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I. EXECUTIVE SUMMARY 

Audit Purpose: We have applied the procedures 
described in Section II of this report to audit the 
schedules of Rate Base, Net Operating Income, and 
Capital Structure for the twelve month period ending 
December 31, 1992 for BellSouth Telecommunications, 
Inc. for rate case, FPSC Docket 920260-TL. 

Scope Limitation: The exit conference was held November 
10, 1993. This report is based on confidential 
information which is separately filed with the 
Commission Clerk. 

The Company was asked to provide backup for 601 
items(detai1ed backup is considercd source information 
sufficient to determine reason for adjustment, 
description, and the calculation of the amount, 
documents from an outside source which were received by 
the company and started the recording or adjusting 
process) on June 13,1993 on document record request 
#20. Because backup was insufficient for certain items 
several follow up questions were asked during the course 
of the audit. Several of these items were so complex 
that staff could not perform an adequate review in the 
time allowed and staff believes that separate audit 
investigations should be performed on these areas: 

VEBA -Voluntary Employee Beneficiary Association 
Lease Expenses allocations (CREMS) 
Insurance Expenses 
Benefits in account 6728 (Other General and 
Administrative Costs) 
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II. AUDIT SCOPE: 

The opinions contained in this report are based on the audit 
work described below. When used in this report COMPILED and 
EXAMINED means that audit work includes: 

COMPILED - Means that the audit staff reconciled exhibit 
amounts with the general ledger; visually scanned accounts for 
error or inconsistency; disclosed any unresolved error, 
irregularity, or inconsistency; and, except as otherwise noted 
Derformed no other audit work. 

EXAMINED - Means that the audit staff reconciled exhibit 
amounts with the general ledger; traced general ledger account 
balances to subsidiary ledgers; applied selected analytical 
review procedures: tested account balances to the extent 
further described; and disclosed any error, irregularity, or 
inconsistency observed. 

RATE BASE: Compiled Rate Base. Compiled Plant in Service. 
Traced Rate Base Adjustments to supporting documentation and 
to proper Commission Orders. 

Accumulated Depreciation is being audited by Pat Lee, Engineer 
Supervisor in Tallahassee. 

Compiled Working Capital. Traced amounts to Company books. 

Compiled Capital Structure accounts. Recalculated the 
components of the Capital Structure which are allocated from 
the Parent. Traced cost rates for all components to Company 
provided supporting documentation, and Commission orders. 
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BellSouth Telecommunications, Inc. has denied access to 
the following Coopers and Lybrand Workpapers because 
they have attorney client privileged information. 

LegallRep. Letter Workpaper Reference 

Workpaper Type 

State are F/S 12.1 

5.1 
EST YIE 7.4 

7.3 
7.6 pg. 5 

16.8 
16.9 

16.10 

Legai Attorney client priviledge 
Rep. Attorney client priviledge 
Legal Request Attorney client priviledge 
Legal Request Attorney Client priviiedge 
Rep. Attorney client priviledge 
Legal Attorney client priviledge 
Legal Attorney client priviiedge 
Rep. Attorney client priviledge 

DISCLAIM PUBLIC USE: This is an internal accounting 
report, prepared after performing a limited scope 
audit; accordingly, this document must not be relied 
upon for any purpose except to assist the Commission 
staff in the performance to their duties. Substantial 
additional work would have to be performed to satisfy 
generally accepted auditing standards and produce 
audited financial statements for public use. 

