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CASf:: BI\CKCROUNP 

By QI"dei" No. PSC-92-0337-AS·TL, looucd May 12, 19'1~. the 
Conuniosion approveJ , with cei"tain rno<hflcat~ono, 01 ncttlement 
.tgreement ( t he Agreement) submitted by /lortheaot Floi"ida Te lephone 
Company, Inc. (Northeast o r the Con-,>anyl and the Offt c e o! Publ1c 
counsel. The Agreement requ 1 red rate I"educt ions and addressed 
e arnings ur.til Northeast's Bill and Keep Subsidy is el1mlnated. 
The Agreement provides that: t.O the extent that, uubONlUI'nt. to 
January l, 1993, Northeast earns in c xclloo of the 13.20\ coiltng 
!'stobl ished by the Ag recment. Not t hcaut will r e (und uuch 
overcarnings to tho payor o ( the Bill 11nd Keep Subo1dy, DcllSouLh, 
ond will also e l iminulc future ouboidy rcceipLs by a like nmount. 

This recommendal ion presents the • ccommended di upooi Lion of 
1996 earnir.gs based on Staff's review of No rchellBt.'o ftn11l 1996 
E<lr-nings Surveillance Report, f iled on Oc t ober 22. 19J7. 
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DIScuSSION OP ISSUES 

l SSVE 1: Did Northeast Florida Telephone Company earn In excess o( 
iLS maximum stipulated return on equiLy (ROE) of 13.20\ for 1996? 

RECQMMENDATJQN: Yes, Northeavt earned $109,190 In excesn o! 13.20~ 
ROE. CHACXNEY) 

STAFF AHALXSIS: Northeast filed i t o preliminary 1996 Earnings 
surveillance Repor t (ESR) in ~4rch 1997, a revised ESR on April 28. 
19 97. and the final 1 996 ESR on October 22 . 1997. lin audi L of 
No r theast • s 1996 earn ings woo completed by SLa t 1 <1nd o r epurl 
iooued o n /\uguot 7. 1997. 

The revised ESR was filed to ad juot expenses ! or the 
allocation of land and buildings, furniture, and computer expenses 
between Northeast and its holding company. These adjustments 
dec reased the achieved ROE from 14 .59\ to 1~.44\. 

In addition to these adjustments by the Comp~ny. Staff has 
made several adjuotments to the original a nd revised ESRo ao a 
r esult of our review lind ;~udit o f Northeast. First, after the 
National Exchange Carriers 1\ssoc iation (NEC/\1 Cost Study woo filed 
on July 30, 1997, Staff revised t he facto rs uoed in ca l cul ating 
interstate expenseo and investment. Because the interstate e xpense 
factors i ncrcase<.l, the intrastate amounts decreao!'d and Lhe 
a chieved ROE increased . 

Another adjustment involved the receipt of a $32, 4 69 caoh 
divtdend from the Rural Telephone Bank CRTBI because o! the 
r etirement of two RTB loa ns by NorLheaot. The Company recor ded 
this in a nonoperating income account . f.'or ESR purposes th is 
amount should be t reated as a reduction to ~nteresL expense . The 
eHcct o f the adjustment made by Sta ff wau that the coot. o ! debt 
woo reduced and the achieved ROE lncreaoed. 

The final adjustment made by Sta! ! involved Lhc $! ~ ,221 in 
expense the Company incurred i n producing o Cost llllocnt lon Manual 
(CAM). The CAM addreoses how joint costo should be allocated 
between regulated and non regulated oper a Lions. In the last slx 
months o f 1996 , the amount charged. both directly au.J through the 
CAM, to nonregulated operll tion• wao $89,723 . In the f irst three 
months in 1997, this amount was $51.382. Lher<>(OH• the omounLo 
Involved arc inc reaolng . Because th" C'N1 r"lateo to the ••llocat.to n 
o f invootmont ~nd cxponooo botwet.>n rogulilted and nonrcgulater.l 
operAtions. a port.ion of the costo of creat ing t.he C/\M ohou~d also 
be a l located to nonregulated operations. ln the original ESR, the 
C0111pllny fai,led to do r.hio. The amount of the adjustment. using the 
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"llocacion mechod outlined in ehe CAM, ia a $212 reduc tlon 1:0 
Corporaee Operneions Expense. Staff did no1: conduce a thorough 
review of the CAM for 1996. However , Scaf f may in the future 
review the actual coat allocation methodo logies est abl !shed by Lhe 
CAM to determine i f t he allocation• are reasonable . 

