MEMORANRUM
November 30, 1942

10; DIVISION OF RECORDS AND REPORTING
FROM: DIVISION OF AUDIT AND FINANCE (DOUD) -}~
RE: DOCKET NO. 891008-TL —- GTE OF FLORIDA

REVIEW OF COST BENEFITS AND AUDIT PROCEDURES
EXPECTED FROM GTE RECORD RELOCATION

- ———

—

Audit exceptions document deviations from the Uniform System of
Accounts, Commission rule or arder, Staff Accounting Bulletin and
generally accepted accounting principles. Audit findings disclose
information that may influence the decisfon process.

The company response to Audit Disclosure #2 that ¥ ..The company has
used..(a single contact to handle all questions and reguests for
documents)...to ensure the quality and accuracy of information provided
to the commisston staff...." suggests editing. In an audit context

editing means that the auditee determines which documents will or will
not be examined by the auditor.

This appears to be supported by the response on Page 4 of the November
28, 1989 GTE letter regarding the QUAD BLOCK AUDIT that, despite the
fact that certaln records were destroyed, “... numerous records exist
to perform a meaningful audit....” This suggests that avdit avidence

provide: was so strong and compelling that the auditor must accept it
as truth.

An audit and judgement of past events must rely on a critical
evaluation of gathered evidence as to: (1) Whether the material is
genvine or not; (2) The degree of probability that the evidence is
true:; and (3) Whether the evidenc: 1s complete. The results of that
evaluation alone determines the need for more or less evidence.

GTE's own action during the QUAD BLOCK AUDIT supports the need for this
critical evaluation. After the audit exit conference the company found
a document entitled "AGREEMENT FOR EXCHANGE OF REAL ESTATE" to refute
audit findings on the price of property sold to LYKES BRGS., INC. The
contested audit finding was based on an analysis of documents earlier )

provided by the company and additional documents cbtained from the P

[ gt}
of*icial court house records. Were it not for the adverse finding the o

company might not have provided the sales agreement located after the 1

)

audit was complete. 2

=3

Time s a controlling factor in an audit because audit judgement must =

be made in a relative short time period. Any procedure, such as a %é

review for quality and accuracy, that delays or prevents the gathering =

or examination of raw evidence by the auditor adversely affects the &2
timely formation of an audit judgement and the gquality of the audit.
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The above practices will exacerbate normal audit problems if GTE is
authorized to relocate records from Florida without a strong audit
support commitment from GTE and an order reinforced with a contingency
to reverse that decision should the need arise.

Audit working papers are available for review on request.

Please forward a complete copy of this report to:

GTE Florida, Inc.

Attn: Beverly Y. Menard
Post Office Box 110 MC 616
Tampa, FL 33601-4003

FD/sp

Attachment

cc: Chajrman Wilson
Commissioner Beard
Commissioner Gunter
Commissioner Herndon
Commissioner Easley
B8i11 Yalbott, Deputy Executive Director/Technical
Legal Services (Crosby/Vandiver)
Division of Auditing and Financial Analysis (Devlin)
Division of Communications (D'Haeseleer/Hoiman)
Tampa District Office (Bouckaert)




State of Florid:

Commssionors

MICHAEL McK WWILSON, CHAIRMAN
THOMAS r4 BEARD

BETTY EASLEY

GERALD L {JERRY} GUNTER

JOHN T HERNDON

TIMOTHY J DEVUN, Direclor
Augiling & Flnangiat Analysss Dirasion
(904) 488-8147

Public Serbice Commission

December 1, 1989

>

GTE Florida, Inc.

Attn: Beverly Y. Menard
Post Offlce Box 110 MC 616
Tampa, FL 33601-4003

Dear Ms. Menard:
DOCKET NO. 891008-TL -~ GTE OF FLORIDA

REVIEW OF COST BENEFITS AND AUDIT PROCEDURES
EXPECTED FROM GTE RECORD LOCATION

The enclosed report is forwarded for your review.

The audit report and any company response filed with this office witkin
ten (10) work days of the above date will be forwarded for consideration
by the staff analyst in the preparation of a recommendation for this
case.

Thank you for your cooperation.

