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Commissioner Gerald L. Gunler, as Prehearing Officer. 

APPEARANCES: 

TH<"MAS R. PARKER, Esq. , JAMES v. CAR IDEO, Esq. , 
JOE W. fOSTER, Esq ., & WAYNE L. GOODRUM , Esq., GTE 
Florida Incorporated, P. 0. Box 110 MC 7, Tampa, I 
florida 33601 on behalf of GTE Florida 
lnco rporaled. 

CHARLES J . BECK, Esq., CHARLES J. REHWINKEL , Esq . , 
& JACK SHREVE, Esq., Office of Public Counsel , c/o 
The Florida Legislature , 111 West Madison Street , 
Room 801 , Tallahassee, Florida 32399- 1400 on 
behal f of the Citizens of the State of Flo rida. 

DONALD L. CROSBY, Esq. , & TRACY HATCH, 
flortd a Public Service Commission, 101 E. 
Street , Tallahassee , florida 32399-0862 on 
of the Commission Staff. 

Esq . , 
Gaines 
behalf 

PRENTICE P. PRUITT , Esq . , Florida Public Service 
Commission, 101 E. Gaines Street, Tallahassee , 
Florida 32399-0862 on be half of the Commissioners. 

.... 'T t ...... r.., I • rc OOCUf·i:fi ,u,...:.L .. -~,;, :-

09 4 51 SEP 20 IS:~ 

FPSC-RECORDS/ REPORTIHG 

I 



I 

I 

I 

ORDER NO. 21925 
DOCKETS NOS . 870171-TL & 890216-TL 
PA~':E 2 

PREHEARING ORDE~ 

1. BACKGROUI!Q 

Docket No . 871206-PU is a gene ric doc ke t that was opened 
o 1nvesligate t.he 1988 eCCecls of t he Ta x Reform Act of 1986 

(th Act) on all util ities under the Commission ' s 
JUClSdlction. At the Agenda Conference o n December l , 1987 , 
Stare reconvncnded in this docket that the Commission order a 
portion of each utility's 1988 revenues be collected subject to 
refund p nd1ng the outcome of this generic investigation. The 
Commission deferred action on this recommenda ion until the 
ut1lities had an opportunity to offer protection to their 
ratepayers through an alternative to collecting revenues 
subj c to refund. 

On December 8, 1987, GTE Florida Incorporated (GTEFL) sent 
a 1 t:ter to the Commission in which the company committed to 
make t.he 1988 eC feels of the Act ret roact i vc to Ja~ua r y 1. 
1988, pursuant to the terms of the letter. By Order No . 18661 , 
issued Janua cy 7 , 1988 , t he Commission accepted GTEFL' s 
commi r •n and e xcluded the company from an y requirement lh~t 
rcv~nu •s be collected s ubject to refund. By Order No . 20269 , 
issued Nov emb r 7, 1968, the Commission proposed to adopt a cap 
of H .2S\ o n the 1988 and 1989 earnings of GTEFL . Order No . 
20 269 sta d tha G'fEFL would be excused from further 
part. Jcipat1on in Docket No. 871206-PU if the Proposed Agency 
Acl1on w te o become final. 

Th Of C icc oC Public Counse 1 (OPC) and the Flo rid a 
Con.sum rs for Responsible Utilities (FCRU) filed p rotests ( he 
Pr otests) to Order No. 20269 on November 22, 1988. On December 
27, 1988, GTEFL moved to strike the Protests , arguing that OPC 
and FCRU wee tmproperl y at. empting t.o place return-on-equity 
( ROE) and earnings matters at issue in the generic 
tnv ~t.1ga ion d aling with tax matters . OPC responded on 
January 9, 1989, asserting that its sugge , led return-on-equity 

nd arn1ngs issues are relevant. to t.he application of Rule 
25-14.003, Flotlda Administrative Code (the Tax Rule), which 
cs abllshes procedures for dealing w1th changes in t he 
corporate 1ncome tax laws. 

On Januacy 20, 1989 , GTEFL amended its motion Lo strike, 
cla1m1ng that. the company has returned to its ratepayers the 
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savi ng s it r~alized from the Ac t and hat any action i n Docket 
No. 871206 PU forcing it Lo dispose of addi tional revenues 
would expose the company to "double jeopardy." GTEFL also 
moved for the establishment of a two - phase procedural process 
under which , firs t, the company's uction with regard to its tax 
savings could be considered, and second , a prospect ive ROE 
could be se f o r GTEFL. OPC filed its r esponse to GTEFL' s 
pleading on Januuy 31, 1989 , quarreling with the company's 
allegation thal its lax savi ngs have been "g iven back" to its 
customers. 

By Order No. 20800, issued February 23, 1989, the 
Prchear i ng Off ice r denied GTEFL' s motions to stri k e and 
re)cclcd ils proposed procedural process. Order No . 20800 he l d 
that a 11 issues which led t h e Commis s ion to open Docket No . 
871206-PU need to be resolved a nd tha their consideration 1s 

I 

he prop r f ocus of the generic investigation, includ l nq ROE 
and Jrn1ngs 1ssues which were deemed to be fundamental 'o this 
proce d1ng. The on l y 1ssues rejected by Order No . 20800 as I 
fall1ng outside the scope of this proceeding were tho~e dealing 
wi th lhc ven ts (P-.g., GTEfL 's offer of a cap on earnings) that 
led up Lo the acL1on proposed i n Order No . 20269 . 

On October 20 , 1988, OPC served a r equest for producti o n 
of docunPnls on GTEFL, and on December 9, 1988, GTEFL filed a 
respons and objection to this request. OPC filed a motio n to 
compel o n Dec mbur 13 , 1988, and GTEFL responded o n December 
27, 1988 . By Order No . 20799 , issued February 23 , 1989, the 
Pr~hcaring Officer compel led GTEFL to produce for inspecti o n 
the documcn s sought by OPC. Judgement was res e rved in Orde r 
No. 20799 on the question of the appropr i ate treatment to be 
affo rded Lhl!se documents in t he even t tha OPC seeks to t ake 
possess1on ot cop ies o f them. 

On March 6, 1989 , GTEF'L "filed separate motions for rev iew 
o f Orders Nos . 20799 and 20800 b y the fu 11 Commission . GTEFL 
argued that ROE, cap1Lal structure and 1988 and 1989 earning s 
1ssucs arc 1rrclevant to this proceedi ng and should have bee n 
strikcn by the Preh cHl ng Officer. Acco rding to GTEFL, the 
Commission shou ld decide he legal qucst1on i nvolving its 
·doubl Jtabtli y• argumen before considering any factual 
tssu s. S•mildrl y, he company compla i ned that it should not 
have b en compelled to produce documents sought by OPC wh ich 
rela c to cost of qutty and ea rning s because they are I 
irrt~lcvan. Also on ·-tacch 6 , 1989, OPC filed a motion for 



I 

I 

I 

ORDER NO. 21925 
DOCKETS NOS. 870171-TL ~ 890216-TL 
PAGE 4 

rcconsidcra ion of Order No . 20600, charging that issues 
1nvolving the action proposed in Order No . 20269 were 
improperly excluded from consideration in this proceeding by 
Order No. 20600. By Order No. 21206, issued May 9 , 1989 , the 
Convntssion denied these motions for review and reconsideration 
and affirmed Orders Nos. 20799 and 20800. 

By Order No. 20857, issued March 6 , 1989, the Commission 
transferred th~ Protests to a separate docket, Docket No . 
890216-TL , set up to dea 1 with GTEFL spec if ica 11 y and excused 
the company from further participation in Docket No. 
871206-PU. OPC and FCRU were granted party status in Docket 
No. 890216-TL which was conferred upon them by the Protests 
t1led in the generic investigation. 