On Oct ober 22, 1997, Northeast f iled it.s filllll V.!lk 
incorporating StaCC audit find1n~~ and the rev i s ed cooL study ! lied 
with NECA. Based on Staff's review and modHi c.u ion of the !inal 
ESR, Northeast • s earnings above the max lmum allowable ROE o f 
13 . 20\, for 1996 arc $109,190, as shown on Attachment A. 
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• 
ISSQE 2: Should the Commission approve Northcaot · o 1 eq uem: to 
write off the reserve defiCiency llOIIOCi11led with the Blackwell a nd 
sanderson RLS- ~ 000 Remote Line Switching equipment in 1997? 

BECOMMENPATIQN: Yes. StA!! recommends that the Commiosion approve 
NortheAst's request t o recover, during 1997, the e xisting negat1ve 
reserve of $209,334 nooocinecd wieh eho 199& ret i r ement of thP 
Blackwell And Sanderson r emote swi t ches. (LEE) 

STJ\ff 1\NAI,YSIS: The switch! ng netwo rk plan of Nonheasl in 1994 was 
to move from the existing Stromberg-CArlson OCO (Digital Centra l 
Office ) s witching platform to the new Electronic Switching System­
Digital (EWSD) Vision ONE-UP Platform (Vio ion ONE ) In Macclenny In 
1995. The Vision ONE upgrade required the retiremanl o! Lhc DOD 
processor and associated cir cuit equipment a nd the installat ion o! 
the EWSD. The DCO lineo would then be i ncorporated i nlo lhe EWSD. 
Addi tio nAlly, Siemens Stromberg-Ca rlso n told Nort hea&t Lhat the 
exi st ing Remote Line Switching (RLS- 4000 and 1000) equipment 
located in Blackwell, Sanderson . Connor, and Mudlake would aloo 
i nterface with the EWSD. The Vision ONE upgrade would allow 
Northeast the abil ity t o of!er services such as ISDN and to add 
Ad vanced Intelligent Ne t work (A IN) and Personal Communications 
Services (PCS) for an additional price. By Order No. PSC-95-0426-
FOF-TL, issued March 29, 1995 in Docket No. 910731 -TL, the 
Commission f ound that the Vision ONE plat form would introduce 
potential revenue sources that did not currently have a market 
demand and provide an advanced infrastructure which could 
potential l y pro vi de an economic boost £or the Northeasl oervice 
area. Furthe r, the upgrade was a logical progr ession o! 
Northeast's s wi tching hierarchy, and lherefo re a reasonabl e 
invest ment. 

Dudng 1996 , Northenal installed nn RLS-4000 owitch at Clen 
St . Mary and the EWSD owitch in t he Macclenny host o!Cice. At the 
time the inatallation of the Clen St. Mary RLS- 4000 was nearing 
completion, Northeast learned that this new switch, as well as the 
existing RLS- 4000 equipment at Blac kwell and Sanderoon, would not 
1ntegrate wl th the new Vision ONE upgrade a s it had originAl ly been 
in!ormed by Siemens Stromberg-Carlson. Further, No r theaot learned 
ehae Siemens would no longor offer support Lo r ehe RLS- 4000o due ro 
the protocol problems. The only remote s wi tching equipment that 
was compatible with tho Vl sion ONE upgrlldo wao Remote Conlrol Unil 
(RCUl equip!'\Ont and RLS-1 000 equipment. Consequuntly, ln o t-der !ot 
service to continue to be provided to the Blackwell and Sanderaon 
areao, Northeast had to replace the existing RLS-4000 equipment 
with RCU equipment. Siemens replaced the Clen St. Ma•y RLS -4000 
with an RCU at no additional cha rge. 
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The Mudlake and Connor remote offices are RLS-1000o nnd can 

interface wi~h the new software. However. the new oerviccs 
provided by the EWSO cannot be provided 'l:hr ough these remotes 
unless they are replaced. CUrren~ planning !o that this 
replacement will take place in the 1997-1998 time frame . Once 
1:heae remo~es are conver'l:ed to RCUa, Nor~heas~ wtll retire the OCO 
switch as i~ will no longer be needed. 

A8 of December 31. 1996, the ne~ unrecovered cooto asoociated 
with the RLS-4000 remotes at Blackwell and Sa nderson were $289,334, 
total company. The net amount recognizes $235,708 In compensation 
Crom Siemens. By letter, Northeast hao proposed that the 1996 
overearnings be applied to the recovery of this net nmoun~ with ~he 
residual ~o be written off In 1997. Staff suppor~s this requested 
action since it corrects the resultant re!lerve defici ency. The 
exis~ence of a negative reserve relates ~o plan~ no l onger serving 
the public on which the company con~inues to earn ns long ao it 
exists. Staff believes that deficiencies such as thi s s hould be 
recovered as soon oo poooible, unless that recovery prevents the 
c ompany from earning a fair and reasonable return on ita 
investmen~s. Northeast projects that it will hove sufCicien~ 