Sincerely,

Steve Tribble

ST/FD/
Enclosure

FLETCHER BUILDING . 101 EAST GAINES STREET ’ TALLAHASSEE, FL 32399-0665
An Affirmative Action/Eaual Ooponunity Emplover



Florida Public Service Commission
Audit Report

As of November 28, 1989 GRIGIHIL
Field Work Completed FIE_E mpr

November 27, 1989
GTE Plorida
Tampa, Fiorida
Hillsborough County
Movemant of Corporate Records
Docket Number 891008=TL
AUDIT CONTROL KUMBER 89-303-2-1

8. Ronalad
Audit Manager

aAudit Btaff Assigned Minority Opinion

Lynn Whitehead Yes No i’

NS

Ann Bouckasrt
Audit Bupervisor

COCUMENT HUVIER-DATE
11667 0EC-1 K33
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EXECUTIVE SUMMARY

AUDIT PURPOSE: We have applied th¢ ‘rocedures described

in Section II of this report to th information provided
by GTE Florida in support of Dockec 891008-TL to determine
if such information is based on supportable facts and
assumptions: and that facts which may influence the
Commission decision process are disclosed.

DISCLAIM PUBLIC USE: This is an internal accounting report
prepared after performing a limited scope audit: accordingly,
this document must not be relied on for any purpose except

to assist the Commission staff in the performance of their
duties. Substantial additional work would have to be performed
to satisfy generally accepted audit standards and produce
audited financial statements for public use.

OPINION: Based on information furnished and related
discussions with Company personnel, it is our opinion that
cost benefits associated with the movement of Corporate
records are not supportable by underlying documentatiocn and
that the movement of records will result in additicnal time
and expense of Commission personnel while performing audits
that require the review of original scurce documents.

SUMMARY: See Section 1Y for details.

The Company can not, with certainty, determine the
cost beneflts related to the relocation of accounting
records. However, based on the fact that there are
overall savings to the entire GTE operations, which in
part include the movement of accounting records, it

is probable that some savings will accrue to GTE
Florida.

(Audit Disclosure No. 1)

The relocation of accounting records will result in
additional time reguirements for the Commissicn
auditors, either by increased time in waiting on
documents or people, or by increased time to travel
to the remote locatjons or a combination of the two.
(Audit Disclosure HNc. 2)

The relocation of ariginal source records to out of
state sites will result in additional costs for audits
that are performed by FPS5C perscnnel.

(Audit Disclosures No. 3.& Ho. 4)

(1)



I1.

AUDIT
This
WORK

8COPE

report is based on the audit sork described below.

PERFORMED:

Recomputed work papers supporting the cost benefits
associated with the relocation of Accounting records.

Queried Company personnel and their representatives on
the procedures that would be followed in the audit of
out of state records.

Compared current FPSC audit procedures to procedures
that would be in effect if records are relocated.

Investigated additional costs that would be incurred
if records Were relocated out of state.

(2)




III.

DISCLOSURES

AUDIT DISCLOSURE NO. 1
SUBJECT: COST BENEFITS

STATEMENT OF FACTS: Pursuant to Rule 25-4.020 F.A.C.,
the Company has requested the authority to relocate
records out of the State of Florida.

The records referred to are the Accounting records for
the Company and will be relocated to various sites
throughout the United States as detailed on the
attached schedule. -

(Attachment 1) ‘

The Company does not have data available that separates

the cost and benefits. associated with the relocation of
Accounting records from the overall cost and benefits
associated with the high level study that resulted in
expense savings for total Telops. (telephone operations})
Note: The study was a GTE plan to reduce overall costs
throughout theilr telephone operations. The savings related
to the relocation 6f accounting records are embedded within

this plan.

The Company’s original reply to the Commission of 8/25/89,
Menard to D’Haeseleer, with reference to cost benefits,
contained a math error., Total savings as stated by

the Company was originally $1.1 milgion over 4 years.

The amount, using the Company‘s methodology and
assumptions as recomputed by the auditor 1s $9.5 million
over 4 years. (Attachment 2)

As a result of conversations concerning the above
differences the Company determined they had some invalid
assumptions in their original estimate and submitted a
revised calculation of estimated cost savings that
resulted in an amount of $1.4 million savings over 4 years.
This calculation could nut be verified by the auditor as
it contained GTE Telops amounts that were not available

at the =udit site. (Attachment 2)

AUDIT OPINION AND CONCLUSION: The Company can not, with
certainty, determine the cost benefits related to the
relocation of accounting records. However, based on the
fact that there are overall savings to the entire GTE
operations which in part include the movement of
accounting records, 1t is probable that some savings
will accrue to GTE Florida.

