requiresents:

Increase in Gross Flant per Access Line

19941/19%2
195271997

Plant Retiresents per frcess Line

bepreciation Recovery-1992
§1992 Plant » Fate / Bccess Lines)

-

Depreciation Hecovery-1993
i

;??3 Flant ¢ Rate / Rocess Lines)
Working capital increase

Feuzed materiales

Tetal Internal Fupding

External Funding Reguirements {1}

Gmnunt

87.91
66,33

14,30
§2.74

a9 %7

E A
Lizedid

G- AT

155,57

13,02 (2

HcClellan Exhibit No.
Schedule 3

Florida Docket 92G240-TL
Page § of 2

i1} This Schedule iz decioned te measure the additional plant
funded over the peried and the sources of desreciaztion funds
avaiiable to fund the additions, comverted te access line asounts,
The computations are based on the plant and desreciation data on
Schedule 3, pape 1 for all amounts except lines Il and 12,

{2} See Schedule 5, page 2




¥cClellan Exhikit Heo.
Schedule 3
Florida Bocket 970250-TL

Page 2 of 2
investment Attrition:
jebt Conpon Total
1. Weighted Cost 2,70 6,581 th
2. Funding Requiresents {28.6%} {28.69) {Z1
3. Cost per R/l {€.77) {1.89} {2.55}
1) Schedule 4
{2) Schedule 5, page !
Horking Lapital:
1921/19%2 lnrreaced negative agount per arcess line 5.5
s 19824198% Increazed negative apount per zocess line 7,48
13,02
Feused materiaic:
Reuced materials are inciwded in plari additions, bat do
not require capital expenditures:
1957 Reused materials per access line 3,81
1993 Reused saterials per access lipe 3.28
717




SOUTHERN BELL KcCielian Exhibit Ha.
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Page ! of 1

OEPRECIATION EXRENSES

INTRASTATE OPERATIONS

tine Gestription Aaount
i Flent in Service -1991 AZBIETY {1y
2 Bepreciation expenses - 1991 SFTNE (b
3 {oaposite Depreciation Hate 8.423% {2}
3 Flant in Service-1992 AE778IT i1V
5  Depreciation Expenses - 1932 %53475 {3
3 Flant in Service-19%3 LB%9387 i1y
7 Depreciztion Erpepses - 1993 BO7EY 14

i1} Schedule 3, page 1
{2} Line 2/Lipe 1
i3} Line 3 % Line 4

=

i4) Line 3 % Line &




SOUTHERN BELL MeCleltan Exhibit Mo,
Schegule 7
FLORIDA ATTRITION AMALYSIS Fiorida Docket 920240-TL
Pane 1 of |

INCREMERTAL CHANEES - 1993 OVER 199t
IHTRASTRTE OPERATIONS
tire DBescription Aaount

I Operating #evenues(l)

2 kevenpes - 1991{0001 2267825

3 fccess Lineg - 1991 45653857
Revenves per Access Line-1994 486,21

5 Revenues-1993 2444894

& Arcess Lines -1993 024852

7 Fevenues per Acoess Line-1993 390,94

& Incresent/hccese Line §.72

9 Operating Eupences and Other Taxes(id

id On,Eup. & Tares-195100040

it faount per dccess Line-199%

17 Op.Exp, & Tawes-1993

13 faount per Access Line-1993

i4 Incresentfforess Line

1% Bepreciztion ExpensesiliiZi

14 Bepreciation Expense-1991(004) 527014
17 fmount per ficcess Line-1991 EE3.00
18 Gepreciation Expence-1993 580747
19 fimourt per Arcess Line-1993 115,57
20 increment fBecess Ling .57
yal Broszs Plant Investaentil)

22 Bross Plant-1391{000) £251079
23 finount per hccess Line-15991 1342.47
74 bross Plant-1993 4BI9387
2% Awoent per Access Line-1993 1373.05
b increment/ficcess Line 30.58

— {1} Data froa Schedule 3, page |

{2} 1993 depreciation expences frow Schedule 2




Line

ore

I3

i1

SOUTHERN BELL

FLORIDA ATTRITION ANALYSIS

SUKMARY BF COMPONENTS

INTRASTATE BPERATIONS

fescrigtion

N.G6.1. Attrition:

fiperating Revenves

Oper . Expenzes & O/Taxes

Deprecistion Expenses

Pre-tax Amount

intoge Yarec

Tax Effect of Interest

fotal

lavestaent Attriticn:

Interect

feturn to Copmon

Total

{1} Schedule 7, line 8

{7} Schedule 7, tine i4

{3t Schedule 7, line 28

£33 Line &z 37.83% tax rate
{51 Line 10 x 37.63% tax rate
i6i Schedule &, pape I, lire 3

McClellan Exhibit Ho.
Schedule 8

Flerida Docket 920266-TL
Page ! of |

Attrition/
ficcess Line

{4.72)11)

{7.23H2)

{3.501{8)
{6.29345%1

{0,7711b1

£1.8%118)




Appendix A

JOHN D. McCLELLAN

Affiliation: Regulatory Consultant
Deloitte & Touche
Certified Public Accountants
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

[

NARUC Committee on Accounting

NARUC Committee on Telephone Separations

NARUC Committee on Affiliated Company

Operations

AGA Rate Committee




- AICPA Liaison with Federal Power
Commission

- AICPA Panel of Advisors to Federal
Government

- TSCPA Committee on Regulated Utilities

— Board of Directors—-Iowa State Reg. Conf.

Experience: Florida Public 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

- Rate of return and cost of capital studies




- Cost allocations by customer class
- Cost allocations by services

- Cost allocations by jurisdictions
- Depreciation requirements

-~ Rate structure and design

- Automatic adjustment clauses

Deloitte & Touche, 1969 - 1992

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.




Clients

Served:

Regulatory Consultant, 15992 to date

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 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 companies

throughout the U.S. and Canada.

Regqulators:

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, Texas

Consumers:

Delaware Industrial Group

Virginia Industrial Group

Virginia Committee for Fair Rates
Connecticut Industrial User

City of Martinsville, Vva.

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

Canadian Industrial Gas User

Assisted a wide variety of clients in the
role 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 Carclina Public Service

South Carclina 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
Missouri Public Service Commission

Chioc Public Utilities Commission
Arizona Corporation Commission

Idaho Public Utilities Commission
Pennsylvania Public Utilities Commission

Rhode Island Public Utilities Commission



Alaska Public Utilities Commission
Sarasota County Commission - Florida
New Orleans City Council

Dade County Water Commission - Florida
El Paso 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 pistrict Court of Texas - Dallas
54th District Court of Texas - Tyler

U.S. District Court

Wheeling, W.Va.

U.S. District Court

Hartford, Conn.

U.S8. District Court

Raleigh, N.C,

U.S. District Court Hammond, Ind.
U.S5. Tax Court - Washington, D.C.
Federal Energy Regulatory Commission

Ontario Energy Board

Canadian National Energy Board

Miscellaneous: 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.S5.C.,
the New York P.S5.C., the Arkansas P.S5.C. and

the Texas P.U.C.

Prepared training courses and conducted

numerous D&T Staff Training Seminars

Prepared training materials and conducted
training seminars for various public

utilities
Instructor at Florida P.S.(. 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 Accounting for Public

Utilities