earnings in 1997 to absorb t his recovety and still corn within ita 
au~horized range. Staff therefore recommends that the Company be 
ollowed to recover the remaining unrecovered costo aasoc ia~ed with 
~he 1996 re~ircment of ~he Blackwell and Sanderson remote switches 
in 1997. Additionally, when planning becomes more Clrm regarding 
the replacement of the Mudlake and Connor RLS·lOOOs, Northeast 
s hould request a recovery sc hedule f or the associated unrecovered 
costs. 
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I SS!JlB 3 : What io the appropriate dispoo 1tion o! t he omounto 
identified in I ssue 1? 

RE~ION : $112,203 consisting o! the $109,190 in Intrastate 
revenue identified 1n Issue 1 plus $3,013 in Interest. accrued 
through December 31, 1996. sho~old be applied to thc reserve 
deficits d i scussed in Issue 2, effective December 31. 1996. 
(IIACKNEY) 

STAff ANALYSIS: I oaue 1 ident i fies intra&tate r evenues o ! $109,190 
in e xcess o f the 13.20t ROE. 

On March 10, 1997, Nort heaot reques t ed that it. be allowed t o 
apply any 1996 oveream i ngs against. the deprccla llon reserve 
defici ts r esulting f rom the unexpected earl y retirement o f the RLS· 
4000 units in the Blackwell and Sanderson o! !ices. In addition. 
for any remaining def icit after the overearnings are applied, the 
Company has requested that this be fully recovered through a 
"deprecia tion writeoff• in 1997. In Issue 2, St:aCf recommends that 
the proposed "deprecia tion writ:eoff• be appr oved. The total 
company amount o! the reserve deficit is $289,334 . The Intrastate 
amounc: of overearninge i s $112,203, including interest. This 
amount on a total company baois is approximately $160,313 . After 
npply ing 1996 • o overearnings to t.ho reserve def lei to, there Is 
approximately $129 , 021 to recover . Part of the $129,021 will be 
recovered by the odditional depreciation e xpenoe propooed by 
Northeast i n I ooue 4. The remoining amount will l.>c recovered In 
1997's earnings. 

The Agreement provides chat to the extent thAt subsequent to 
January 1. 199), Northeast earno In e xceso of tho 13.20\ cei ling 
est a bll ohed by the Agreement, NorLheaot will rf'l und tiUCh 
ovorearnings to the payor of the Bill and Keep Suboldy, whic h is 
BellSouth , and will also eliminate futuro suboidy recelpto by a 
like amount . In thto case. Sta!C recommends thnt $112,203 
(approximately $160 , 313 total company) conoioting o! the 5109 , 190 
In intrastate r evenue Identif ied in looue 1 plus $3 ,013 in lnt~rest 
accrued through December 31, 1996, be used to write of! port of the 
depreciation delicit resulting f r om Lhe early retlrem~nL of Lhe 
Rl.S·4000 units at the Bl ackwell a nd Sanderoon o!!ices. ll~llSout.h 

Ia agreeable to this disposition . 
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ISSQE 1: Should the Commission accept Northeast • a proposal t o 
record additional depreciation expense applicable to 1996? 

RECOMMgNPATION: Yes. The Commission should accept Nort heaat • a 
proposal to record an additional $15,000 (int r astate) in 
depreciation expense applicable to 1996, in ordPr to reso lve all 
che issues related to 1996 • s earnings. (MAI LHOT) 

STAPP 1\NALXSIS: Northeast proposes to record an additi onnl $15 , 000 
(lntrastate) in depreciation expense applicable to 1996. This will 
result in approximately $21.~28 i n additional total company 
depreciation expense. This amount will be applied to the negative 
reserve discussed in Issue 2. Staff believes this is a reasonabl~ 
proposal because it helps to recover the reserve deClcit more 
quickly withouL having a oerious adverse impact on ~he Company' fJ 
earnings. This will also further reduce the intraLATA ouboidy and 
result in the elimination of the subsidy on a prospecti ve basis, an 
discussed in Issue s. 
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lSSVE 5: Should the Commioo1on appro ve 
Nort heast's !ntraLATA Bill and Keep Suboidy 
Attachment C? 