COMPANY’/8 VERBATIM COMMENTS8: See Exhibit I

(3)




ATTACHMENT -1

AUDIT DISCLOSURE NO. 13

sunazcwziéosrvanszrxrs

PROPOSED LOCATIONS FOR GTE FLORIDA ACCOUNTING RECORDS

Westfield, Indiana
Annual and Quarterly reports
‘Trustee filing requivrements
Monthly operating reports and statistics
General ledger
Capital ‘récovery (Financial portion)
‘Tax accounting
Working Capital, including material and supplies
inventory

Durham, North Carolina
“Customer billing
Central toll 1nveatigatlon

San Angelo, Texas
Accounts payable

Irving, Texas
FCC and FPSC reports

Bloomington, Illinois
Payroll/labor records

Tampa,Florida

Asset Management:
Work Orders
Contlnuing Property Records
Material placement, retirement,lap entries
Other accounts receivable entrles
Furniture and fixtures retirements
Booth retirement entries
Amortization entries for items under $500.
Retirement enti1 ies for COE, PABX, Land and
buildings
Property held for future use entries
Miscellaneous adjustments and corrections

Everett, Washington
Cost Accounting:
Primarily data from other companies mechanized
systems and/or data bases,

(4)



ATTACHMENT 2

AUDIT DIBCLOSBURE NO. 1

SUBJECT: COST BENEFITS

ESTIMATED SAVINGS AS A RESULT OF THE RELOCATION OF

ACCOUNTING REC

PER COMPANY'’S

Year Finance

Expernse
1988 $ 4.6
1989 4.6
1990 4.6
19921 4.6
1992 4.6
PER AUDIT
Year  Finance

Expense
1988 $14.5
1989 14.5
1999 14.5
1991 14.5
1992 14.5

PER COMPANY’S

Year Telops
Expense

1989 $108.0
1290 102.4
1991 92.7
1992 92.5

NOTE: All doll

ORDS
ORIGINAL RESPONSE

- % Savings Gross  Expenses
Savings
Base year
11.38% $ .5 $i.7
13.12 -6 .7
28.¢21 1.3 .3
30.48 1.4 )

Total net savings

$ Savings Gross Expenses
Savings
Base year
11.39 $ 1.7 $1.7
13.12 1.9 -7
28.91 4.2 3
30.48 4.4 0

Total net savings

REVISION

Net

% to Total GTEFL Net Expenses Het

GTEFL GTEFL Base Change

13.62 S$14.7 $14.5 S-
13.62 14.0 14.5 .
13.62 12.6 14.5 1.
13.62 12.6 14.5 1.

(e Rl g 3 N

Total net savings

ar anounts are in Millions

(5)

$ 1.7
.7 - .2
3
0

Savings

$ ~1.9

- ———



AUDIT DISCLOBURE NO. 2
SUBJECT: AUDIT PROCEDURES

STATEMENT OF FACTS8: Prior to the consolidation of GTE
Florida into the GTE South Area, Company procedures for
answering document reguests and questions from auditors
were:
A single contact within the Company, the Regulatory
Compllance staff, handled all questions. The contact
routed all gueries tc the respective area of the
Company that was responsible for the answer. That
area returned the reply to the Company contact who
in turn gave the response to the auditors. If there
were problems with answers the Company contact
arranged a meeting with all parties concerned to
resolve the problem.

Since the consolidation into areas the Company has
added a secondary contact, the Director of Regulatory
Accounting - South Area, located in Irving, Texas. This
individual will have the responsibility to answer all
Accounting questions. The overall procedure remains as
is described above except that the Company contact will
forward all guestions related to Accounting to the
secondary contact. This individual will return the reply
to the Company contact who will give it to the auditors.

Original source documents, when requested, will be
forwarded via overnight mail to the audit site. (Note:
Audit site is defined as Tampa unless otherwise noted.)
(Sez Audit Disclosure Ho. 3.)

Other audit procedures will remain as they are currently
with the exception that other source information such as
copies of ledgers, computer printouts, etc., will be
printed in Tampa or faxed from the remote location.

AUDIT OPINION: The dedicition of one individual to
handle all accounting related items will potentially add
parsonnel to the audit procedure. However, it could
create .. funnel effect with all information going to

one point. This creates the probability of delays in
information. Although the secondary contact has a staff
to aid him in replying, he is ultimately responsible for
the reply to all Accounting questions regardless of the
magnitude of the guestion.

(6)



PAGE TWO
AUDIT DISCLOSURE NO. 2
SUBJECT: AUDIT PROCEDURES

Should it become necessary for the auditor to meet
with the individual that is directly involved with the
preparation of the source documents the relocation of
Accounting records throughout the United States will
make this difficult. Althocugh the Company states that
teleconferencing and videc conferencing are viable means
to accomplish this, the logistics of getting the various
parties together at one time will be more complicated
than if all parties were in one location.

Obtaining original source documents will take longer
than is currently the case due to distance from the
audit site and the possibility that the people at the
remote site may feel that other responsibilities are
nore important.