Sev ral of Lhe issues addressed in Lhe Protests had been 
raised previously by OPC in a Petition seeking a l 1mi ed 
procccd1ng lo reduce GTEFL's authorized re urn on eq~1ty. 
Docket No. 870171-TL had been opened to resolve the issues 
raised in the Petiti on. By Order No. 19637, issued Jul y 8 , 
1988 , the Commission required GTEFL to answer OPC 's Petition , 
and on July 18, 1988, GTEFL filed its Answer . Because of the 
apparent overlap of issues raised in the Protests and in the 
Pe ition, Order No. 20857 consolidated Dockets Nos. 870171-TL 
and 890216-TL in o a single proceeding. 

In a February 10, 1989 letter to the Corrunission, GTEFL 
corruntlted to a January l , 1989 effective date fo e the 
Comm1ssion ' s resolutton or the 1989 effects of Lhe Acl pursuant 
to the terms of the letler . By Order No. 20857, the Commission 
accepted this commitment as being adequate protection for 
ratepayers in lieu of tak~ng other action, ~· orderi ng GTEFL 
to hold revenues subject to refund. Apar t from accepting the 
company ' s offer to accept a retroactive application of our 
action in these consolidated proceedings, Order No. 2085 7 took 
no position on the arguments advanced by GTEFL in its February 
lOth let cr . 

rn Order No . 21369, issued June 12 , 1989, the Prehearing 
Office r established the prehearing procedure to govern this 
proc eding and adopted a tentative list of 13 issues to be 
add res sed. On .lune 2 6, 1989, OPC moved to amend Order No. 
21369 by subsl i tut i ng a 1 i sl of 26 issues in place of the 
t!ntali ve llst. In OPC's view, this proc<..eding had become 
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disorganized and \o10uld remain so unless the requested action 
was taken. 

GTEFL responded on J uly 7, 1989 , opposing OPC's motion to 
am'nd and reques ing that b1furcated hearings be held in this 
proc,ed1ng. The company alleged that it would be prejudiced by 
th • disrup ton occasioned by a subslituL ion of issues and that 
OPC's propo~ed 1ssues would expand and complica c the 
prOCl'<"dinJ. GTEFL suggested that the diso rganization noted by 
or~ could be cur~d if the Commission would establish a 
t.w• ph1.• proc~cding. 

I 

By Order No. 21757 , tssued August 21, 1989, the Prehearing 
Officer denied OPC's mot1on to amend Order No . 21369 ard 
GT~fL's motion to holj bifurcated hearings. On his own motion , 
lh' Pc hearing Ofticcr deleted two issues from the .. cntat1ve 
lis . The Prehearing Ocficer found that these issuer were 
dup lica t1v and also that they d1d not conform to Ord •r s Nos. 
20800 and 21208 because they i nvo 1 ved rna t te rs that 1 ed up to I 
the action proposed in Order No. 20269. 

Prehcaring Statements were filed by GTEFL , OPC and Staff 
on Augu'Jt 21, 1989. Al a Pre-Prehea ring Conference on 
Sep mbc-r 1, 1989, GTEFl~, OPC and Staff stipulated to a new 
l1st O{ 19 lSSU<':Z. Thereafter , GTEH., OPC and Staff filed 
rcvtsed Prehear·nCJ Statements addresstng the new list of 19 
is:;u•s. FCRU nas filed neither an original no r a revised 
Prchcaring State- nt. 

II. T~STJMONY AND EXHIRITS 

Upon insertion of a w1tness's testimony, exh1bi s appe nded 
th reto may be marked for identification. After oppor unity 
for opposing par ies to object and cross-examine, the document 
may be moved into the record. Pll other exhibits will be 
similarl y 1denlif1ed and entered at the appropriate time during 
h aring. Exh1b1t3 shall be moved into the record oy exhibit 
numb r at the conclusion of a wttucss·s testimony. 

W1 nesses are r m1 nded that on cross-examination, 
r~~pons s o ques ions ca 11 i ng for a yes or no answer sha 11 be 
nswcrctl yes o r no ftrst, af er which the witness ma y explain 
hf• ans·.-~cr. 

I 
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III. ORDl.R OF WITNESSES 

Witness ~pearing For Date I s~ues 

Direct 

O'Donnell GTEFL 9/25/89 17, 18, 19 

Menard GTEFL l , 2, 3, 4 I S, 6, 
9 , 10 , 11, 12 , 14 , 

Austin GTEFL 8, 16 

Johnson GTEFL 7 , 12, 13 

Rothschild OPC 8 , 9 , 10, 11, 
16, 17 , 18, 19 

Calley OPC 8 , 16 

Mo nt anaro OPC 1 , 3 , 5 , 6 , 7 , 
13 , 14 

Lee Staff 5 

Seery Staff 8, 9, 10, ll , 
16, 17, 18, 19 

Salak Staff 1, 2 , 3 , 4 , 5 , 6, 
12 

• Devlin Staff 

7, 
15 

15, 

12, 

15, 

7, 

• In the event that Staff • s Motion to Strike Portion s of the 
Rebuttal Testimony of Beve-rly Y. Men a rd filed August 21 , 198 9 , 
i s dented, Staff has furnished notice t hat it intends to 
sponsor Timo hy J. Devlin as a Sulrebuttal Wi t ness. 
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IV. ~C POSITIONS 

GTEFL'S BASIC POSITION: It is GTEFL's basic pos i tion in 
this proceeding that it has appropriately disposed of all 1988 
tax savings associated with the Tax Reform Act of 1986 and that 
lhe company s hould not be exposea to further liability as a 
result of this case. The Commission ' s Tax Rule, when applied 
appropriately, yields no refund amounl. The attempts to 
produce n refund u nder t he Tax Rule by the retroactive 
applications of a new relurn on equity established in 1990 back 
to January 1, 1988, are tot a 11 y without merit and should be 
dismissed out of hand. The retroactive application of a new 
return on equity requires the express agreement of the Company 
and no part.y has proven o r will prove that fact because GTEFL 
never agreed to such an arrangement. GTEFL's agreement to a 
January l, 1988, effective date for the resolutior of Docket 
No . 871206-PU was to gj ve ·. he Commission the necessa ry freedom 

I 

to operate independently o f the Tax Rule and not ing more. 
GT.EFL's midpoint return on equity should be set in a range from I 
14.4\ to 15.0\ based on the existing capital structure of the 
Company for prospective application afte~ the effective da e o f 
the Commiss ion's final order entered in this proceeding. 

The issue of tax monies associated with the Tax Reform 
Act of 1986 and the appropriate level of the Company ' s 
authorized ra e of return has been in perpetual l1tigatio n 
before this Commission , in one fo em or another, since the r a 11 
of 1986. Th Company's approach to such matters has been 
straightforward and simple: return the tax savi ng s to its 
ratepayers in a manner to produce long -term o ngoing benefits in 
lieu of one-time cash refunds in order to help reposition the 
Company to be a successful low cosl provider in the emerging 
competilive environment. The wisdom of this approach for 
GTEFL's ratepayers is quantified by the fact the GTEFL's 
customers have recei ved ~educed rates and reductions to Lhe 
rate base in excess of $50,000,000 since 1987. 

The end result o f the Company· s responsible approach to 
regulation is that GTEFL is now faced with potential do ubl e 
liability for tax monies which have a 1 ready been returned to 
its ratepa yers. The double liability arises from Public 
Counsel and Staff positions that the Company's authorized 
return o n equity should be r educed o n a retroactive basis. The 
Company's good faith attempts to manage its business based o n 
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past CorMH s~ ion practices is now subjecting the Company to an 
unjustified financial liability of $ 21,668,000. 

