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DIVISION OF AUDITING AND FINANCIAL ANALYSIS
AUDITOR’S REPORT

FEBRUARY 26, 1999

TO: FLORIDA PUBLIC SERVICE COMMISSION AND OTHER INTERESTED PARTIES

We have applied the procedures described later in this report to audit the accompanying
schedules of Rate Base, Net Operating Income, and Capital Structure for the historical 12-month period
ended December 31, 1997, for BellSouth Telecommunications, Inc. - Florida (BST - Florida). These
schedules were prepared by the Ultility for its Earnings Surveillance Report in support of Docket No.
920260-TL. There is confidential information associated with this audit. Copies of this information
were sent to the Company on March 8. 1999. The information is separately filed with the Division of
Records and Reporting. There are no audit staff minority opinions.

This is an internal accounting report prepared after performing a limited scope audit.
Accordingly, this report should not be relied upon 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 auditing standards and produce audited financial statements for public use.

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 Service Commission. The attached findings discuss all
differences and other matters which were noted during our examination.



SUMMARY OF SIGNIFICANT FINDINGS

Intralata Presubscription was overstated. This reduces Rate Base by $7,663,002. BeliSouth
Advertising and Publishing Company (BAPCO) Gross Profit was overstated by $6,464,002. This
reduces gross profit. Non-regulated expenses in the amount of $13,973.34 were reported above the
line. This increases gross profit. Various accounting adjustments need to be made which will increase
income $5,632.86. Advertisements for non-regulated items were charged above the line. This will
increase income $44,138.67.

SUMMARY OF SIGNIFICANT PROCEDURES

Our audit was performed by examining, on a test basis, certain transactions and account
balances which we believe are sufficient to base our opinion. Our examination did not entail a
complete review of all financial transactions of the company. Our more important audit procedures
are summarized below. The following definitions apply when used in this report:

Compiled - The exhibit amounts were reconciled with the general ledger, and accounts were scanned
for error or inconsistency.

Verify - The item was tested for accuracy, and substantiating documentation was examined.

RATE BASE: Obtained work papers for selected adjustments; verified that accounting adjustments
to Rate Base are computed correctly and are consistent with the Company’s last Rate Case; 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 parent; agreed reported 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 and clearing accounts.

CAPITAL STRUCTURE: Compiled and recalculated 12-month averages for each general ledger
account; recalculated the cost rate for long-term debt; agreed the allowed cost rate for 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; verified cost free
capital; verified Company specific adjustments to applicable capital structure items; recomputed
Company’s weighted cost of capital as of December 31, 1997.

OTHER: Read Coopers and Lybrand financial and cost allocation working papers for BellSouth
Telecommunications and BeliSouth Corporation (Headquarters) for 1997. Read 1997 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.



Disclosure No. 1

Subject: Intralata Presubscription

Statement of Fact: Intralata Presubscription gives the telephone customer the ability to preselect a
telecommunications company to carry that customer’s instate toll calls. Intralata Presubscription
expenses are reversed on the surveillance report and charged as if they were an amortization of a
deferral. In the 1997 surveillance report BST increased rate base $5,482,790 for Intralata
Presubscription. The $5,482,790 represents the rate base impact of Intralata Presubscription. The
breakdown by account is as follows:

Account 2212 - Digital Electronic Switching Investment $2,321,100
Account 3100 - Depreciation Reserve (140,888)
Account 1439 - Deferred Charges 3.302.577
Total 5,482,760

Recommendation:  After reviewing the amounts used on the surveillance report, the Company
discovered the rate base impact should have been a reduction to rate base for the net of account 2212
less account 3100, or $2,180,212, since these amounts are on BST-Florida books. The account 1439
amount represents what the deferred charges would have been if the costs were deferred.

Therefore, Rate Base in the June 1998 filing of the 1997 surveillance report should be reduced by
$7,663,002 ($5,482,790 + $2,180,212).



Disclosure No. 2

Subject: BAPCO

Statement of Fact: Prior to 1997, total operating revenues reported by BellSouth Advertising and
Publishing Company (BAPCO) included National Yellow Pages (NYPS), net of commissions.

Recommendation: In 1997 total operating revenues of $268,668,080 reported by BAPCO included
NYPS commissions of $6,504,281. Revenues for 1997 need to be reduced by the commissions.
BAPCO’s reported revenues are used in the computation of the Publication Fee used on BST books
under the old contract. This results in reducing revenue by $6,504,281.

In addition, BST stated that BAPCO expenses should be adjusted from $1,785,998 to $1,745,719,
resulting in reducing expenses by $40,279.