• 
the cltmlna~ton o f 
receipto ao ohown on 

BECXJ!:I1ENDATION: Yea. Northeast • a intrai..ATA subsidy 1 ecclplo ohould 
be eliminated , effective Janunry 1, 1998, a nd Nonhf·ast should be 
r emoved from the subeidy pool. The lntrai..ATA s ubsidy pool receipts 
and payments shown o n Attachment C ohould be approved, e!!ective 
January 1, 1998. (MJITLHOTl 

STAFF AHALXSIS: On January 1 , 1988 , the intraLATA LEC tol l bt l! and 
keep subsidy pool wao established in Docket No. 8~03 1 0-TL, 

Implementation of LOcal E.xc honge Company Toll Bill nnd Keep, with 
all LECs except GTE and Vista- United participating . CTE and Vi sta­
United, which experienced net looaeo !rom the implementa tion of LEC 
toll bill and keep, elected not co receive subsldico nnd do not 
partlc ipate in the pool. Pursuant t o Order No. 21597, ALLTEL. 
Centel, Florala, Gul!, Quincy, and Untted were a llowed to Withdraw 
from the int rai..ATA eubudy pool. Pureua nt to Order No. :.>1955, 
I ndiantown was r emoved from the lntrai..ATA ouboidy pool due to Its 
e xcess earntngo. St. Joe•o subsidy wao reduced and then elimina ted 
by Order Nos. 22418 and 22994 , respectively. In Order No. PSC-95-
0 426 - FOF-TL, No r theast's subotdy was r educed from $282,000 to 
$124,000 effective July 1, 1995. 

The subsidy pool was e stab lished ao a temporary mt•chanism to 
ease the tranoition from a pooling t:-nv i r onmcnt t.o a pull' bi 11 3nd 
keep env ironment.. The oubeidy amounts were p hased down on .January 
lot o f 1989. 1990, and 1991. Through t hat phase down mechan1 om. 
many of the LECo were able t o trans ition out of the intraLATA bill 
and keep subsidy pool. The current statue of the lntraLATA oubsldy 
pool i s shown in Attachment B. 

Staff recommends that Northeno. • o I nt raLATA subo ldy 1 ecd pto 
be r educed by the S l O 9 , 000 tdent i{ ied In Issue l, on JGnuary 1, 
1998 in a ccordance with the IICJI·eement. 1 n I tJouo 4. Sta f E 
r ecommends acccptanco o! Northeno~·" proposal to record a n 
a dditional SlS. 000 (intrastate) in depreciation e xpense oppl !cable 
c.o 1996, in order to resolve all the looueo related to 1996'a 
earningo. No r theaet' e subaidy !e currently $124,000 ,,nnually. 
Reducing the subsidy by $109,000 plus $15.000, reoulln In th<· 
climina cion ot Northeast • o inuaLATA ouboJdy. Th<' lnt 1 aLAT/, 
subsidy pool receipta and paymenco ehown on Attachment c should b(• 
appr oved, effective January 1. 1998. 
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ISSQE 6: Should this docket be closed? 

• 
BgCCltliEN!)I\TIOH: Yes. If no person whose subscantiill interests are 
affected by the Coomission•o proposed agency action timely files a 
protest within 21 days o f the issuance of the order, this docket 
s hould be closed. (PEI..LECR1NII 

STAff' 1\N/\LYSIS: Pursuant to Rule 2'5· 22.0/!1( 4 1 . Plodda 
Administrative Code, any pe·rson whooe substantia 1 inter ests a r e: 
a ffected by the Commission's proposed agency act1on shall have 21 
days after issuance of the o r der to file a protest. If no timely 
protest is filed, the docket should be clos ed. 
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ATTAC!IMEN"T A 

NORTHEAST FLORJOA TELEPHONE COMPANY. INC 

CALCULAllON OF 1998 OVER EARNINGS 

NET OPERATING INCOME PER ES!t $708.183 

S!l!f Ac!Nstment 

PortiOn of CAM costS to ncwogulated Ol>ll<aiJOnS 101 

Total Ad)Ustmenll 101 

Ac!tUSied NOI $708 2~ 

RATE BASE PER ESR $&.155.170 

ROR C 13 20% ROE X 78~% 

Moxlmum 1111owoa NOI 540J81 
AdlJevod NOI 708.284 
Excess NOI lllr.f03 
NOI MulllpUer X 1 6033 
TOTAL 1~ OVEREARNINGS $109 190 
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• 
ATTACIIMEN1" C 

llll'liALA TA 
1111.1./KEftP 

l"f !!PNIX IHPACT 

PROilTIIIR (I 5 11 

UELLSOunt 10 ,09' 

TOTI\L 

I NTRJUJITII 1'QL, J, U ILL liND KEEP 
CALClTI..ATION OP SUBS tDY PIIYHENTS 

January 1, l 998 
($ 000, 

PRIIVIOUS fREVIOUS TOTAL 

• 

PAASI DCM1 CCMI IMPACT SUBSIDY 
OP SYQSIDX AqiON (1 · 2oll ~.IU.Il.. 

2) 1128) 
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