GTEFL believes that any attempt to " double count • the tax 
monies assocuted wilh the Tax Reform Act of 1986 is unfair, 
unreasonable, inequitable and unlawful. The same is true of 
attempts to change its authorized return on equity on a 
retroactive basis. Therefore, GTEFL moves the Convniss ion to 
adopt GTEFL's position on each and every issue herei n. 

OPC ' S BASIC POSITION: GTE Florida, Incorporated, has not 
returned any of its 1988 tax savings to its customers . A 
depreciation adjustment taken during 1987 did not and could not 
• refund " its 1988 tax savings to its customers . The effect of 

he company's access charge rate reduction, even if relevant , 
was more than offset by rate increases for othe r se rvices, 
local exchange rate group reclassifications , new reve nues trom 
new serv1ces , tariff filings , and stimulation . 

The Commission should use the GTE Corporation 
consolidated capital structure consisting of 43.22\ commo n 
equity to d lermine the company ' s total cost of capital. Based 
upon the con so lid a ed capita 1 structure, a cost of equity of 
12.75\ is appropriate for refunds and as an authorized midpoint 
return on equity. However , if the Commission uses the GTE 
Florida, Inc. capital structure rather than the GTE Corporation 
con soli da led c apita 1 structure , the allowed return on equity 
should be no more than 11.75\. 

The Commission s hould use the newl y authorized return on 
equity and capital structure to determine the refund due 
customers under the Commission · s tax rule . The Commission· :; 
Order No . 18661 dated January 7, 1988 reserved jurisdicti on Cor 
!!!,:l resolution of th1s docket. The Commission therefore has 
author1ty to usc a current , more reasonable return on equity 
and capital s ructure to apply o t he Commission's tax rule 
during 1988. 

GTEFL's surveillance 
during 1988, so appropriat 
company's reported earnings 
due custom 1s. 

report understates its earnings 
adjustments should be made to the 
to determine the amount of refund 
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FCRU S BASIC POSITION: Non~. 

Pr heartng Slatement } 
(Thi s party filed no 

STAFF'S BASIC POSITION: Staff bel ieves that GTEFL has 
collected l 988 revenues associated with certain tax savi ngs 
that should be refunded to ra tepa yers pursuant to Ru le 
25- 14.003 , Florida Admini st r ati v e Code. Certain reve nues 
associated with 1988 tax savings were di sposed o f through p rior 
Comrnisston act1ons which satisfy in part this rule. At t h i ~ 
ti , St t f belteves t hal GTEFL should refund $20 , 099 , 000 , 
wh1ch represents the ftnal 1988 earnings i n e x cess o f the 
t ecomm ndcd mi dpo 1 n l of 12. 55\ plus 1 nte rest . The re t urn on 
qu1 y wh ich Staff recommends that the Commissio n authorize 

prop cltvcly for GTEFL is 11.5\ . 

V. lSSU~S AND POSITIONS: 

ISSUE 1: Docs Comnussion Orde r No . 18661=, 1ssucd Decembe r 8, 
1987. allow the 'lpplicat ion of a new return on equ i ty for the 
purpose of implement i ng Commission Rule 25- 14 . 003 du ri ng 1988? 

POSITION OF PARTIES: 

GTEFl, ' S: ~~o. Comnhssion Otder No. 18661 merely incorporates 
lhc Company's aqr emcnt to a January 1 , 1988 , effect ive date 
Co r the d t~posal of the tax savings associated with the Tax 
Reform Act of 1986 independent o f Commission Ru le 25- 14.003 . 
GTEFL n vee aq reed i n any way to t he cstabl ishmenl of a new 
return on equi y i n 1990 f o r re roactive application bac k to 
Janu ry l, 1988. 

Comm1ss ion Order No. 18661 was t he end r e su l t o f a 
proc ss in1l.ialed by the Commission Staff wherein , the Staff 
r qu s t cd GTEFL to make the 1988 effects of the 1986 Tax Refo rm 
Ac retroactive to January 1, 1988 . The stated purpose of 
Sla( C's 1 t cr wa s to allow lhe necessa r y time to resol ve t he 
si tuation while protcct1 ng the interests o f t he ratepayer. 
GTEFL agr d co a J anuary l, 1988, e ffective date due to the 
Company ·s und cstandina that lhe purpose of Staff's request wa s 
to create a situa lton where the tax sav ings would be d isposed 
o f ind p nd n of COI'I"Jtnssion Rule 25-14.003. Indeed, GTEFL ' s 

I 

I 
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December 8, 1987, commitment letter lo such a pr~posal from the 
Staff explicitly staled: 

According, GTEFL commits to a retroactive application 
of the incremental dollars associated with the full 
tmplcmentation of the Tax Reform Act of 1986 to 
January 1, 1988, to t he extent t hat such dollars have 
not already been utilized i n Order No. 17382. The 
Co reqoi nq commi lment is premised on the company not 
being prejudiced rega rd ing the amount, method of 
calculation, or method of disposing of effected 
revenues that may be considered in arr1v1ng at a 
final settlement. In addition, GTFL's commitment in 
no way limits the company from raising other issues 
whtch arc pertincn to this proceeding when arriving 
at a ftnal selllemenl. (Emphasi& added .) 

As can be clearly seen, GTEFL never agreed to the 
re coactive app 1 icat ion of a new return on equity foe purposes 
of the Tax Rule. Rather , GTEFL expressly stated ils 
und rs and1 ng tha it was agreeing to a procedure where the 
Corrvnisston would act independent of the Tax Ru1e. GTEFL only 
commit ted lo dtspose of "incn.menlal dollars" which were not 
permanently d.1.sposcd of in the 1987 settlement regarding the 
Tax Reform Acl of 1986 by Commission Order No. 1738 2 . Indeed, 
GTEFL r served all options regarding the appropriate use of the 
tax sav i nqs. This would nol have been possible under the Tax 
Rule. No one ever d1sputed GTEFL's position. Acco rdingl y, 
GTEFL never agreed to a w i de-open dock~L where only the 
pos1 10ns of adversary parties set the boundaries for issues to 
be considered. 

GTF.FL's understanding and its position in this docket are 
supported by numerous other factors which are addressed by the 
t tinony in his proceeding. By way of summary: 1) Order 
No. 18661 does not state that it is the Commission · s intent to 
~t.blish a new return on equ1ty in 1990 for retroactive 

appl ica ion to January 1 , 1988, for purposes of inclusion in 
he Tax Ru 1 ; 2) If lhe Commission wanted to operate under the 

Tax Rule, Order No. 18661 was unnecessary; 3) The retroactive 
pplicat1on ot a new return on equity is inconsistent with the 

• equ 1 r "' nts and term., of the Tax Rule; 4 ) GTEFL had on f i l~ 
bt!forc thts Commission a Mo ion to Dismiss which stated that 

h Commission canno ad)ust a return o n equity in a vacuum 
w1 hout the Company ' s consent ; 5) This Commission had not 
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npplied the Tax Rule to CTEFL i n 1987 as evidenced by Order No. 
17382, to wit: .. The Agreement is in lieu of the 
artl lication of Commission Rule 25-14.003"; 6) The agreement to 
a retroactive application of a new return would subject GTEFL 
to double liabili y; and 7) The Commission did not apply Lhe 
T x Rule to various other utili ies. 

