Decision No. C98-669

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF COLORADO

DOCKET NO. 98V-223T

In the Matter of the APPLICATION OF U S WEST COMMUNICATIONS, INC. FOR WAIVER OF REQUIREMENT FOR ANNUAL AUDIT OF APPENDIX b UNDER RULE 10.3, 4 CCR 723-27.

decision DENYING WAIVER

Mailed Date:  July 10, 1998

Adopted Date:  July 8, 1998

I.
BY THE COMMISSION

Statement

1. On May 8, 1998, U S WEST Communications, Inc. ("U S WEST" or "company"), filed an application with the Com-mission requesting a waiver of the certification requirement of Rule 10.3 of 4 Code of Colorado Regulations (“CCR”) 723-27 ("Cost Allocation Rules").  Rule 10.3 requires that the company's Appen-dix B to its annual report be certified by a certified public accountant.  U S WEST is requesting a waiver of this requirement for its 1997 calendar year results.

2. According to U S WEST's application, it has been the company's practice to utilize its own internal auditors to satisfy the certification requirement when it has not sought and received a Commission waiver.  The company has sought and received a waiver from the Commission audit requirement for 1993, 1994, and 1996 results.
 In support of its application, U S WEST states that it had an external audit performed as recently as two years ago in conjunction with Docket No. 96S-257T; recom-mendations from prior audits have been incorporated into U S WEST's ongoing procedures; and the revenues and expenses that are the subject of the audit requirement are small in magnitude.

3. In past years,
 according to the Commission's Cost Allocation rules, the company was required to have a Commission-approved Cost Allocation Manual ("CAM") setting forth the process for the segregation of company investments and expenses between regulated and deregulated operations.  The company has maintained and updated its CAM annually for purposes of supporting its annual Appendix B filing.  In Decision No. C97-1204 in Docket No. 97R-177T, the Commission eliminated the requirement for each provider to have a CAM approved by the Commission.  Although the Commission eliminated the requirement for a CAM, the new Cost Allocation Rules adopted in that decision retain the requirements for auditing of Appendix B results.  The new Rule 11.1.2 (4 CCR 723-27) states that the auditor's conclusion must contain infor-mation as to whether "the actual methods and procedures designed and implemented by the provider conform with the procedures described in these rules" rather than auditing what is in the CAM.

4. In Docket No. 90A-665T, the Commission granted U S WEST an alternative form of regulation ("AFOR") which con-tained a provision for reporting earnings results and a sharing mechanism when earnings exceed certain threshold amounts.  This AFOR was to be in effect for five years, terminating after 1997.  Prior to reports filed in 1998 for 1997 results, no previous year's results indicated earnings sufficient to produce sharing of overearnings.  According to the company, the results provided to the Commission for 1997 earnings show overearnings resulting in a need for sharing.  At this time, no decision has been reached by the Commission as to the accuracy of these company-produced results.  One adjustment to the financial results is determined by the removal of deregulated financial results from the overall results.  The Commission is aware that parties, including Staff of the Colorado Public Utilities Commission (“Staff”) and the Colorado Office of Consumer Counsel, have con-tested the segregated financial data produced by the company in previous dockets before this Commission.  Although we do not make any conclusions regarding the accuracy of the segregated results produced by the company for 1997, the need to examine the results of an audit of those results is increased as a result of 1997 AFOR sharing estimates.

5. Although the company states that it has performed numerous audits in recent years, the Commission is concerned that the period of time since the last internal audit may be such as to warrant an audit of the current results.  There are two primary reasons for this.  First, the telecommunications industry has changed significantly in the past few years.  With the enact-ment of Colorado House Bill 95-1335 and the Federal Telecommuni-cations Act of 1996, a marked change has occurred in telecommuni-cations regulation, and the variety and availability of services and providers.  U S WEST has introduced many new products, serv-ices, or marketing arrangements that link regulated and dereg-ulated sides of the business.  As markets become increasingly competitive, it is paramount that the Commission follow its stat-utory duty in § 40-15-106, C.R.S., to make certain that there is no cross-subsidization of deregulated services by regulated serv-ices.  Second, the Commission's removal of the CAM requirement from its rules increases the importance of an audit in order to link the financial results with compliance with the actual Com-mission cost allocation standards.  Previous audits only provide links between the CAM and the results and do not attempt to pro-vide information on compliance with Commission cost allocation standards.

6. According to the company's application, an annual internal audit is estimated to cost at least $100,000.  Since previous internal audits performed by the company focused solely on the certification of the results to the CAM (and a Commission-approved CAM is no longer required), it is possible that the cost and complexity of the audit may exceed that of previous audits.  We also assume that the company has not actually performed any work to date related to the required audit and that it will take an indefinite amount of time to complete.

7. The Commission has been informed by its staff that the company did not communicate its intention to request a waiver of the audit requirement prior to the actual filing.  This lack of knowledge of the proposed waiver request did not allow the Commission to make a decision on the waiver request so that the company could have performed the audit in time to accompany the Appendix B filing.  Therefore, the company has filed results in its 1997 Appendix B and for its 1997 AFOR that are not in com-pliance with Commission rules.

8. Because of the situation described above, the Com-mission believes that an audit of the 1997 Appendix B results is in the public interest.  We do not know the length of time an audit will take to perform; however, we believe in no case should it take longer than three months.  Therefore, we will order U S WEST to produce the required audit within 90 days of the effective date of this order.

9. Since the results of the audit may produce changes to the Appendix B results and the AFOR earnings, we intend to have the 1997 Appendix B and AFOR results subject to revision upon completion of the audit.

II.
ORDER

A.
The Commission Orders That:

1. The Application for Waiver of Certification Requirement for Appendix B, Rule 10.3, 4 Code of Colorado Regula-tions 723-27 is denied.

2. U S WEST Communications, Inc., shall produce the required audit according to Rule 10.3 within 90 days of the effective date of this Decision.  The audit results, complete with all audit recommendations, workpapers, and corrected results, shall be provided to the Commission Staff upon com-pletion.

3. This Order is effective on its Mailed Date.

B.
ADOPTED IN Commissioners’ WEEKLY MEETING July 8, 1998.
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____________________

Bruce N. Smith

Director
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� The 1995 results were used to support proposed rate changes in Docket No. 96S-257T. Rather than performing an internal audit, U S WEST had an external audit performed in order to comply with Commission rules.


� Decision No. C97-1204 in Docket No. 97R-177T, dated November 19, 1997, eliminated the Cost Allocation Manual (“CAM”) requirement. Prior to the change in rules, the company was required to have a Commission-approved CAM.
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