The revenue and expense adjustments reduce Gross Profit for BAPCO in the annual report Schedule
(Z-7) by $6,464,002.



Disclosure No. 3
Subject: Non-regulated Expenses

Statement of Fact: A random sample of expenses selected by resource type code was examined by
the auditors. Because of confidentiality, the invoices will be referenced by number only. The invoices
are filed with the confidential work papers.

Recommendation:  Staff auditors recommend the following expenses be transferred from above-the-
line to below-the-line because they are non-regulated.

Youcher Amount
B1-37 $1,980.55
Bl -44 888.00
B1- 7 2,506.65
Bl1- 8 2,149.79
B1-60 952.19
Bl-46 1,904.24
B1-49 356.75
B2-57 527.71
B2-75 754.51
B2-77 176.22
A2 -86 61.11
B2-53 149.47
B1-48 328.15
B1-15 438.00
A2-68 __800.00
Total $13,973.34



Disclosure No. 4

Subject: Accounting Corrections

Statement of Fact: The following errors were discovered in the random expense sample. Because
of confidentiality, the vouchers are referenced by number only. The invoices are filed with the
confidential work papers.

Voucher Account Amount Error

Ci-1 7150.1000 ($3,264.35) Entry was made in error.
Cl1-15 7150.2000 370.94 Entry was made in error.
Cl-16 7150.2000 3,491.31 Entry was made 1n error.
C1-19 7150.2000 9,000.00 Allocation error.

C1-24 7150.2000 437.5% Allocation error.

C2-14 7160.2000 7.16 Incorrect account charged.
C2-15 7160.2000 28.35 Incorrect account charged.
C2-16 7160.2000 95.21 Incorrect account charged.
C2-19 7160.2000 (3,184.00) Incorrect account charged.

Recommendation: The following accounting corrections should be made by the Company to
reverse the entries above made in error.

Account Amount
Debit Credit
7150.1000 - Gains from Disposition of Land and Artworks  $3,264.35
1439.9500 - Cost of Sale/Purchase - Deferred $3,264.35
1439.9500 - Cost of Sale/Purchase - Deferred 370.94
7150.2000 - Losses from Disposition of Land and Artworks 370.94
1439.9500 - Cost of Sale/Purchase - Deferred 3,491.31
7150.2000 - Losses from Disposition of Land and Artworks 3,491.31
1439.9500 - Cost of Sale/Purchase - Deferred 7,837.87
7150.2000 - Losses from Disposition of Land and Artworks 7,837.87
1439.9500 - Cost of Sale/Purchase - Deferred 381.09
7150.2000 - Losses from Disposition of Land and Artworks 381.09
6535.0000 - General Engineering Expense 7.16
7160.2000 - Other Operating Losses 7.16
6535.0000 - General Engineering Expense 28.35
7160.2000 - Other Operating Losses 28.35
6535.0000 - General Engineering Expense 95.21
7160.2000 - Other Operating Losses 95.21
7160.2000 - Other Operating Losses 3,184.00
7370.5000 - Special Charges - Entertainment 3,184.00

The total increase to income is $5,632.86.



Disclosure No. §

Subject: Advertisements

Statement of Fact:  Several advertisements were selected in our random sample of expenses
selected by resource type code. Because of confidentiality, the invoices will be referenced by number
only. The invoices are filed with the confidential work papers.

Recommendation:  The following expenses, which are non-regulatory, were charged above-the-line.
These advertisements should be charged below-the-line:

1. Invoice B1-3, Amazing Phone Mysteries (This advertisement was for the
Power Touch 350 telephone. Sales of telephones are non-regulatory and
should be recorded below-the-line.) $38,045.44

2. Invoice B1-2, Mission Possible (This advertisement consisted of three items.
Two of the items, Additional Line and Back-up Line, are regulated and should be
above-the-line. The third item, Memory Call, is non-regulated and should be
below-the-line. Therefore, one-third of the invoice amount of $ 18,279.69
should be below-the-line.) 6,093.23

Totat $44,138.67




FLORIDA PUBLIC SERVICE COMMISSION
TELEPHONE EARNINGS SURVELLLANCE REMORT
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FLORIDA PLBLIC SERVICE COMMISSKIN

TELEPIIONE EARNINGS SURVEILLANCE REPORT

REVISED 6.26.98
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OPERATING EXPENSES
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9. PMant Now-Specific Operations Exp 15718 58T 176.94]
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14. Cther incoms sad Expesse 154 31 03
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16. *s Dutnibution 10y 28 24% 74 6%
OPERATING TANES
17 Federal income Tax 188.198 04.0%2 94,146
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