For GTEFL to be subject to the re coac t ive applicatio n of 
a n w rate of return in 1990 back to January l, 1988, there 
must be a clear , knowing and voluntary agreement on behaJ.f of 

h Company to such a proposa l. It is GTEFL's position that 
GTEfL never had any tdea that it wa s the Commission ' s intent to 

11ke such act1 on when Order No. 18661 was issued. Therefore , 
there was never the required " meeti ng of the minds" on the 
terms when GTEFL issued its commi ment letter. (Menar~) 

OP( .. S: Yes. The order reserved jurisdiction to use a JJnua ry 

I 

1, 1988 efCccuve date for any resolution of thi s dock( L. GTE 
Florida , Inco rporated, also consented to the use of a January I 
l, 1988 , effective dale for any resolutjon of this docket. The 
s aff reco~nendations preceding the issuance of that order made 
1 t clear that many companies · obsolete return on equity wa s a 
mot iva ling force behind the Commission gaining the company · s 
conoent to a January l, 1988 effective date for any reso lution 
of th tax savings issues during 1988. (Montanaro) 

FCRU'S: None. [This party filed no Prehearing Statement.) 

STAFF~: Order No . 18661, accepting CTEFL ' s letter o f December 
8, 1987 , requires tha , whatever determination 1s made with 
r espect to GTEFL's 1988 tax savings , the effects of the 
d clsion will beg1o January l , 1988. (Salak) 

.!.§.SUE ~: Does Convnission Ocder No. 18661, issued January 7, 
1988, allow the applica ion of a new capital stcucture for the 
purpo~ of implementing Commission Rule 25-14.003 during 1988? 

POSITION OF PARTIES: 

GTEFL 'S : No. See response to Issue No. 1. 

rn addition , GTEFL submits that this issue and the 
post ion of Public Counsel t o adjust the Company's capital 
s rue urc cleazl y demonstratus that the adverse parties o f I 
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record are misinterprcUng the Company's corrunitment and 
Convnisston Order No. 18661. There is no mention of capilal 
st: ructure issues anywhere in Order No. 18661 or the Company·~ 
comnu ment. It is obvious that the adverse parties of record 
arc taking a January 1, 1988, e!Ceclive date to include any 
typ of ad) ustment which produces their desired rcsu 1 t under 
Commission Rule 25-14.003. To suggest that the Company agreed 
to a January l, 1988, effective da e so that the "double 
leverag • concept could be presented to the Commission is 
contra ry to the facts anJ circumstances existing at the date of 
the CommlSSlon's Order. (Menard) 

OPC'S: Yes. The ord r reserved jurisdiction to use a January 
1, 1988 effect1ve date for any resolution of this doc ket. GTE 
florida , Jncorporaterl , also consented to the use of a January 
l, 1988, eCCective date for any re:;olution of th1s docket . 
Th1s leaves open the issue of the company ' s capital ... tructure 
just as i does the issue o! the company ' s return on equity. 
(No W1tness) 

FCRU'S: None. (This par y filed no Pr~hearing Statement. J 

STAFF'S: Ord~r No. 18661 , accepling GTEFL's letter of December 
8, 1987, requires that, whatever determination is made with 
respect to GTEFL's 1988 tax savings, the effects o f the 
d c1sion will b gin January 1, 1988. (Salak) 

ISSUE 3: Do s the app 1 ica lion of a new return on equ 1 ty or a 
new capt al s ructure expose GTEFL to double liability if GTEFL 
re u rned tax savings during 1988 and GTEFL st i 11 earned above 
it~ ~1dpo1n return on equity during 1988? 

~SITION OF PARTIES: 

grEFL'S: Yes. First, GTEFL notes that t he application of 
Comnu sJon Rule 25-1<1.003 when correctl y calculated does not 
produc any refund amoun for the Com(Jany. In 1 ight of this 
fac , GTEFL d1sposed of the tax savings pursuant to past 
CommJSSton practices for the benefits of its ratepayers . The 
r due ton of access charges and zone rates , along with 
incre3scd deprecut1on exp nse , disposed of all tax savings. 
S Ex. No. BYM-4. Current attempts by the other parties of 
record to create unlawful and imaginative ways to produce a 
r fund, afl:er t he fact, can place the Company in a double 
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liability situation . GTEFL subm1ts hat these attempts are 
unjusl , unreasonable, inequitable, and unlawful. (Menard) 

OPC 'S: The premise to this question is incorrect. The company 
has not returned lax savings to its customers during 1988. In 
addition , the company has consented to, and the Conuniss ion has 
asse rted, junsdicllon to use a January l, 1988 effective date 
tor arrY resolut ion of this docket. There is no "double 
liability" to GTE~L. (Montanaro) 

CRU'S: None. (This party filed no Prehearing Statement.) 

STAFF'S: No. Staff believes that only a partial disposition 
o f all 1988 t x savings ha s been accompl ishcd and that the 
remai ning tax sav1ngs should be disposed of in accordance with 
Rule 25-14.003. The application of this rule us1 ng a rew 
rc urn on equity and a new capital structure d~es not 
consti tute ·double liability" because Staff docs no r cununend 
dispos1lio n of revenues in excess of total 1988 tax :...av ings. I 
(Salak) 

ISSUE 4: What; is the total amount of tax 
related to the Tax Reform Act of 1986 and 
ca lculated? 

POS ITI_9N Of PARTIES: 

savings for 1988 
ho w should it be 

GTEFL'S: The total tax savings for 1988 is $36,074,000 and no t 
$11,631,000 as suggested by the Staff. The $36,074,000 
reflec s he effec ive tax change from 46\ to 39.95\ in 1987 
amounting to $15,369,000 and the cha nge from an ef fecli ve rate 
of 39.95\ to 34\ tn 1988 of $20,705,000. 

GTEFL ' s number is correct because it is ca l culated in 
accordance with Comm1ssion Rule 25-14 . 003 which contemplates an 
annual examinati o n of tax sav i ngs so long as the rates being 
charged by the Company are those which were set at the time the 
old t ax rate was in effect. Once thP rates are reset to 
reflect the new tax rate, Conunission Rule 25-14.003 becomes 
moot for future per1ods . GTEFL reduced rates in 1987 to 
account for he majority of the 39.95\ effective tax rate 
chang . Therefore, ttus part of the tax rate c hange has been 
constdered and resolved for 1987 and all future periods. The 
anoun lo be considered for 1988 is from the effective rate of I 
39 . 95\ to 34\. (Menard) 
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OPC ' S: The Citizens agree wi l h the 
calZula tions used by staff wi tness Beth Salak. 

methodology and 
(No Witness ) 

FCRU' S : None. (This pa rty filed no Prehearing Statement.] 

STAFF'S: The total amo un t of 
$41.631 , 000 calculated to reflect 
i n the co rpo rate income tax rate 
1988 data. (Salak) 

tax savings for 1988 is 
the ef fect of t he reduction 
fr om 46\ to 34 \ based upon 

ISSUE 5 : Docs GTEFL ' s one-time intrastate deprecia tion expense 
adj ustment of $18 ,000,000 recorded i n December of 1987 pursuant 
to Order No . 18584, i ssued December 21, 1987, satisfy in whole 
o r in pa rt the requirements or Commiss i on Rule 25-14 .003 f or 
1988? 

