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Please forward a complete copy of this audit report to:

BellSouth Telecommunications, Inc.
Nancy H. Sims

150 South Monroe Street, Suite 400
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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 year ended December 31, 1996 prepared by BeliSouth
Telecommunications, Inc. - Florida, for their Earnings Surveillance Report in support
of Docket 920260-TL. This report is based on confidential information which is
separately filed with the Division of Records and Reporting. There are no audit staff
minority opinions. The audit exit conference was held on January 12, 1998.

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: In our opinion, the schedules referred to above present fairly, in all
material respects, BellSouth Telecommunications, Inc. - Florida’s books and records,
maintained in conformity with the accounting practices prescribed by the Florida
Public Sevice Commission. The attached findings discuss all differences and other
matters which were noted during our examination.



IL Audit Scope

The opinions contained in this report are based on the audit work described below.
When used in this report, the following definition shall apply:

COMPILED - 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 noted, performed no other audit work.

RATE BASE: Obtained workpapers for selected adjustments; verified that accounting
adjustments to Rate Base are computed correctly and are consistent with the interim statute
(requiring adjustments consistent with the Company’s last Rate Case/MMFR}); compiled Rate
Base components and adjustments; traced adjustments to supporting documentation; compiled
Working Capital; analyzed and recalculated the Cash Working Capital Allowance schedule,
which is an allocation from the parent; agreed Cash Working Capital to the Company’s
computation of Cash Working Capital.

NET OPERATING INCOME: Compiled net operating income; performed analytical review
of operating revenue and expense accounts, and non-operating expense accounts; performed
statistical sampling of selected function codes from regulated operating expenses.

CAPITAL STRUCTURE: Compiled and recalculated 13-month averages for each General
Ledger account in capital; recalculated the cost of long-term debt; obtained copies of all long-
term debt agreements; agreed the allowed cost rates for the equity to the Company’s last
Commission order governing equity rates; verified short-term debt outstanding at year-end;
recomputed customer deposits; recalculated cost rate for investment tax credit; recomputed cost
free capital; verified Company specific and pro rata adjustments to applicable capital structure
items; recomputed BellSouth Telecommunications, Inc. weighted cost of capital as of December
31, 1996.

OTHER: Read Coopers and Lybrand financial and cost allocation working papers for BellSouth
Telecommunications and BellSouth Corporation (Headquarters) for 1996. Read 1996 Internal
Audit Reports. Read all BellSouth Telecommunications and BellSouth Corporation Board of
Directors minutes including minutes for meetings of the Committees of the Board of Directors.
Prepared Trial Balance and agreed to the General Ledger.



IL Audit Disclosures
AUDIT DISCLOSURE NO. 1
SUBJECT: Removal of Sharing Accruals

STATEMENT OF FACTS: Account 4120.82 is used for accruals of estimated overearnings. It
has a year end credit balance of $42,833,000. This amount included credits totaling $28,000,000
accrued in 1996 and debits of $1,500,000 in January 1996 and $7,217,000 in July 1996 for prior
accruals. Also included in the account was a credit of $23,550,000 accrued in prior years.

The $7,217,000 debit was for the remainder of 1994 sharing refund. There was no sharing refund
in 1995. The Preliminary refund of 1996 Sharing Amount per Order No. PSC-97-0632-FOF-TL
is $50,100,000. The Surveillance Report shows an adjustment of $50,115,000 as “Sharing
Computation” reducing revenue and shows an adjustment of $26,500,000 increasing revenue to:
“Remove sharing accruals booked”. This would leave a credit balance of $16,333,000 in the
accrual account.

RECOMMENDATION: Surveillance Report revenue should be increased by $16,333,000.
Since an adjustment for actual overearnings is made, the total accrual of estimated overearnings
should be reversed.



AUDIT DISCLOSURE NO. 2
SUBJECT: Long-Term Debt

STATEMENT OF FACT: The Company recorded a $500,000,000 long-term debt titled Zero-
To-Full (ZTF) Debenture at the price to the public of $126,175,000, due December 15, 2095.
The interest is calculated monthly at 6.65% and charged to expense. The credit is added to the
principal balance of $126,175,000. No interest is currently paid out. Beginning December 15,
2015, interest on the $500,000,000 aggregate principal amount of the ZTF Debentures will
accrue and be payable semiannually on June 15 and December 15 of each year, commencing
June 15, 2016, and such principal amount will be payable at maturity. The Debentures will not
be redeemable prior to maturity.

Long-Term Debt Principal Amount Price to the Public
I
Per ZTF Debenture 100.00% 25.235%
n Total $500,000,000 $126,175,000
RECOMMENDATION:
Long-Term Debt Principal Price to the Public Discount
Amount Issued 12/15/95
Per ZTF Debenture 100.00% 25.235% 74.765%
" Total $500,000,000 $126,175,000 $373,825,000 ||

The Zero-To-Full Debenture should be recorded at the principle amount of $500,000,000.