OPINION: The schedules of Rate Base, Net Operating 
Income, and Capital Structure for the twelve month 
period ending December 31,1992 represent BellSouth 
Telecommunications Inc. books and records maintained 
in substantial compliance with Commission Directives; 
The expressed opinions extend only to the scope of 
work described in section II of this report. 
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NET OPERATING INCOME: Examined Net Operating Income for the 
12 month ended December 1992. Prepared an analysis of 
uncollectible expense. Staff prepared an analytical review for 
all expenses for years 1988-1 992. The accounts with the 
largest variance from year to year and accounts that 
represented a high percentage of total expenses were sampled. 
A sample of 9 expense accounts were looked at for the 
following attributes: 

1) Proper Amount 
2) Proper Account 
3) Proper test period 
4) Proper documentation 
5) Recurring Expense 
6) Correct Cost Pool 
7) Correct allocation from the Parent Company 

Net Operating Income proforma adjustments were recalculated 
and traced to proper supporting documentation. 

OTHER: 

Reviewed Coopers and Lybrand audit workpapers for 1992. 
Reviewed all 1992 Internal Audit Reports and Board of 
Directors Minutes. 

The forecast for 1993 is being reviewed by AFAD staff in 
Tallahassee. 

Taxes are being audited by Ann Casseaux in Tallahassee. 

Affiliate transactions and allocations between regulated and 
nonregulated accounts are being audited in a separate audit 
managed by Tim Devlin. 



SCOPE LIMITATIONS: 

REASONABLENESS OF REGULATED NONREGULATED SPLIT: 

Due to time limitations, staff was not able to review the 
methodology and data used to determine the regulated 
nonregulated split for following accounts used in the sample: 

6121 . I  Land and Building Expense - Other 
Cost Pool 2 - Sub Pool 2 , 5  

6728.9 Other General and Administrative - Other 
cost Pool 3 

6612 Sales 
Cost Pool 1 - Sub Pool 2 

6725 Legal 
cost Pool 3,4 

Staff did not audit the Separations Systems. 
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AUDIT DISCLOSURE NO. 1 

SUBJECT: MANAGEMENT STUDY 

STATEMENT OF FACT: Arthur Andersen conducted a study called 
“Comptrollers: Optimizing Resource Effectiveness”, dated May 
1992. This study reports an estimate of the total savings to 
the Company of $43,900,000 for the nine state area if the 
Company were to simplify the work, mechanize the work, and 
consolidate its operations. The reorganization announcement 
was made in November 1992 and it is attached. All changes are 
targeted for implementation by the end of 1994. 

According to the Coopers and Lybrand workpapers, in 11/92, EST 
announced reduction of work force by 8,000 employees by 1996. 
Details of reductions have not been finalized but management 
has noted that a large portion of reduction will come from 
normal attrition without hiring new employees. As management 
has not identified the methods of achieving these reductions 
(and since all reductions may be achieved by attrition and 
layoffs anyway, which would result in no or little cost to the 
Company). EST has not accrued any amount for estimated 
severance costs at 12/31/92. 

Costs associated with this reduction of $2,708,500 were 
incurred in 1992 for a study by Arthur Andersen. 

OPINION: If this study is implemented as planned, costs will 
be reduced and the Company may be in a sharing or refund 
situation. 

COMPANY COMMENTS: See attached Company comments. 
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Southern Bell Telephone & Telegraph Company 
Response to Rate Case Audit 
November 11, 1993 

Florida Update Audit 
Audit Disclosure No. 1 

Subject: Management Study 

COMPANY POSITION: The S43.9M represents the greatest possible savings 
over time the Company were to adopt of the consultantrs 
recommendations. However, the Company recognized that it could not 
adopt all of the recommendations and this fact would necessarily reduce 
the possible savings. In addition, there are significant up-front 
costs of reorganization including relocation of employees and records 
and costs of separations program such as VEER and CTAP to create 
employee force reductions. These costs will be incurred in the early 
years before any cost savings are realized. 
potential cost savings would materialize beginning in the 1995 
timeframe. 

The 8,000 employee reduction is a total Company number and the product 
of numerous re-engineering project initiatives. Many of these various 
initiatives are not yet underway, but are being considered for 
implementation in the future. Thus, the timing of such impacts 
contains a high degree of uncertainty. 