POSITION OF PARTIES: 

GTEFL · S : Yes. The i ncrease in de preciation e xpe nse re ques Led 
by the Company results in a di sposa 1 of tax savings to the 
benefit o f the Company' s ratepayers . GTEFL incurred this 
e xpense upon reliance on pre v ious Commission actions . (Me nard) 

OPC' S: No . Changes in depreciation e xpe nse are irrelevant to 
t he operatio n of Commission Rule 25-14.003 . The rule calls for 
refu nds iC the company earns above its allowed return on 
equity, not depreciat i on adjustments . In addition, a 
dep reciation adjustmen t ma de during 1987 certainly has no 
bearing on whe the r t he company returned its 1988 ta x sav ings to 
its customers. GTEFL made no depreciation adjustments during 
1988. (Mon tanaro ) 

FCRU' S: None. [Th is party filed no Prehea ring Statement . 1 

STAFF' S: No , the 1987 one-time intrastate depreciation e xpe nse 
adjustment of $18,000,000 does not s atisfy in who le or in part 
t he requirements o f Commission Rul e 25-14. 003 for 1988. (Salak) 

ISSUE 6 : Do GTEF'L · s access c harge reduct ion ef fected May 1, 
l9S7 , and zone charge teduct ions made during 1987 satisfy in 
whole or in part the requirements o f Commiss i on Rule 25-14 . 003 
(or 1988 and subsequent years? 
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POSITION Of PARTIES: 

GTEFL ' S: Yes. Sec response to Issue No . 4. {t-,enard) 

OPC'S: No. The rule calls for refunds of tax savi ng s if the 
company earns above its midpoint rP.tucn o n equity. See Rule 
25-14.003 {S){a). The use of the term "refund " in the tax rule 
does not contemplate the use of an access c harge rate reduction 
as a "reCund" because the rule states that the utility may make 
any refund either as a lump sum payment in billing or in 
monthly installments not to exceed 12 months. It also states 
that such refunds are to be made to o c from customers of the 
utili t y at the time that such refunds are effected . See Rule 
25-14.003 {5){ e ). Neither access charge rate reductions for 
interexchangc carriers nor zone charge rate reducti o ns fit this 
description. 

I 

In addition, even if the company's access charge and zone 
charge rate reductions were relevant, those rate reductions are I 
more than offset in 1988 by other rate increases , local 
exchange rate group reclassifications, revenues from new 
services, new tariff filings, and stimulation. {Montanaro) 

FCRU...:._§ : None . [This party filed no ?rehearing Statement.] 

STAFF'S: Yes , GTEFL's access c harge reduction and zone charge 
reductions shou ld be considered as the disposition of 
$19 ,893,656 of lax savings for 1988. { Salak) 

ISSUE 7: Should olher increases or decreases in GTEFL 
revenues , such as tho se resulting from stimulation, late 
payment cha rg s, new scrv ices , loca 1 exchange regroupings, EAS 
or tariff filings be considered in determining whether the 
cequ i cements of Conuniss ion Rule 25-14 . 003 have been satisfied 
in whole or in part for 1~88 and subsequent years? 

POSITION OF PARTIES: 

GTEFL' ~: Yes, in accordance with 
Speculative changes which cannot 
stimulation, should not be considered. 

the Surveillance Report. 
be measured , such as 
(Menard, Johnson) 

OPC'S: These numerous rate increases are no less relevant than 
are the access charge and zone charge rate decreases . If the I 
Conwnission considers the access charge and zone rate decreases , 
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as relevant to the t a x rule, then so , too , should it consider 
hos rat~ changes which increased the company's revenues. 

However, the rule tax rule does not apply any of these 
rate changes - - no Lhe access charge or zone reductions, nor 
Lhc host of other calc increases - - i n its application . The 
rule calls for refunds of tax savings if the company earns 
above 1ts mtdpoint return on equt l y, regardless of any 
particular rate increases or decreases made outside of a full 
ra cas Se Rule 25-14.003(5)(a ) . 

In addilton, the use of the term "refund" in the tax rule 
do s not contemplate the use of access charge or zone charge 
rate reductions as "refunds " because t.he rule states that the 
u i l1ty may make any refund ei Lher as a lump sum payn.cnt in 
billing or in monthly inslallmenls not to exceed 12 months. It 
also sta s that such refunds are to be made to or from 
customers of the uti 1i ty at the time that such ref ~nds are 
c!!cctcd. Sec Rule 25-l4. 003(5 ) (e) . Neither access charge 
rate reductions for interexchange carriers nor zone charge rate 
rcduc ions fit this description . (Montanaro) . 

FCRU'S: NonL. [This party filed no Prchearing Stateme nt.] 

STAFF ' S: lncrcascs or decreases in GTEFL's revenues s hould be 
considered as part of the earnings test contemplated by the tax 
rule . The tncrcases and decreases should not be considered 
wh n dot rm1ning the amount of ta x savings that have been 
disposed of for 1988. (Salak) 

ISSUE 8: What capital structure should be used for determining 
the return on equity earned by GTEFL during 1988? 

POSITION~F PARTlES: 

GTEF','S: See response to Issue Nos . 1 and 2 . The actual 
capT al structure of the Company should be utilized for 1988. 
This is an improper issue that is contrary to Order No. 18661 
and 1s beyond the scope of his proceeding . (Austin ) 

OPC'S: The GTE Corporation consolidated capital structure 
cons1st1ng of 43 . 22\ common equity should be used to determine 
the return on equ1ty earned by GTEFL during 1988. (Rothschild, 
Ca 11 cy ) . 
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FCRU'§: None. [Thi s party filed no Prehearing Statement .) 

STAFF.:.§: The company's actual capital structure adjusted to 

retlect all regulato ry adjustments , includi ng t he removal of 

non-ut1 l1Ly or non-regulated assets from equity, s hould be 

used. (See r y) 

ISSUE 9: What return on equity was r C'qu1 red by i nvestors i n 

GTEFL durtnq 1988? 

POSITION_ Of PARTIES: 

GTEFL ' S: Sec response to I ssue No. 1. The appropr 1a te return 

on equi y to ulilize Cor 1988 is GTEFL ' s au horized range in 

effect of 14.5\ to 16.5\. Wh ile GTEFL is adamantly opposed to 

t:he retroactive application OL a new return to 1988 , if one is 

utilized at a m1n1mum, it should be consistent wi th o ther 

returns used in 1988 for Tax Rule purposes. (Menard) 

OPC ' S: The GTF. Corporation cons olidated capital st ructure 

consisting of 43.22\ common equity should be used to determine 

the total cost of capital. Base d upon this c onsolidated 

capital structure, a cost of equity of 12.75\ is appropriate. 

If , however, the Commission uses he GTE Flor ida , Inc., capital 

st ructure r ather than the GTE Corporation conso lidated capital 

s tructur ~. the Jllowcd return on equity s hould be no more than 

ll.75\. (Rothschild). 

FCR~'S: None. [This party filed no Prehearing Statement . ] 

STAfF'S: The re t urn on equity required by investors during 

1988 was 13.30\. (Seery) 

ISSUE 10: What return on equity provides investors in GTEFL 

the oppoctun1ty to earn their r equi red rate o f return during 

1988? 

~TION OF PARTIES: 

I 

I 

GTEFL'S: S e responc;e to Issue No . 1. The appropriate return 

on cqui y to ul:il1ze f or 1988 is GTEFL's authorized range in 

ffec of 14.5\ to 16.5\. Wh 1le GTEFL is adamantl y opposed to 

the r •oactivc appilcation of a new return to 1988 . tf o ne is I 
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utilized a a minimum, it should be consis t ent with other 
returns used 1n 1988 for Tax Rule purposes. (Menard) 

QPC"S: The GTE Corporation consolidated capital structure 
cons1s tng of 43.22\ common equity should be used to determi ne 
Lhe l otal cost of capital. Based upon Lhis consolidated 
capilal stn1c ure, a cost of equ~ty of 12.75\ is appropriate. 
lf, however, lhe Commission uses the GTE Florida, Inc ., capi a 1 
structure c 11 tee than the GTE Corporation conso l idated capital 
structur , the allowed return on equit y should be no more than 
1 .75\. {R•> hschild). 

~·s: Non~. (ThlS party filed no Prehearing Statement .) 

STAFF ' ~ : A 12.55\ return on equity provides investors i n GTEFL 
the oppor untly to earn lhc.ir required rate of return dur ing 
1988. {S cry) 

ISSUE 11: Whal return on equity should be used as the midpoint 
tor purposes of Rule 25-14.003 Cor GTEFL for 1988? 