It is likely that even with the Company providing
information in a timely manner, that the Audit Manager
will find requirements that will necessitate trips to
one or more of the remote locations or the Company will
have to transport specified individuals to the audit
site to answer specific detail questions.

CONCLUSION: The relocation of accounting records will
result in additional time requjirements for the
Ccommission auditors, either by increased time in waiting
on documents ox people, or by increased time to travel
to the remote locations or a combination of the two.

COMPANY’8 VERBATIM COMMENTS: See Exhibit I
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AUDIT DISCLOSURE NO. 3
S8UBJECT: BOURCE DOCUMENTS

BTATEMENT OF FACTB: Pursuant to the official FPSC Docunent
Request, the Company has to provide the reguested information
within 3 working days. The Compuny has electronic mail and
facsimile capabilitles to transport minimal amounts of
document copies to the audit site (Tampa offices). In the
event a large volume of documents 1s requested, shipping
documents overnight to the audit site would take less than 24
hours. The Company states that if originals are necessary,
they will bring them to the audit site. Company provided
costs are on the attached schedule (Attachment 1).

AUDIT OPINION AND CONCLUHION: FPSC audits reguire the
viewing of original documentaticn to avoid reliance on a
potentially altered copy. In response to the question of
providing original source documents, the Company originally
failed to give a positive answer. Prior to the exit
conference, Company verbally stated that the original
response would be rewritten to state that original
documentation would be furnished at the audit site if needed.

Audit hours may not increase, however elapsed time for the
audit probably will.

COMPANY VERBATIM COMMENTS8: See Exhibit 1.

(8}



ATTACHMENT 1

AUDIT DISCLOSURE NO. 3.

BUBJECT: SOURCE DOCUMENTS

PROPOSED éosi's FOR PRODUCTION OF DOCUMENTS
Electronic mail

Company provided no costs for this function

Facsimile
Rental $2.00 per day
Transmittal $0.25 per minute

Oovernight mail

Letter $ 5.90
One Pound 6.40
Five Pounds 10.00
Ten Pounds 15.00
Fifteen Pounds 22.50
Twenty Pounds 28.40

(9)




AUDIT DISCLOSURE NO. 4
BUBJECT: TRAVEL REQUIREMENTS

BTATEMENT OF FACTS8: If records are relocated out of the
State of Florida and at various locations throughout the
United States (see Attachment 1 to Audit Disclosure lo. 1},
the Company has agreed to reimburse any valid travel expense
associated with a proper audit.

In the event that out of state compang personnel are needed
at the audit site, the Company has submitted estimated costs
that would be incurred traveling from Irving, Texas.
(Attachment 1) Cost per trip to Tampa, assuming a one night
stay would be approximately $550.

In the event that contact by Commission staff with out of
state Company personnel is necessary the Company has at its
disposal teleconferencing and video conferencing. Estimated
costs of using these are listed on the attached.

(Attachment 1)

AUDITOR OPINION: In the course of ang FPSC audit of the
Company, it is possible that travel by Commission staff to
the location of specific records or travel by Company
pegsonnel to the audit site would be necessary to perform the
audit.

Either circumstance could increase audit time and would
result in additional expenses for the audit.

RECOMMENDATION: Compuny be required to reimburse travel
expenses associated with any FPSC audit,

COMPANY VERBATIM COMMENTS: See Exhibit I.

(10)



ATTACHMENT 1

AUDIT DISCLOSURE NO. 4

SUBJECT: TR‘VBL REQUIREMENTS

PROPOSED COSTS FOR TRAVEL, FROM IRVING, TEXAS TO TAMPA, FLORIDA

Travel from Irving, Texas tc Tanmpa, Florida (1)

Airfare £€400.00
Hotel §50.00 -~ $95.00
car Rental $31.00/day with unlimited mileage
Me -l Breakfast $10.00
Lunch $10.00
Dinner $25.00

(1) .FPSC Document request specified from Irving, Texas to
Tampa, Florida. Company provided the reverse. Auditor sees
no significant difference.

PROPOSED COSTS FOR COMMUNICATION FROM IRVING, TEXAS TO TAMPA,
FLORIDA
Teleconfarencing $14.75/hour/each line on call

Video conferencing No costs provided by company

(11)
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General Telephone Company
01 Florida '

ann Tampa‘Clt'y Center
Posi Oflize Box 1 10
Tatrpa, Florida 33601-4003

Mr. S. ‘Ron Mayes,,.huditor,,.

,Florida Publi Servioe calmissian

If we can ‘be of further assistance. please cmtact Ma:qo Hammar at (813}
224*4405.