We anticipate that any 
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C O H P T R O m  REORGANIZATION ANNOUN- 

- 
Beginning in February, 1992, the COmptrOllers Department began a 
re-engineering study. The purpose-of the study was to identify 
work process changes that Would simplify the work, make work 
activities more relevant to our business environment, and improve 
the cost effectiveness of the organization. The study was driven 
by several factors including the need to position ourselves more 
competitively, by establishing a lower cost, more flexible. 
organization. The fOrIUatiOn of BellSouth Telecommunications made 
it timely to pursue this opportunity. 

The re-engineering study found that multi-million dollar 
economies could be gained. The recommendations range from 
relatively simple work elimination or streamlining to complex 
consolidation initiatives. The recommendations focus on such 
things as editing and error correction processes, duplication of 
work efforts, job  work flow and organization structure. 

Currently each of the nine states performs a variety of 
functions. Most of these functions will be consolidated. 

The consolidation plans are as follows: 

.. 

.. 

.. 

.. 

.. 

. .. .,, . . .... .... 

. ,I . -_ . 
Post-bill MIC (Message Investigation Center) will be 
consolidated into the.existing..fraud .., , .  . . center in 
Columbia. 

Revenue Accounting (CRIS, CABS, T o l l ,  Pre-Bill MIC) 
will.be consolidated into one organization located in 
Birmingham. 

,. . . .  

Centralized Mail Remittance (CMR) will be consolidated 
into three locations: New Orleans, Atlanta, and 
Charlotte. 

Bill Mailing will be consolidated into five locations: 
Jackson, Miami, Nashville, Charlotte, and Birmingham. 

Property and Cost will be consolidated into one 
location, Atlanta. The existing Regional Functions 
Group will remain in Birmingham. ! 

. .  . . : . .  , ./ '.. ,..( ' :  10 /28/92 
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- In addition, cartain functions will ba performed in each state. 
These are: 

.. Enhanced Billing Services- (i.e., am) 

. . state Billing Coordination 

.. 

.. 
outside Plant Record Posting in tha five western states 

outside Plant Curxent Reconciliation, Credit Balance, 
Material Edits, and Tax Annexation in eight states 

. 

The conversion to this new organizational structure is.a 
significant undertaking. 
quarter, 1993. 
mid-1994: 

The Company has a strong history of treating OUT employees well 
in these circumstances. And, we will continue to use sound 
policies in working with the individuals affected by these 
changes. We will be offering some.volutary transition programs 
for management. Also, the CWA.has been informed about these 
changes. O u r  contract with them has specific steps to be , 
followed in these situations and we will'follow these procediires 
carefully. 

Later today, we will have additional meetings to discuss the 
process for staffing the consolldated organizations and to 
discuss force management alternatives, including early exit 
incentive programs - 

Initial conversions will begin in fhst  
Completion of the new structure is anticipated by 

.,.._ . 
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AUDIT DISCLOSURE NO. 2 

SUBJE OBSOLETE INVENTORY 

STATEMENT OF FACT In the sampled items related to 
account 6512 the following expenses were found: 

Amount Date 
________-_------- 

Computer Spare Parts were written off $164,954.29 11/92 Sample item 219 
Computer Spare Parts were written off $63,252.50 392 Sample item 208 
Computer Spare Parts were written off $897.00 Same journal 

entry as item 208 
Computer Spare Parts were written off $38,285.01 Same journal 

entry as item 208 

Obsolete Equipment $356,361.65 7/92 Sample item 214 

Inventory Adjustment from account 1220.1980 $88,001.06 6/92 Sample Item 212 
to account 6512.6000 
Inventory Adjustment from account 1220.1980 ($364,316.45) Same journal 
to account 6512.6000 
Inventory Adjustment from account 1220.1980 ($233,212.71) Same journal 
to account 6512.6000 
Inventory Adjustment from account 1220.1980 ($9,450.00) Same journal 
to account 6512.6000 

entry as item 212 

entry as item 212 

entry as item 212 

Inventory adjustment write off-Hardwire $185.821.50 12/92 Sample item 228 

Material stocked in Jacksonville Warehouse $664,444.1 1 12/92 Sample item 222 
approved lor disposal through junking 

