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August 3, 1998

BY HAND DELIVERY

Ms. Blanca S§. Bayo, Director
Division of Records and Reporting
Florida Public Service Commiseion
2540 Shumard Oak Boulevard
Tallahaseee, Florida 32399-0850

Re: Docket No. 980696-TP

Dear Ms. Bayo:

Enclosed for filing in the above docket are the uriginaf and
fifteen (15) copies of Northeast's Direct Testimony and Exhibits
of Lynne G. Brewer.

Please acknowledge receipt and filing of the above by
stamping the duplicate copy of this letter and returning the same
to this writer.

Thank you for your assistance in this matter.

RECENED . FILED Sincerely,

: ECORDS J. Wahlen
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NORTHEAST
DOCKET NO, 980696-TP
FILED: 08/03/98
BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION
DIRECT TESTIMONY
OF

LYNNE G. BREWER

Please state your name, address and position with Northeast

Florida Telephone Company, Inc. ("Northeast® or *“The
Company") .

My name is Lynne G. Brewer. I am employed by Northeast as
Director-Revenue Requirements and Regulatory Affairs. My
business address is 130 North 4 Streer, Macclenny,

Florida.

Please give a brief description of your educational

background and experience.

1 was graduated from Rcllins College with a B.S. degree in
Accounting and Business Adminietratica. I have been with
Northeast for three years, and have over eighteen years of
experience in the telecommunications induscry. My most
recent assignment, prior to joining Northeast, was as a Cost
Analysis Managar with cthe National Exchange Carrier
Association (NECA) in the Atlanta regional office. I spent

eleven years with NECA in various management assignments.
DOCUMENT NiMOER -DATE
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Prior to joining NECA, I was a Telecommunications Cconsultant
with a consulting firm owned by WDS, Inc. I began my career
in 1978 with United Telephone Company of Florida (now called
*Sprint*) as an Accounting Clerk. While at United, I moved
rapidly through this company to levels of increased
responsibility during my employment.

Please describe Northeast.

Northeast is a small local exchange company that serves
approximately 8,400 access lines in Baker County, Florida.
Northeast has not elected price regulation and is regulated
under the Commission's traditional form of rate base, rate

of return regulation. Northeast has two exchanges.

What is the purpose of your testimony?

The purpose of my testimony is to attest to the cost
information used as inputs in Northeast's embedded cost
study, describe the cost scudy and present the results of
that study.

Have you prepared an exhibit to accompany this testimony?

Yes. Exhibit ___ (LGB-1) is a composite exhibit consisting
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of two documents, both of which were prepared under my
direction and supervision for this proceeding. The first
document is the embedded cost study described in this
testimony. The second is a document showing the detailed

assumptions used to perform the cost study.

Please describe the data used in your embedded cost study.

For the embedded cost study, I used 1997 financial
information for the regulated operations of Northeast
Florida Telephone Company. Thirteen-month averages for the
period from December 31, 1996 through December 31, 1997 are
reflected for investments, reserves, and deferred income
taxes. For expenses and other taxes, I utilized 1597
calendar year data. Depreciation reserve and the asscciated
expense balances are stated in accordance with the last
approved depreciation rates prescribed by the Florida Public
Service Commission ("Florida PSC") in Docket #950640-TL.
The data that supports the embedded cost study is the same
as that reflected in the Annual Report (PSC/AFA 18) and the
Telephone Earnings Surveillance Report (PSC/AFA 15), which
are filed with the Florida PSC, and the underlying data used
to calculated the National Exchange Carrier Association

(NECA) Part 36 cost study.
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Are the rate base items and expense data utilized in your
costs in the embedded study the same that you utilized in
determining your company's access costs for interstate

services you provide?

No. For this embedded study, an adjustment was made to
exclude all paystation-related costs, since these costs were
included in the 1997 interstate cost study submitted to
NECA. On April 15, 1997, these costs were reclassified as
non-regulated consistent with the FCC's Paystation Order in

CC Docket 96-128.

Have you made adjustments to your study for non-regulated or

deregulated service you provide to your customers?

Yes. Our company adheres to the FCC mandated rules as
codified in the Code of Federal Regulations (CFRs) for Parts
32, 36, 64 and 69. Non-regulated activities have been
removed from the regulated accounts through the application
of FCC Part 64 rules. This is consisteant with the
procedures Northeast follows in the development of its

interstate cost study that is submitted to NECA.

What depreciation rates did you use in the study?
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We used the depreciation rates last approved by the FPSC for
MNortheast in Docket No. 950640-TL.

Did you modify your study to comply with the small LEC
company methodology in its embedded cost study approach as

discussed in the testimony cf Mr. Curry?

Yes. Northeast followed the embedded cost study approach
adopted by the small LECs in this docket.

What is Northeast's cost of basic local telecommunications

service based on the study you perfcrmed?