Si

Beverly Zlenard

Aren Requlatory and Industry Affairs Director
bym/mbh

{12)

A part of GTE Corporation




CTHFL's response to Audit disclosure #1

GIEFL agrees with the audit opinion and conclusion that the oompany
does not have detailed data available which sepaxr ites the costs and
benefits associated with the relocation of accout “ing records on a
stand alone basis. In addition, GTEFL agrees wit the audit
conclusion that it is probable that savings will .crue to GTEFL as
a result of the relocation of sccounting records.

The reason that the company does not have Florida specific
information associated with the books and records petition is that
the movement of books and records is a sub~-part. to the overall
consolidation of Financial department personnel. The savings
associated with the consolidation of the Pinancial department come
fram the efficient utilization of finance department erployees.

The efficiencies ohtained come through proper placement and
consolidation of functions which is largely irrelevant to the
actual physical location of the baoks and records. However, if the
boocks and records are not physically located with the new financial
department structure, the overall savings and efficiencies will be
reduced to some extent.

Attachment I is an analysis which reconciles GTEFL's $1.4 million
savings to the staff's recalculated $9.5 million amount. The
differences are created by the revised headocount numbers when
including total Finance instead of only the controller function
(Please note the controller numbers used originally amit customer
accounting which has significant headcount requirements) and the
rest of the difference comes from using allocated dollars based on
total Telops Finance instead of using GIFFL's Finance expenses as o
base,

GT¥Fl.'s responee to Auvdit disclosure §2

GItFL disagrees with the auditor's opmmn that a "funnel” effect
will be created thorough the campany's procedure for establishing a
requlatory acoounting contact and coordination point. First, the
requlatory accounting staff responsible for Florida has sufficient
resources to handle any demands placed upon it for information
requests from this camission, Second, audit disclosure two secms
to give the overall impression that theze will be a change in
procedure by the company. The company lisagrees with this
impression. The company's utilization of specific contact and
coordinatinn perscinel has been in effect for an extended period of
tire and has been successful. The company has utilized this
rocedure to insure the quality and accuracy of information
provided to the cormission staff. The alleged prohability of
delays in receiving information has not been a problem in the past,
in the corpany's opinion, and the company does not perceive that
there will be a problem in the future. The campany is dedicated to
providing all req;estet’f information to the cxmission staff in a
timely manner in the form reguested, where poss:ble Third, the
company disagrees with the assertion that there will be delays in
the provision of information, The company believes that overnight
majl, FAX, videoconferencing and other such tools can be utilized
to pravide timely responses.

(13)
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GI¥FL's response to Audit disclomme $2 continued Page 2

The company is of the opinion that to the extent. that there are any
minor inconveniences associated with the movement of hooks and
records that such operational defects can be readily alleviated
through experience. Purthérmore,: the campany ie of the opinion
that the efficiencies .and savi.ngs -associated with the books and
records petition more than overrides any small ir wmveniences or
mplanentat:mn problems that will ‘be experienced the camission
staff in the short term.

M'smmmﬂitmﬂ

The company disagrees with: the assertion that the company failed to
give a positive answer in response to providing original documents
upon the request of commission staff. The company views its answer
as positive and responsive tothe audit request. Purthemmore, the
company hereby reasserts: that it'will provide all original
documentation at: the request of: the ‘comission staff.

CI¥FL's responee to Mtdj.aclm 4

The campany agrees with the remmendatmn that it be required to
reimburse the commissicn for all reasonable expenses. associated
with a valid off s1te audit’ ‘However, ‘the_corpany wishes to point
out that it beliéves that the issue of travel outside of Tampa and
the costs associsted therewith have been dwelled on to a much
larger extent than necessary in this audit.  The company makes the
foregoing statement because it is’ the company’s intent to satisfy
all information requests in Tan‘pa The campany does not envision
any commission staff travel in the ordinary course of husiness.
All documentation, personnel and other matters will be provided to
the comission staff in Tampa, or provided through the utilization
of telephone conferemcmg, videoconferencing, etc. Therefore,
travel and the time associated therewith, should not be a major
Ogneermn.

(14)
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Page 3
Headoount Headocurt Irpact
Reduction Reduction From
Controller Pinance Allocation
Depart. Depart. Changes
1988
1989 11.39% 4,348 7.05% $0.8
1990  13.12% 9.274 3.8 0.8
1991 28.91% 17.508  1L.01%. - 0.7
1992  30.48% 18.04%  12.44% 1.8 0.7
s.0. sl
Impact From Revised Headcounts $5.0
. Tmpact from Recognition of ‘Allocaticn Changes 3.1
Projected Savings - Company revised study 1.4
staff Recalculated Savings $9.5
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