Material stocked in Jacksonville Warehouse $214,785.77 12/92 Sample item 223 
approved for disposal through junking 

Material stccked in Jacksonville Warehouse $242,965.51 12/92 Sample item 224 
approved for disposal through junking _ _ _ _ _ _ _ _ _ _ _ _ _  

$1,412.789.24 
-==------- 
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OPINION: The items written off may be nonrecurring and 
require adjustment. Internal control may need to be 
reviewed over the write off process. 

The Company has removed two inventory adjustments in 
their proformas as out of period adjustments. 

COMPANY COMMENTS: The Company provided a response on 
November 11, 1993, see following page. On November 17, 
1993 another response was provided and is included on 
page 15. 
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Southern Bell Telephone & Telegraph Company 
Response to Rate Case Audit 
November 11, 1993 

Florida Update Audit 
Audit Disclosure No. 2 

Subject: Obsolete Inventory 

Write-downs of computer spare parts were identified in 1991. In the 
Company's response, we stated that, given the continuing improvements 
in computer technology, we expect similar adjustments to be recurring 
in the future. Therefore, it is not appropriate for this item to be 
performed. 

Periodic physical inventories on warehouse inventory are performed as 
part of the Company's internal control procedures. As a result, these 
inventories Identify materials which should be junked due to 
obsolescence and materials which should be junked due to surplus caused 
by lower usage which results from obsalescence or discontinued use by 
departments. These write-off's result from this process. 

The Company may have additional comments on this disclosure at a later 
date. 

14 



Southern Bell Telephone & Telegraph Company 
Response to Rate Case Audit " 

November 17, 1993 

1 )  

Florida Update Audit 
Audit Disclosure No. 2 

Subject: Obsolete Inventory 

Computer Soare Parts 

Write-downs of computer spare parts were identified in the Staff 
audit of 1991. In the Company's response, we stated that, given 
the continuing improvements in computer technology, we expect 
similar adjustments to be recurring in the future. Therefore, it 
is not appropriate for this item to be proformed. 

Warehouse Inventory 

Periodic physical inventories on warehouse inventory are 
performed as part of the Company's internal control procedures. 
As a result, these inventories identify materials which should be 
junked due to obsolescence and materials which should be junked 
due to surplus caused by lower usage which results from 
obsolescence or discontinued use by departments. These write- 
offs result from this process. 

History of Inventory Adiustments 

Below are shown the average inventory for account 1220 and the 
net amount of inventory adjustments for account 6512.6000 for the 
years 1988 through year-to-date 1993. It shows that the 
inventory adjustments are recurring in nature. 

Year 
Average Inventory Adj Percentage 
1220 Balance 6512.6000 (Net) 
( 0 0 0 )  (000) 

1988 $ 37,323 $ (1,099) (2.9) % 
1989 40,563 492 1.2 
1990  44,795 54 6 1.2 
1991 46,313 5 , 6 0 6  12.1 
1992 56,700 2,687 4.7 
1993 55,455 1,244 Oct YTD 2.2 

Prior to 1992, the central stock warehouse inventories were 
carried on the books of BellSouth Services; therefore, both the 
inventory balances and amvunt of inventory adjustments increased 
beginning in 1992. In 1991, the computer spare parts inventory 
write of f  added $2,972 to the net inventory adjustments. 

15 



AUDIT DISCLOSURE NO. 3 

SUBJECT: ADVERTISING EXPENSES 

STATEMENT OF FACT: This disclosure is being withdrawn. Subsequent to 
the issue of the audit, staff was provided with the copies of the 
advertisement?.. 