In accordance with GAAP, the discount of $373,825,000 should be amortizied over the 100 year
life of the bond. This results in an annual amortization expense of $3,738,250. Also in
accordance with GAAP, the total issuing expense of $2,175,000 should be amortizated over the
life of the bond for an annual amortization issuing expense of $21,750.

The books should not reflect interest expense until paid beginning June 15, 2016.



AUDIT DISCLOSURE NO. 3

SUBJECT: Investment Tax Credit Cost Rate

STATEMENT OF FACT: The Company’s Investment Tax Credit (ITC) cost rate is calculated
using Long-Term Debt and Common Equity. The Company’s ITC cost rate is calculated on the
Surveillance Report as follows:

Average Capital

Adjusted Amount

% of Total

Cost Rate

‘Weighted Cost Rate

Long Term Debt

$1,134,539,417.97

37.39%

6.61%

2.47%

Common Equity

$1,899.468,626.58

62.61%

14.12%

3.84%

Soseoosomss |__woos | | 1131%

RECOMMENDATION: There are times when the ITC cost rate is calculated using Long-Term
Debt, Common Equity, and Short-Term Debt. Further analysis may determine that it is
appropriate to include short-term debt in BellSouth’s ITC cost rate calculation. The ITC cost
rate using Short-Term Debt is calculated as follows:

Average Capital

Adjusted Amount

% of Total

Cost Rate

Weighted Cost Rate

Long Term Debt

$1,134,539,417.97

34.85%

6.61%

2.30% II

Short Term Debt

$221,321,699.54

6.80%

5.41%

3%

Common Equity

Sasomime | wom | | 1001%

$1,899,468,626.58

58.35%

14.12%

8.24%




AUDIT DISCLOSURE NO. 4
SUBJECT: Olympics and Special Olympics Expense

STATEMENT OF FACT: The Company reports a total expense related to the Olympics and
Special Olympics of $11,255,293. Since the Olympics were held in Georgia, most of the
expenses were charged to Georgia. The Florida portion is $102,198, with $55,207 being included
in Florida intrastate expense. Olympic costs to Florida were charged to the following function
codes and accounts:

Function Code Account Amount Regulated
Code Name Number Name Intrastate

0820  Summer 96 Olympics 7370 Special Charges (A) $19,616.00 0.00
2220  Sales - Summer 96 Olympics | 6612 Sales (B) $79,315.00 | (C) $55,207.00

222007 Sales - Olympics Voice Mail | 6612 Sales (A)$ 1,168.00 0.00
222047 Sales - Olympics Inside Wire | 6612 Sales (A)$ 2,099.00

(A) Non-Operating Expenses
(B) Both Operating and Non-Operating Expenses
(C) Portion charged to Regulated Operating Expenses.

RECOMMENDATION: The $55,207 is a nonregulated expense. The Company should reduce
regulated expenses by this amount.



AUDIT DISCLOSURE NO. 5
SUBJECT: Centennial Olympic Park Fund

STATEMENT OF FACT: An invoice dated July 9, 1996 payable to the Atlanta Chamber
Foundation in the amount of $50,000 was charged to account 6728.90, Other General and
Administrative Expense. The payment was a contribution to the Centennial Olympic Park Fund.

Subsequent to the filing of the 1996 Surveillance Report, the Company discovered a
Headquarters payment of $50,000 for the Olympic Centennial Park Fund. The Florida intrastate
portion of this payment is $9,303.

RECOMMENDATION: The $9,303 is a nonregulated expense. The Company should reduce
regulated expenses by this amount.



FLORIDA FUBLIC SERVICE COMMISSION
TELEPHONE EARNINGS SURVELLLANCE REPORT

Page |
Company . BellSouth Telecomwrnunicatom, Inc. - Florida
12 Months Ended : Deccmber 31, | 996
(n @) o)
Toul Towl
RATE BASE(0)) Company Intrastate
Columas Inlcrstate Cokumns
__F*'_)_‘ 3 Toll !4 + D
AYERAGE RATE BASE
1. Plant in Service $10,452,085 $2652.770 $7.820.215

2. Accurpulated Depreciation and Amartizatioa

3,149.860

1313.859

3,436301

3. Net Plant in Service 3,332,193 1,339,211 1972984
4. Property Held for .Future Use ¢ 0 o
5. TPUC 38,049 9.611 28,43
6. Working Capital Allowance (S173.677) (533,112) (5140565,
7. Per Bosks Averige Rate Base 3,196,567 1,315,710 3,830,857
$. % Distnibution 100% 2532% T74.62%,
ADIUSTMENTS TO AVERAGE RATF BASE
9. Adjustments for Achieved Ratc Base $22,667
10. Adjusted Achieved Rale Base 3,903,819
RATES OF RETURN
11. Average Per Book 9.67% 13.93% 8.16%
9324