Based on Northeast's embedded cost study, which is included
in Exhibict ____ (LGB-1), the Company's total embedded costs

are £6,332,511 or $65.87 per access line.

How did you arrive at your access line counts?

The average number of access lines was computed by taking
the average loop count information provided to NECA in the
annual Universal Service Fund (USF) data submissions for the
1997 and 1998 filings. The LECs are required to report this
information to NECA by July 31 of each year. I believe that

this approach to determining the company's cost on an access
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line basis is both reasorable and consistent with industry
practice for this type of study.

Q. Does this complete your testimony at this time?

A. Yes, it does.

hhdatah{Iwine\ 9N0E8E . cat  dos
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DOCKET NO. 98069&-TP
NORTHEAST

EXHIBIT __ (LGB-1)
Document 1 (21 pages)

Northeast's Embedded
Cost Study

for

Cost of Basic Local
Telecommunications Service




NORTHEAST FLORIDA TELEPHONE CO. - Decembar 31, 1867
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DOCKET NO. 980696-TF
NORTHEAST

EXHIBIT ___ (LGB-1)

Document 2 (3 pages)

Cost Study Assumptions




NORTHEAST FLORIDA TELEPHONE COMPANY
DOCKET NUMBER 980696
Determination of the Cost of Basic Local Telecommunications Service
Fully Distributed Allocation of 1997 Embedded Costs
Cost Study Assumptions

Mortheast Florida Telephone Company has performed a fully distributed allocation of 1997 embedded costs using
the following assumptions:

I. COE Category 3.1 Joint Use investment was split between Swiiching (Traflic Sensitive) and Sebscriber Line
Cards (Noo-Traffic Seasitive) based on COEACPR Records. The entire investment in Subscriber Line Cards was
assigned to the Local jurisdiction, while Switching investment was multiplied by the local SLU (subscriber line
usage) factor to determine the amount to be apportioned 1o the “Local” jurisdiction. These two "Local” amounts
were added together and then divided by the Total lavestment in COE Category 3.1 from the Imerstate cont
study. This calculation yielded a Local Dial Office Factor (DOF), which was used in this study to allocate the
appropriate portion of COE Category 3.1 to the “Local™ jurisdiction. The amounts for intrastate Intralata,
Intrastate InterLata and Interstaie were allocated from the remaining Category 1.1 Swiiching mvestment by
developing DOF factors that represented the same allocation relationship as that in the Interstate cost study. The
calculations used to develop these new DOF factors are indicated below.

Total Category 3.1 lavestment from '97 lnterstate C/S $1,401 495
Total Cat. 3.1 Lecal Subscriber, Line Card Inv, (CPR Rec’s) 51,461,044
Tot.l Cat. 3.1 Local Switching lnv. (See (A) Below) L4834 657

Total Cat. 3.1 Local lnvestmeni 31843701

Total Cat. 3.1 Switching Inv, = 53,401,495 - 51,461,044 = 5] 540,451

Total Cat. 3.1 Local Switching lav. = $1,940451 x 765109 Local SLU factor
Remaining Cat. 3.1 lnv. = §3,401,493 - $2,945,701 = $455,794

Local DOF = $2,945,701/53,40] 495 = 0866002
Intrastate/Intralate DOF = (51,940,451 x 061102 Intralata SLUYS) 401,495 = 0.034856
Intrastate/InterLata DOF = (51,940,451 x 061812 InterLata SLUYS), 20| 495 = 0.015262
Interstate DOF = ($1,940,451 x.111977 Interstate SLU)Y33 401,495 = 0.0 1880
istrastate/Intral ats Cat. 3.1 Switching Investment = $3,401.495 x 0.034856 = $118,563
Intrastatc/InterLats Cat 3.1 Switching Investment = $1,401 495 x 0035262 = $119,944
Interstate Cad. 3.1 Switching Investment = $3, 401,495 x 0.063880 = §217,288

2. The “Local” Cash Working Capital Factor was changed to .04110 in the cost study.

3. Exchange Private Line (PL) loops used to allocate COE Category 4.13 and CWF Category | Private Line
investment were moved to the Interstate PL jurisdiction in the cost study.




aF e

4. All investment, depreciation reserve, deferred taxes, depreciation expense, coin collection expense and
information, origination and termination expense associated with Paystations was removed from the cost study

$. The Subscriber Plant Factor (SPF), which is used 1o allocate joint investment in COE Category 4.1 and CWF
Category 1, was changed to atiocate 100% of this investment to the Local jurisdiction in the cost study.

6. A simple average of 97-1 USF loops (year-end 1996 loops) and 98-1 USF loops (year-end 1997 loops) was used
1o caleulate the number of Access Lines for the calculation of Northeast®s I ocal Revenue Requirement/Line.
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