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SUMMARY 

RESOLUTION T-15939. GTE CALIFORNIA INCORPORATED 
(GTEC). ORDER REGARIHNG GTEC'SAC'TION PIAN FILED 
IN RESPONSE TO RECOr\tMENDATIONS OF THE 
COMMISSION ADVISORY & COMPLIANCE DIVISION (CACD) 
IN Its '·REPORT ON THE REsuLTS ()F EXAMINATION FOR 
GTE CALIFORNIA INCORPORATED'S SPECIAL NEEDS 
CENTER." 

BY LETTER, FILED l\IARCIl II, 1996 AND ACTION PLAN 
FILED APRIL 3,1996. 

e On March 4, 1996: CAC~ issued its u~~port on the Results of Exa~linalion for GTH. California 
Inc.orporated's Sp..,"'Clal Needs Center." This repOrt was based on an audit perfom\ed by GTEC of the 
Special Needs Center (SNC). In this report. CACD re\;ewed GIEC's audit and found that GIEC 
needed 10 strengthen its internal controls. improve its c.ost controls. and return $2.$ million in excessive 
c.osts to the De.afand Disabled Telecornmunic.ations Program Administrative COfnmittee (DDIPAC). 

On March II, 1996, GTEC submitted to the Comn\i~ior\ a leuer indic<tting that it accepted all 
recomniendations in CACD's repOrt. GTEC filed ils detailed action plan 6n AprilJ, 1996. 

This Resolution approves GIEC's action ptan. 

BACKGROUND 

On March ll, 1995, GIEC sent a letter to CACD summarizing the results of its inve.stigation of the SNC 
operation. In its leHer, and report. GTEC indicated that its internal auditor and investigators found that 
the SNC ntanager had violated a number of company practices and procedures that c.aused GIEC to seek 
reimbursement from. the DDt PAC (or expenses totating $363,456 in exce.ss of what was appropriate to 
operate the SNC for the periOd 1989 through October 1~·t 

GIEC requested CACD to review and verify its results. CACD conducted its own investigation of 
GlEes SNC and round that the SNC manager \iolated company policy, bypassed nomlal internal 
controls. and. through mismanagement. substantially inflated costs to the DDTPAC. 

On March 4. 1996, CACD is.sued its report. CACD recommtnded that GTEC reimburse the DDT PAC 
.A $2.5 million dollars (or the discrepancie.s that were discovered. and institute a number of safeguards to 
.. ensure that these problems do not recur. 
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GTEC'IDDTPAC/MKO·OOS 

e CACD's Report r«onunended that GlEe: 

• reimburse the DDIPAC $2.S miUion fot excessive costs; 
• pro\ide suflicicnt management o"ersight to. the SNC; 
• require the SNC to follow GTEC'scompany policies; 
• require its Internal Audits Dhislon to perform periodIc audits of the SNC; 
• ensure thal the SNC follows reasonable cost c.ontrols.; 
• justi(y and support every I~se that it is seeking rec.overy (or in this year's budge'; 
• justi(y and support the SNC's need for cellular phones; 

August 2. 1996 

• justify and support e\'ef)' purchase order that the SNC is seeking recovery (or in this year's budget; 
and. . 

• justifY and support the amount it claims for labot in thts year's budget. 

GTEC has agreed to CACD'$ recommendations. 

DISCUSSIONS 

Reimburse the DDTPAC 2.5 million 

GTEC "ire-transferred $2.5 million to the Deaf Trust Fund on Mar~h 20. 1996. 

Provide Sufficient Managenlent Oversight 

GTEC has taken scveral steps to in1ptove the nlanagement oversight ofthc SNC. GTEC improved 
management oversight by requiring its nlanagemeilt to: 

• participate in developing the SNC's annual budget; 
• review the SNC's monthly expenditures that are submitted to the DDTPAC; 
• review a new monthly expense trending report for the SNC; 
• r«five and n~\ie\,· detailed back-up data tor all expenses incurred by the SNC; and. 
• approve and sign aU hiring requisitions consistent \\llh company policy. 

Require Compliance with Company Politie.s 

GTEC currently requires the SNC to follow all company policie.s. 

Perform Internal Audits of the SNC 

GTEC "in conduct an annual audit of the SNC in 1997 and 1998. Audit repOrts "ill be supptled to 
CACD and t6 the Executive Director of the DDTP for infomlation and re\;ew. In addition. after 
1998. GTEC's Internal Audit Department "ill conduct internal audits of the SNC every three )'cars in 
accordance " .. ith company pOlicy. 

Institute Additional Cost Controls 

CACD's'fepOrt recommended that GTEC's SNC: 

• perform a le<1se-\,ersus-buy analysis for C\'ery item to be leased, in complianc.e \\ith GTEes 
corporate policy N.OOl.02; 
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• require all se"ice requirements and kases to be put out for bids by a group that is independent of 
the SNC; 

• require \\Titten c()ntracts for aU set\ices r«ei\'ed by the SNC; 
• require all contracts be re,iewed by a group that is independent ol"the SNC; and, 
• require the SNC to re,iew and analyze all ofilS current tabor requirements. 