POSITION OF _PARTIES: 

GTEf"L'S: Th appropriate midpoint return on equity is 15.5\. 
Sec r sponses to issues 1,2,8,9 and 10. (Menard) 

OPC'S: rc the Commission uses the GTE Corporation consolidated 
c pital s tucture, the midpoint o f the range of the authorized 
rae of return on equity for GTEFL should be set at 12.75\. If 
t he Commisston uses the GTE Florida , Inc., capital structure 
rath t than t he GTE Corporation consolidated capital structu re , 

h m1dpo1n of the range should be set at 11.75\. 
{Ro hschild). 

FCRU'S: Non. [This party filed no Prehearing Statemcnl.J 

STAFF'S : 
--.-:--mldpotnt 
{S cry) 

A 12.55\ re urn on equity shoul d be used as the 
Cor purposes of Rule 25 . 14.003 for GTEFL for 1988. 

ISSUE 12: lC he Convu1ssion applies Rule 25-14.003, how are 
,arnings to be established for purposes of the rule? 
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POSITION Of PARTIES: 

CT~FL'S: It is CTEFL's position that the earnings are as set 
forth o n the hnal Surveillance Report for 1988. CTEFL never 
agreed to being involved in a rate case i n which the 
pres ntation o f det ailed accounting adjustments and double 
leverage presentatio.ts would be involved. CTEFL · s reported 
earntnqs should only be subjected to adjustments made in its 
prior rata proceeding. New adjustments are improper and beyond 

he scope of this proceeding. (Menard , Johnson) 

OPC'S: The company should be allowed all reasonable, prudently 
1ncurred expense:; incurred during 1988 when determining what 
lhe company earned during 1988. The Commission need not and 
should not accept the surveillance report prepared by the 
company a face value without rev i ewing the reasonabl e ness and 
propri • y of the exp nses inc l uded in the report. (Montanaro). 

FCR~: Non [Thi s party filed no Prehearing Statemen t .] 

STAFF'S: The earnings to be established in the application of 
Rule 25-14.003 should be examined for prud e nce and 
rea:sonableness , and where appropriate , adjustments to earnings 
as reported by the company should be made. Such adjustments 
include, but are not limited to: (1) those made in the 
company's last rate rase, (2) out-of-period items , (3) improper 
j urisdiclional allocations, (4) non- regulated expe nses o r 
•llocations , and (5) errors and mistakes. (Salak) 

lSSUE 13 : What was GTEFL's achieved return on equity f o r 1988 
1ncludinq any adjustments which should be made to the company ' s 
earo1ngs? 

POSITION OF PAB!!f.~ : 

GTEFL'S: GTEFL ' s reported 1988 earnings were 13.86%. Any 
adjus mcnts beyond those conta i ned in the c ompany's 
surve1llance report or adjustments proposed by an audit finding 
a t c tmpropc r and should be rejected. See response to Issue 
l2. (Johnson) 

I 

I 

OPC'S: The su rveillance r eport of GTE Florida, Inc. f o r 1988 
reports dn earned return on equity of 13 . 86\, but this should 
b recalculated using the GTE Corporati on consolidated capital I 
st cuctur consisting of 4 3 . 22\ equity. 
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Improper expenses should b~ eliminated for golf 
tournamenls dnd car races, lounge skyboxes at Tampa Stadium, 
employee licket sales projects for sporting events , l obbying, 
o her non-regulated activities, national image advertisi ng, 
expenses associated wilh the Home Shopping Network law suit, 
and certain pension expenses . 

In add1l1on, out-o f-period revenue adjustments for claims 
by AT&T should be restaled, and the company's intrastate 
adjustments on its surv illancc report s hould be corrected. 

F1nally, GTEFL may 
$20,057,000 to direc o ry 
reduction to 1988 revenues. 

not legally 
advert1sing 
( to n tan a r o) 

make an adjustment 
g r oss profits as 

of 
a 

FCRU'S: None. [This party filed no Preheari ng Stateucnt.] 

STAFF'S: GTEFL's achieved return on equity for 1988 is 
14.36\. (No Wi ness ) 

ISSUE 14 : What amounl, if any, should be refunded, with 
i nteresl, for 1988? 

POSIT IO!!_ OF PART_l_E~: 

GTEFL'S: GTEFL has no liability in 
savings have already been disposed 
benefit independen o f the Tax Rule. 
applica ion of the Tax Rule produces no 

this case as the tax 
ratepayers 

a proper 
of for t he 

In addition, 
refund amount. 

While GTEFL is adama ntly o pposed to the retroactive 
app l icaUon of a new return on equity o r the use of t he Tax 
Rule in this case, the fo llowi ng data is presented for the 
Commission' s cons iderati on in evaluating the evidence in this 
docke . Under lhe Tax Rule, GTEFL has no liability under its 
existtng authorized return. Under the 14. 25\ cap agreed to by 
Staff, GTEFL has no liability under t he Tax Rule. Under a 
13.6\ return on equity , GTEFL has a hypothet ical liability of 
approx1mately $3,000,000 for 1988 under th Tax Rul e . {Menard) 

OPC 'S: The full amount of the tax savings should be refunded, 
with interesl, to the extent t hat GTEFL ' s earnings, properly 
ca leu 1 a ed and using the GTE con so 1 ida t~d capita 1 structure, 
exceeded a return on equity of 12 . 75\ . (Montanaro). 
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fCRU'S: None. (This party filed no rreheari ng Statement.] 

STAFf'S: The amount to be refunded for 1988 with interest is 
$20,099,000. (No Witness) 

1989: 

ISSUE 15: What return on equity should be used as the midpoint 
for purposes of Rule 25-1 4.00 3 for GTEfL for 1989? 

r~SITION OF PARTIES: 

GTEFL 'S: See response to Issue 1. GTEFL's author1zed midpoint 
of 15.5\ should be used 1n 1989 if the Tax Rule is utilized for 
1989. (Menard) 

I 

OPC'S: If the Commission uses the GTE Corporation conso l idated 
cap1tal structure , the midpoint of the range of the aut! orized 
rate of return on equity for GIEFL should be set at 12.75%. If I 
the Commission uses the GTE Florida, Inc . , capi al struc t ure 
rather than the GTE Corpo ration consolidated capital structure, 
the m1dpoint of the range should be set at 11.75% . 
( Rothschild}. 

FCRU'S: None. [This party filed no Prehearing Statement.) 

STAFf'S: 
midpoint 
(Seery) 

A 11.50\ return on equity should be used as the 
for purposes of Rule 25-14.003 for GTEF'L for 1989. 

PROSPECTIVELY: 

ISSUE 16 : What equi y ratio should be used to determine t he 
regulated earned rc urn on equity on GTEFL? 

POSITION Of PARTIES: 

GT£fL'S. The appropriate basic capital structure and equity 
r atio to be used in this proceeding is discussed in the 
testimonies oC Jerry L. Austin. In particular, Austi n' s 
Schedule 2 appended to his direct testimony sets forth the 
appropClate cap "tal structure in this proceeding for return on 
equity. The addition of this new issue creates the need for an 

1 appropriate capi al strJcture for the future which GTEFL will 
submit at 1ts earliest opportunity . (Austin} 



I 

I 

I 

ORDER NO. 21925 
DOCKeTS NOS. 870171-TL & 890216-TL 
PAGE 22 

OPC ' S: The 
consisting of 
the regulated 
Cal ley). 

GTE Corporation consolida ted capital structure 
43.22\ common equity should be used to determine 
earned return on equ ity of GTEFL. (Rothschild, 

FCRU'S: None. [This party filed no Prehear ing Statement . ] 

STAFF'S : The Company ' s actual capital structure adjusted to 
reflect all regulatory adjustments i nc luding the r emoval of 
non-utility or non-regulated assets from equity. ( Seery ) 

ISSUE 17: What is the return on equ i y r equired by t he 
1nvestors in GTEFL? 