AUDIT DISCLOSURE NO. 4 

SUBJECT NET GAINS ON SALES OF PROPERTY 

STATEMENT OF FACT Gains on Sales of Property was adjusted On 
MFR C2B. Net sales on Sales of Property was a negative 
$232,565 for the average of the last five years (from 1988 to 
1992). For the year 1992, the amount was a positive figure Of 

$1,551. 

All other years had losses on the sale of property ranging 
from ($218,297) to ($941,721). 

OPINION: Staff suggests a separate audit over the property 
sales internal control be conducted to determine why the 
Company is usually operating at a loss in this area. 



AUDIT DISCLOSURE NO. 5 

SUBJECT: LOBBYING EXPENSE 

STATEMENT OF FACT The Company has adjusted Lobbying Expense 
by $446,000 on MFR C2B. The supporting documentation revealed 
that this amount was derived by taking Lombardo’s office and 
Rayner’s office expense of $524,489 and adding the office 
space of $59,487 with $14,300 of directly assigned expenses, 
to yield a total lobbying expense of $598,276. the 97.37 
percent regulated and 76.5955 intrastate percent is applied to 
give the $446,0000 adjustment. The adjustment did not include 
the amount of $41 1,923 for Criser nor $1 73,954 for Meiners. 
Charges of $56,348 for office space for Criser and $19,730 for 
Meiners were not pan of this adjustment. 

The Company has charged 10% of Meiners salary to account 7370 
which is a nonregulated account. According to the Company 
Marshall Criser does exception time reporting for any lobbying 
activities. The Company has charged $1 2,291 of his costs which 
include social activity costs to a nonregulated account. 

OPINION: Tallahassee staff who work more closely with these 
employees need to determine if these allocations are adequate. 

COMPANY COMMENTS: See attached Company comments. 
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Southern Bell Telephone & Telegraph Company 
Response to Rate Case Audit 
November 11, 1993 

Florida Update Audit 
Audit Disclosure No. 5 

Subject: Lobbying Expense 

COMPANY POSITION: The Company has been computing this type of lobbying 
adjustment since 1988, as a result of discussion with the Florida Audit 
staff and has never included an adjustment for Marshall Criser's 
expenses. Mr. Criser is not a registered lobbyist. Mr. Criser works 
in the Tallahassee Regulatory/Industry Relations office. He is 
responsible for strategic planning and evaluation of alternatives to 
accomplish regulatory objectives. 
petitions, okders, rulings, tariffs and other documents to provide 
regulatory input and direction to other departments, and assists with 
testimony preparation for hearings before the PSC. He oversees 
strategy and implementation procedures related to settlement processes, 
network coordination, provisioning of end-to-end interLATA services and 
maintains interactive relationships with other Local Exchange Companies 
and IXC's in the state. Mr. Criser provides the primary interface 
between the Company and the Florida PSC staff, the Public Counsel and 
the Attorney General staff on industry issues, regulatory policy and 
framework. financial data, tariffs and related docket activity. His 
expenses have been and should be allowed for ratemaking purposes. In 
addition, Mr. Criser directly charges certain costs not allowable for 
ratemaking to a below-the-line account. In 1992, SB charged 
approximately $12,300 for these activities below-the-line. 

In this capacity he reviews briefs, 

Beginning in 1992, Mr. Meiners charges a percent of his time and 
expenses directly below the line as Other Lobbying costs. Mr. Meiners 
is a registered lobbyist and a primary contact for the Company with 
members of the Legislature on both state and federal levels. However, 
Mr. Meiners also has significant responsiblities in the area of ongoing 
review and analysis of legislation for its impact on corporate 
operations. Therefore, the percent is determined by an analysis of the 
amount of time spent performing lobbying activities. In 1992, 
Mr. Meiners charged approximately $26,000 as Other Lobbying costs out 
of ratemaking. In addition, he directly charged certain costs not 
allowable for ratemaking to a below-the-line account totaling 
approximately $19,000. A total of $104,000 was charged to Other 
Lobbying, and ultimatley charged to Account 7370 for Florida for 1992; 
this amount indiuded lobbying costs for Meiners as well as other 
personnel. Since these costs are already charged below the line, SB 
will no longer analyze his above-the-line costs to determine an 
exclusion amounts 

CONCLUSION: No additional expense should be removed for Criser 
! 

and Mehers* 
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1992 

SUMMARY OF M B B Y I N G  COMPUTATION 

Above Line 
Percent Weighted 
Deemed Comuosite 

Intrastate 
Adjustment 

to Exp. 