GIEC has agreed to all of these recommendations. GTEC wtll require that: 

• all future leases \\it! have a lease-\,ersus-buy analysis, in comptianc~ ,,;th C<>mpany policy, 
performed before signing any lease; . 

• all future seniu requirements and leases "ill be put out for bid by a group that is independent of 
theSNC; 

• all future set'.i~ requirements and leases Will have wnuen contracts; and, , 
• all c()ntracts v.ill be reviewed by a s.roup that is independent of the SNC_ 

In addition, in e.1.rly 1995, Gl"EC changed the SNCs organizational structure. GTEC reevaluated 
each position at the SNC using its Hay System of Job Evaluation, and determined the appropriate job 
description and pay leyel for each position, ' 

JustifY and Support Every Lease thatGTEC is Seeking Rocoven' 

Currently GrEe's SNC has three leases. 

• GlEe has perfomled a lease-versus-buy analysis on its field \'ehiclerental. A copy of the lease­
versUs-buy analysis was presented t6 the DDIP\s Executive Director in May, 1996. The vans 
\\ill be leased through the G1EC National Contract for vchicles. This will eliminate the Hertz 
~~~~~ . 

• Upon OOfilptetion of the centralized-database project. computers \\;U be purchased accQrding to 
the data base requirements via the company awatd~ the contract through the bid process. This 
will elinlin3te the current c()mputet leasing purchase order. . 

• The SNC is at the end of a tive-ye.ar oonlract for the telephone system, A lease-versus-buy 
analysis was not conducted for the current systenl, but one will be conducted in the fall of I ~6. 
for a new telephone system to be instalied either in the No(\valk oftic~ or the new SNC location, 

Justify and Support the SNC's Need for CeUulat Phones 

GIEC performed a cost-benefit study to support its use of cellular phones for its Field Consultants. 
At(;()rding to GTEC, the U~ of teUular phones by the SNC field tepresentath·es. is C()st eRective and 
provIdes other benefits for the SNC. Cellular phones can be used to: 

• provided quick access to help i(l'leeded; 
• notifY Field Consullal'lts that a CustOmer has c.anceled the appoinh't\ent or changed the time; and, 
• keep the representatives from tying up a customer's tetephone. 

Jusli& and SuppOrt'Every Purchase Order for which GIEC is Seeking Recovefy 

GlEC currently has seventeen purchase orders. Eleven are ('or. supplying equipment for the SN·C's 
. customers,. The.se purchase orders· were put out for bid by Pacit'ic Bell and· are approved by the 
DDTPAC (or all DD1PAC related equipment. Of the remaining six purchase orders, two were for 
teases that were discussed pte\;ously. 
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GTECIDDTPAClMKfl·OOS 

The remalning four non-lease purchase Qrders are as f'oBows: 

August 2, 1996 

• The SNC has temlinaled its two cellular contracts (one purchase' order is for its historic teHuiar 
sePoice contracts, and the other purchase order is ror its cellular long distance telephone sePo1ce). 
The SNC is currently using GlE's national cellular $CPo;c<, C(lntracl. 

• GlEC and Sheila Thomson Consuhing have agreed 10 exchange ser\ic~ for Deaf and Disabled 
Tete(ofnmunicalion Progranl field visits atoost. Thomson Consulting wltl conduct field \;sits in 
GTEC/Continental Teteptwne's northern most territories thaI are closely aligned "lth California 
Telephone Assodation (eTA) properties thaI ThomsOn se,,'es. In exchange, GTEC y,iH conduct 
field \1sits for CTA~se(Ved customers that are more closely aligned with GTEC/Continental 
Telephone's propertieS that GlEC serves. 

• UpOn oompletion of the centralIzed warehousing proj~( GTEC will utilize the newly sete<:ted 
warehouse vendor along \\;th all other California Local Exthangc Carriers. This \\;11 then 
eliminate the Zamudio Distribution purchase order: 

JustifY and Sup~rt the amount oflaoot fo~ which the SNC is Seeking Reoovety 

In early I~S, GrEC changed the organizational structure or the SNC. GTEC reevaluated each 
position at the SNC using its HA \' System of Job Evaluatio~ and determined the appropriate job 
description and pay level for each position. 

Currently, GTEC is in the proce.s.~ of t()n\'erti~g the SNC tronl contract labor to GTEC emplo}:ees. 
and should complete it s conversion by the end of September, 1996. 

The exclusive use of' GfEC employees at the SNC y,;11 eliminate the possibility of violating GlEC 
policie.s regarding c()nlr3ct labor. ·10 addition. the pay established through the HAY proce.ss 
mentioned pre\iously assure.s that workers ate appropriately paid for the work perfomloo. 

During this time, GTEC Was able to deCrease the nunlber of employees at the SNC fTom 24 to 18. 

GlEC \\ill use these re\isoo employee and salary le\'els in its 1997 budget 
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e FINDINGS 

August 2. 1996 

1. CACD condu~ted an investigation into the operation ofGlEC's SNC and issued its report on March 