POSITION OF PARTIES: 

GTEFL'S : The appropriate re tu rn on equity requ i red by 
investors i n GTEFJ.. is between 14.4\ and 15 .0\. In responding 
to t his i ssue , GTEFL e xpressl y notes thaL Lhe fo rego ing return 
is presented i n this proceeding for prospective application 
after the da te of the Commission ' s final o rder in this 
proceeding. (0 ·Donnell) 

OPC'S: The GTE Corporation consolidated capital s ructure 
consisting of 43 . 22\ common equity should be used to determine 
the total cost of capital. Based upon t his consolidated 
capital structu re, a cost of equity of 12.75\ is appropriate. 
If, however , the Commission uses t he GTE Flor ida , Inc ., capital 
structure rather than the GTE Co rpo ration consolidated capital 
structure , the allowed return on equity should be no more than 
ll. 75\. (Rothschild) . 

FCRU'S: None. (This party filed no Preheating Statement . ] 

STAFF ' S: The return on equity required by the i nvestors in 
GTEFL is 12.15\. {Seery) 

ISSUE 18: What return on equity provides investor s i n GTEFL 
the opportuni'y to earn Lheir required rate of return? 
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POSITION OF PARTIES: 

gTEFL • S: The appropci ate return on equi y r equi. red by 
investors in GTEFL is between 14 . 4\ and 15.0\. In r espondi ng 
to this issue , GTEFL expressly notes that the foregoing return 
is presented in this proceeding for prospective application 
after lhe dale of the Commi~sion · s final o rder in this 
proceeding. (O'Donnell) 

OPC'S: The GTE Corpocation consolidated capital structure 
consisti ng of 43.22\ common equity should be used to dete rmine 
the total cost o f capital. Based upon this consolidated 
capital structure, a cost of equity of 12.75\ is appropriate. 
If, however, the Commission uses the GTE Florida, Inc . , capital 
structure rather than the GTE Corporation consolidated capital 
structure, the allowed return on equity s hould be no mo re than 
ll.7S\. (Rothschild}. 

FCRU ' S: None. [This party filed no Prebearing Statement.] 

STAfF'S: A 11.50\ return on equity provides investors in GTEFL 
~he opportunity to earn their required rate of re turn . (Seery) 

I SSUE 19: Wha t should be the m1n1mum, midpoint and maximum of 
the authorized return on equity for GTEFL for all regulatory 
purposes? 

POSITION OF PARTIES: 

GTEFL 'S : The appropriate range for return on equity on a 
prospective basis should be with the following spread: 

Minimum 
Midpoint -
Max imum 

(O'Donnell) 

13 . 4\ - 14 . 0\ 
14.4\- 15.0\ 
15.4\ - 16.0\ 

OPC · S: If the Commission uses the GTE Corporation consolidated 
cap1 al struc ure, the minimum, midpoint and max imum authorized 

I 

I 

rale oC: return on equity for GTEFL should be set at 11.75\, 
12.75\ and 13 .75, res pectively. On the other hand , if the 
Commission uses the GTE Florida , Inc., capital structu r e rather I 
than the GTE Corporation consolidated capital structure, the 
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minimum, midpoint and maximum of t he range s hould be set at 
10.75\, 11. 75\, and 12. 75\, respect1 vely. (Rothschild). 

lCRU'S: None. (This party filed no Prehearing Statement.] 

STAFF'S: Returns on equity of 
should be the minimum, midpoint, 
the authorized return on equity 
purposes. (Seery) 

VI. EXHIBIT LIST 

10.50\, 11 .50\, and 12 . 50% 
and maximum , respectively, of 
for GTEFL for all regulatory 

Witness 
Preferring 

Party Exh. No. Title 

O'Donnell GTEFL 

GTEFL 

GTEFL 

JL0-1: Ri ~k return 
relationship c hart 

JL0-2: Tot a 1 annua 1 
returns 1926-1988 

JL0-3: Return on 
annual investment in 
telephone company 
(excluding AT&T) 
common stock; return 
on annual investment 
in newly issued 
long-term telephone 
bonds; and return on 
annua 1 investment in 
telephone common 
stock v. telephone 
bonds 

239 



240 

ORO£R NO. 21925 
DOCKETS NOS. 870171-TL & 890216-TL 
PAGF 25 

Wt tncs~ 

O'Donnell 

?roferring 
Party 

GTEFL 

GTEFL 

GTEFL 

GTEFL 

GTEFL 

Exh. No. Title 

JL0-4: Return on 
annual investment in 
Moody's 24 utiliti us 
common stock; rclurn 
on annua 1 inves tmenL 
in Moody's utilities 
common stock; retu en 
on annua 1 investmen 
in newly issued 
long-term utility 
bonds; return on 
annual i nvestment 1n 
newly i~sued 
long-term utility 
bonds; r eturn on 
annual investment in 
uli li ty common stock 
vs. utility bonds 

JL0-5: Risk 
diversification graph 

JL0-6: 
measures 
former 
associated 
companies 

Risk 
for three 

Bell 
telephone 

JL0-7: 
measures for 
independent 
telephone 
companies 

Risk 
four 

holding 

JL0-8 : Risk 
measures for four 
independent 
telephone ho lding 
companies 

I 

I 
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Witness 

O'Donn 11 

Menard 

?referring 
Party 

GTEFL 

GTEFL 

GTEFL 

GTEFL 

GTt.fL 

GTEFl.. 

GTEFL 

GTEFL 

Exh. No . Title 

JL0-9: Ri sk 
measures Cor fifteen 
nonregulated 
barometer firms 

JL0-10: Requ ired 
market yield for 
three former Bel l 
associated telephone 
companies 

JL0-11: 
market 
four 
te lephone 
companies 

Required 
yield fo r 
lndPpendcnt 

holding 

JL0-12: Requ ired 
market yield for 
seven former Bell 
associaled L~lephone 
holding companies 

JL0-13 : Required 
markel y ield foe 15 
noncegulaled 
barometer firms 

BYM-1: December 8, 
1987 letter from 
B.Y. Menard to Tim 
Devlin 

BYM-2: October 23, 
1986 , Staff 
Recommendation 

BYM-3: November 16, 
1986, Staff 
Recommendation 
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~cnard 

Austin 

Johnson 

Rothschild 

Preferring 
Par l_y 

GTEFL 

GTEFL 

GTEFL 

GTEFL 

GTEFL 

GTEFL 

GTEFL 

GT.EI- L 

GTEFL 

OPC 

OPC 

Exh. No. Title 

BYM-4: Disposal of 
tax savings schedule 

BYM-5: September 
22, 1988, Staff 
Recommendation 

JLA-1: Moody's AA 
Ra ted utility bond 
yields since 1-87 

JLA-2 : GTE Florida 
capital struc ure, 
12-monlh a~eragc as 
of 12/31/88. 

JLA-3: Common 
··quity ratios for 
comparable companies 

JLA-4 : Revised 
telecommunications 
benchmarks 

JLA-5: Interest 
coverage ra tios for 
comparable companies 

BAJ-1 : 
revenue 

New products 

BAJ-2 : Opera ting 
expenses less 
depreciation 

JAR- 1: Series of 
Schedules Nos. 1-11 

JAR-2: Testifying 
Experience 

I 

I 

I 
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Witness 

Rothschild 

Calley 

Montana ro 

Lee 

.See.ry 

Preferring 
Party 

OPC 

OPC 

OPC 

OPC 

OPC 

Staff 

Staff 

Staff 

Staff 

Staff 

Exb. No. Title 

JAR - 3: Schedules 
Nos . 1 & 2 

NOC-1: Series of 
Schedules Nos. 1-13 

~~- 1: New Services -
1988 Information 

VM- 2 : Late-Filed 
Menard Deposition 
Exhibit No . 2 

Vt~-3 : Rec . 
ll/17/87, Rec . 
12/09/87, a 11d 
No. 18661 

PSL-1: 
185 84 

O.rder 

dated 
dated 
Orde r 

No . 