61.0402% 

Florida State Regulatory Office 
Lombard0 100.0000% 
Criser 0.0000% 

Other Lobbying - below the line 
Grassroots Lobbying - FL 

Total Lobbying Adjustment 

DC Federal Relations 

DC Federal Regulatory 

BS Grassroots 

Included in Other Regulatory Adjustments 

(446,200) 
(104,256) 
(529,970) ---------- 

61.0402% (497,000) 

33.6484% (175,000) 

0 ---------- 
(672,000) ---___--__ 

NOTE: Effective in 1992, Meiners charges directly to Account 7370 
a percent of his costs deemed to be lobbying related. 
These are included in the Other Lobbying - Below the 
line amount. 
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AUDIT DISCLOSURE NO. 6 

SUBJECT: UNCOLLECTIBLE REVENUE 

STATEMENT OF FACT: During the audit staff reviewed the 
calculation of uncollectible revenue for 1992. In trying to 
trace revenue used in the econometric model it was found that 
the Company was not following their own procedures for the 
revenue based used. 

On the day before the exit conference the Company provided 
insufficient documentation. The Company’s revised response 
which is attached was provided two days after the exit 
conference. 

Subsequent to the exit conference and the response provided 
by the Company, staff asked for additional backup on the 
write-offs made to account 5380 for the month of December 1992. 
Although the Company provided a written description of their 
procedures we never actually received sufficient backup to 
perform our audit in the time limits available. 

OPINION: The effect of the error above should be calculated 
by the Company and adjusted. If the Tallahassee staff is not 
able to review the write off calculation, a follow up audit 
needs to be performed. 

COMPANY COMMENTS: See attached Company comments. 
Additional Company comments on the write-offs will be made at 
a later date. 
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Southern Bell Telephone 6i Telegraph Company 
Response to Rate Case Audit 
November 11, 1993 

FLorida Update Audit 
Audit Disclosure No. 6 

Subject: Uncollectible Revenue 

The revenue base used in the econometric model prior to April, 
1993  did not match the revenue base to which the uncdllectible 
factor was applied. The main difference was that the model used 
billed revenue (without adjustments or accruals) instead of 
earned revenue. 

The model was rerun using the correct revenues and produced a 
factor o f ' 1 . 5 2 %  (vs. the 1.53% previously calculated). The 
correction would have resulted in very small deviations in the 
accruals (0.65%) and ROE (less than . 0 1 % ) .  

The model produces a factor which approximates what the accrual 
should be. However, the results may be adjusted if management 
feels that such an adjustment is warranted. In fact, in 
December, 1992  a manual adjustment was made to reduce the 
uncollectible reserve by $2,761,079. Thus, any revision to the 
factor would have had no effect on the eventual accrual for 
uncollectibles. 

The 1992  revenues totaled 
Accrual using 1.53% 
Accrual using 1 .52% 
Accrual difference 
Percentage difference 

Revenue increase 
Value of 1 0 0  basis points 
ROE impact 

$2,284,665,000 
$34,955,375 
$34,726,908 

$228,467 
-0.654% 

$228,467 
$32,778,000 

0.007% 

...- 
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0 

1,317,265 

17.135 

0 

4.057.462 

RecapScheduler A-14 A-24 A-Zb.A-Zd.A-2e Supporting Scheduler A-6a,A-6b. 6-24 B-2b.C-lb 
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