12 Avenage FPSC Adjusted



FLORID A PUBLIC SERVICE COMMISSICN
TELEPHONE EARNINGS SURVEILLANCE REPORT

Page 2
Company : BellSouth Telecommunications, lac - Flonda
12 Mooahe Ended : December 31, 1996
4 ) (€} 4) (6] (6} e
Tolal Total Intrastate
WET OPERATING INCOME (000) Compary Intrasialc Toll ——lraToll——
Columns interstate Colurnns Columns Inter- latrn-
@2+ Toll ® (4+TI¥ (5+6) \aTiory termitory Local
BOOKED REYENUE
1. Basic Local Service Revenue $1,380,681 $286 31,880,395 0 $0 30 $1,880395
2. Netwrork Access Revenue
« BHMOC 0 0 [+] 0 0 0 0
b MOU Aooess 107,275 462,703 244,572 Hn pal® ot 5,734 0
¢. Special Accocss 9,560 o 9,560 9,50 9,511 49 0
4 Other Access 41,201 424,12 6.469 6.469 7368 (£99) 0
3. Long Distance Revenuc
+ MTS 80,745 17 80,589 80589 0 30,389 0
b Other 84,792 264 84,528 84,528 o 34,528 ]
4_ Subsmidy Reveoue {1.429) ] (1.429) (1.429) (1.179) (250) 0
S. Miscellancous Revenue 137318 28,439 208,899 12,776 13,592 4,184 191,123
6. Uncollactible Revenues 38,834 2366 30,518 6,770 1,834 4536 23748
7. Na Booked Revenue $33591,27 $508,214 $2,483,06% §435294 $266 296 $168,.999 $2.047,770
OPERATING EXPENSES
3. Plact Spocific Operation Expense 601,290 150,079 451,211
9. Plast Noo-Specific Operations Exp 236,135 60,710 176125
10. Aocess Expense 9225 0 9,215
11. Depreciation snd Ameortization 712216 190,541 541673
12. Customer Operations Expease 485,104 91,367 393,737
13. Corporite Operstions Exponsc 444122 110,944 333,178
1 4. Other Income and Expensc (240) 315) §5
135. Total Openating Experse £2,508,552 56033182 $1.905.234
16. % Distribution 100% 24.03% 15.93%
OPERATING TAXES
17. Fodoal Incomt Tax 160,716 74,804 $85912
13. Stete Incorne Tax 29,017 14,720 14,297
19. Oxber Taxcs 193201 31093 161,108
20. Total Oparsung Taxes D294 $121,617 $261.317
NET OPERATING INCOME
21. Per Boock NOI $499.793 $183279 3016514
22. MOl Effect of Adjustments 42,130
2. Adjusted NOI —_— 5161644
NOTES:

2 (s) Busy Hour Munutes of Capacity Charge
(®) Includes Local Switching, Local Tramspart, Line Terminatian, Carvier Common Line, Interioll Trunking and Toll Switching
(¢) For Intrastate. Intertamitory Sation Terminale
{d) Includes lesting. ordering, labor, clc.
3. () Includes onty charpes billed 1o customen and retained by the comparry, pot charges bilked an bebalf of IXC's.
¢ Includes $ | 1,606,687 for Universal Sarvice Fund
# Above experscs include regulatory and kegislative Liaison expenscs of $ 1,162,000, Sec the Lobbying Expense and Otha Regulalory Adjustrents
proformas for the legislative and lisison exponses excluded for rate making purposes.

-10-
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FLORIDA PUBLIC SERVICE COMMISSION
TELEPHONE EARNTNGS SURVEILLANCE REPORT

Page 3
Compay : BellSouth Teleoommanioations, Ins. - Florida
12 Months Ended : Deotmber 31, 1996
() Q@) Q) {4) % (6) m n (o] (10) (1)
AVERAQE CAPITAL{INTRASTATE)  Aversgs Speoifio Pro Rata Adjuncd —— —CoaRato— Weighiod Cost Rata———
(000) Per Books  Adjustoents Adjustment Amount % of Totsl Sharing * Actual Ceiling Sharing * Actual Caolng
1. Long Term Dett 1,150,611 (16,142) $1,134,339 29.06% 5.61% 6.41% ’ 1.91% 1.91%
1. Short Terss Debt 44N QA.149 213 3.6T% KLY 1.41% 031% 0.31%
3. Prefarred Siock 0 0 1] 0.00% 0.00% 0.00% 0.00% 0.00%
4. Customer Depoaita 13,407 (222) 15,588 0.40% 8.89% 6.69% 0.03% 0.03%
3. Common Eguity 1,907,916 18.57% (27,025) 1,899,469 43.66% 1311% 14.12% 14.90% 631% 68T T06%
6. lavestesent Tax Credita 64,688 (907 63,781 1.63% 10.31% 11.31% 11.35% 0.17% 0.19% 0.19%
7. Cost Free Capital 544,520 12,396 (8,09%) 368,53 14.98% 0.00% 0.00% 0.00% 0.00%
8. Total Capital 22,900.003 $30.974 (333,91 13,901,519 100.00% 100 930% 2300
EINANCIAL RATIO

9. Letrasiate achicved retura on oquity

1412% @
FPSC Adjustcd Besia

See Attachment A 1o Page 3 for signatere,

* The 13.11% sharing com rate for equity is based on the most recent AA Utifity Bond rates svailable.
@ This ROE includes scorusls of $30.1M for sharing for 199§,