PSL-2 : GTEFL 
Supplemental 
Petition filed 
10/1/87 fo.r add. 
d e pr. in 1987 

PSL-3: Excerpts 
f.r om Menard 
Transcript (7/7 /89 ) 

SS-1 : 
Price 
Average 
Percent 
Five-Year 
Average 

Consumer 
Index 

Annual 
Changes & 

Mo ving 

SS-2: Yield o n "AA" 
Util i ty Bo nd s 
Annual Ave. Percent 
Changes & Five-Year 
Movi ng Ave . 
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Proferring 
Witness Part Exh. 

Seery Staff 

Staff 

Staff 

Staff 

Sta ff 

Staff 

Staff 

Staff 

Staff 

No. 

I 

Title 

SS-3 : Interest & 
Inflation Rates 

SS-4 : AA/Aa Rated 
Telecom . Util. 
Investment Risk 
Characteristics 

SS-5: Moody 's 
Natural Gas 
Distribution Index 
Investmenl Risk 
Cha racteris lCS 

SS-6: DCF Model 
Equation I SS-7 : Non-Constant 
Growth , Quarterly 
Compounded 
Discounted Cash Flow 
Model 

SS-8: Non-Constant 
Growth , Quarterly 
Compounded 
Discounted Cash Flow 
Analysis for Bell 
Regional Holding 
Company I ndex 

SS-9: Ris k P remium 
Equation 

SS-10 : Estimated 
Monthly Risk 
Premiums Moody ' s 
Natutal Gas 
Distribution Index 

SS-11: Bond Yield I Differential 
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Seery 

Salak 

Proferring 
Party 

Staff 

SafC 

Staff 

Staff 

Staff 

Staff 

Staff 

Staff 

Staff 

Staff 

Exh. No. Title 

SS-12 : Standard & 
Poor ' s Financi~l 
Benchmarks 

SS-13: Selected 
Fina nc ial Ra t i os 

SS-14: Ratemaking 
Rate of Return 
Equation 

SS-15 : Summary of 
Cost of Equity 
Analysis 

SS-16 : Staff 
Estimate of GTEFL's 
Cost of Common 
Equity Capital 

SS-17: Derivation 
of t he Non- cons tant 
Growt h Qua rte rly 
Compounded DCF Model 

SS-18: Effective 
vs. Nomi nal Proo f 

BWS-1: GTEFL's 1988 
Tax Savings Report 
as recalcula ted 
using 46\ as the o l d 
tax rate 

BWS-2 : GTEFL's 1987 
Tax Savings Report 

BWS-3 : GTEFL's 1988 
Tax Savings Repo rt 
using 39.95\ as the 
o ld tax rate 
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Salak 

Devlin 

Proferring 
Party 

Staff 

Staff 

S aff 

VII. STIPULATIONS: 

.Exh. No . Title 

BWS-4: Refund 
Orders usi ng Rule 
25-14.003 

BWS-5: Pet ilion of 
GTE rlorida 
Incorporated filed 
January 281 1988 

TJD-1 ; Transcript 
of Agenda Conference 
(10/18/88 ) 

No stipulaLion between t he parties has been reached. 

VIII. PENDING MOTIONS: 

The only motion that is currently pending is Staff's 
Mol1on to Strike Portions oC the Rebu tta l Test imony of Beve rly 
Y. Men a cd ( i led on August 14 I 1989 . GTEFL filed a Res ponse on 
August 21, 1989. 

I X. RULINGS: 

There have been no rulings at t his time. 

X. PROCEDURE FOR HANDLI NG CONfiDENTIAL INFORMATION: 

In the event i t becomes necessary lo handle confidential 
1nfocmation1 the following procedure will be followed: 

1. The Party utilizing the conCi<lential material during 
cross examination shall provide copies to the 
Commissioners and the Court Reporter in envelopes 

I 

I 

I 
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cleJ rly marked with the nature of t he contents. Any 
party wishing to examine the confidential material 
shall be provided a copy in t he same fashion as 
prov1ded to the Commissioners subject to execution of 
any appropriate protective agreement with the owner 
of the material . 

2 . Counsel and witnesses should state when a question or 
answer contai ns confidential in fo rmat ion. 

3. Counsel and witnesses should make a reasonable 
altempl to avoid verbalizing confidential information 
and, if possible, should make only indirect reference 
to lhe confidenlial information. 

4. Confidential information should be prest!n ted by 
written exhibit when reasonably convenient to d~ so . 

5. At the conclusion of that portion o( the hearing that 
involves confidential i nformation, all copies of 
confidential exhibits shall be returned to the owner 
of the information . If a confid ·nlial e xhibit has 
been admitted into evidence, the copy provided to the 
Cou r Repo r tee shall be rela i ned in the Commi ss .i.on 
Clerk's confidential files . 

If it is necessary to discuss confidential information 
during the heari ng the following procedure shall be utilized . 

Af ter a ruling has been made assigning confidential 
Lo mater1a1 to be used or admitted into evidence, 
!>uggested that the presiding Commissioner read into the 
a st~tement such as the following : 

status 
it is 
r ecord 

The testimony and ~vidence we are about to receiv e is 
p roprieta ry confidential business info rmation and shall be kept 
confidential pursuant to Section 364.093 , Florida Statutes. 
The testimony and evidence shall be received by the 
Commissioners in executive sess ion with only the following 
persons presen 

a) 
b) 
c) 
d) 

The Commissioners 
The C~unsel for the Commissioners 
The Public Service Commission staff and staff 
Represen at1ves from the office of public 
and the cour t reportet 

counsel 
counsel 
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e ) Ccunsel for the parties 
f) The necessary witnesses for the parties 
g) Counsel for all intervenors and all necessary 

w1 nesses Cor the intervenors . 

All o her persons must leave the hearing room at this 
time. I will be cutting off the telephone ties to the 
tesllmony presented in this room. The doors to this chamber 
are to be locked Lo t he outside. No on~ is o enter or leave 
tbJS room without the consent of the chairman. 

The transcript of Lhis portion of the hearing and the 
discusston eel ed th reto shall be prepared and filed under 
seal, to be opened only by ord of this Commission. The 

ran scrip is and shall be non- public record exempt from 
S cti on 119.07(1), Florida Statutes. Only the attotneys f .:J r 
the participa ing parties , Publlc Counsel. the Commissi c. n staff 
and the Comm1ssioners shall recei v e a copy of t he ~ea l ed 

r nsc Clpl. 

(AFTER TilE ROOC1 HAS BEEN CLOSED) 

Everyone remaining in this room is instructed that the 
estimony and evidence that is about to be received is 

propnet.ary confidential business information, whi c h shall be 
kep confidential. No one is to reveal the contents or 
subs ance of this tes 1mony or evidence to anyone not present 
ln lhls room at t h1s time. The court teporter shall now record 
the names and affiliations of all persons present in the 
h aring room a this tine. 

lt is therefore, 

ORDERED by Commissioner Gerald L . Gunter , as Preheating 
Offlc c, that this Prehearing OTder shall govern the conduct of 

h se proceedings as set Cor th above unless modi C ied by t h e 
Comm3ssion. 

I 

I 

I 
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By ORDER of Commissioner Getald L. Gunter, as Prehearing 
Officer, th1s 20th day of SEPTEMBER _;;..1=...;98::;.:9;...__ __ 

I S E A L ) 

OLC 
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