4, 1996. 

~. In a tetter to the Commission, dated Mar.;h 11, 1996. GlEC agreed to the r~ommendations in 
CACD's report. 

3. On April 3, 1996. GlEC filed its detailed aC-lion plan to c~rr~t problems at the SNC and comply 
\\ith the recommendations included in CACD's report. 

4. GTEChas: 

• reimbursed the nnlPAC $2,500.000 oil March 20, 1996; 
• imprOVed its corporate oversight of the SNC by re<}uinng greater management participation in the 

operation of the SNC; --
• required the SNC to follow GlEC's corpOrate ~lides; 
• instructed its Internal Audit Oepartment to audit the SNC during 1996. and 1997. After 1991, 

GTEC has requested its Internal Audit Department t6 aud,t the SNC every three years. GlEC 
has indicated that it \".ill provide a copy ot'its audit reports to CACD lIpOn completion of each 
audit; 

• agreed to perfoml le~se-versus-buy analysis, consistent \\;Ih tts Company poHcy, for all future 
leases; 

• agreed to require that all 'hture sef\ice requirements and leases be put out for bids b)' a group that 
is independent of the SNC; 

• agreed to require that all future services r~-dved by the SNC have written contracls; 
• agreed to have all future SNC contracts be te\;ewed by a group that is independent ot'the SNC; 
• justified the SNC·s current I.ease expense; 
• justified the SNC's current cellular phone expense; 
• justified the SNC·s cmtenl purchase order expense; and, 
• justified the SNC's current labor expense. 

S. GlEC's action ptan is re.sponsive to CACD's report and should be adopted by the Commission. 

6. The Commission expects all utilities that re(eive funding from the DnTPAC to have reasonable cost 
controls in effect This includes reasonable management oversight. appropriate internal (ontrols; and 
reasonable cost controls, such as sending out purchase orders out for bid. ha\ing written contracts, 
and perfornllng lease-versus-buy analysis for allle~ses. 

1. The Commission also expects the DDT PAC to be pro\ided suflicient infomlation to ensure that each 
utility that receives funding from the DDTPAC has suftlcient nlanagement oversight, internal 
controls, and cost controls. 
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GTEC./DDTPACJMKB·OQS 
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e THEREfORB, IT IS ORDERED that: 

1. The "Report On the Results of Examtna\ton (or OTB California Incorporated's Special Needs Center"' 
written by the Commission Ad\;sOry and Compliance Division is reasonable. and is adopted by the 
California Public Utilities Commission. 

2. GTB California lnoorporated must comply \\;th the rec.onln\endat1ons that are rontained in the 
"Report on the ReSults ofExam1natiori (or GTE California locQrpOrated"sSpecial Needs Center." 

3. GTE California lnoorporated shaH provide sufficient management oversight of the Special Needs 
Center. . 

4. GTB CalIfornia irloorpOrate<Ps Special Needs Center is to tollow GTE California Incorporated's 
company policies. . 

. , 

S. OTB California IflootpOtated's Internal Audit Departmef"ltshali perfonri annual audits or GTE 
California Irtcorporatedis Special Needs Center in 1997, aM 1998. 

6. GTE Ca!lt"ornia InOOfporatt,\JSs Internal Audit Department shaH perto~ tri-anlmal audit of GTE 
California .Inc<>rporated's Spetial Needs Center startlrigin 1m. 

7. GTE Califorrua In¢Orp6rated's Special Needs Center shall perform a luse-\,ersus-buy analysis for 
evel)' item that is leased. in compliance v.;th GTE California Incorp6nited's corporate po1lcy 
NJ)()1.0~_ . 

8. GTB California InOOrpOrated shan put aU service tequirementsand leases for the Special Needs 
Center out ror bids by a. group that is independent otthe Special Needs Center. 

e 9. GTB CalifomiaInoorpOrated ha\'e written contracts for all services re«lved by the SJ)«ial Needs 
Center. 

10. GTE Calitomia Inc{)rporated shall have all ott~e Special Needs Center"s contracts te\;ewoo by a 
group that is independent of the Special Needs Center. 

11. GTE Calirornia Incorporated shall justify and support cvcl)' lease that the Spedal Needs Center is 
seeking recovery (or in the Deafand Disabled telecommunications Program's next budget filing_ 

12. GTB California IncorpOrated shan justitY and support e\'el)' pure.hase order that the Special Needs 
Center is seeking recovel)' (or in the Deaf and Disabled Teletommunications Program's next budget 
filing. . 

13. GTE California Incorporated's actiOn pJan tired in response to the··~%epOi1 on the Results of 
Examination fot GTE California Incorp6taled's Sp~ial Needs Center" is approved and shaH be 
implemented as discussed in this Resolution. 
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August 2, 1996 

e This Resolutton is ~fl«d\'e today. . . . . , 
I hereby c("rtify that thts Resolution was adopted by the Public Ulilities Commission at its regular meeting 
on August 2. 1996. the f'ollo\\;og Commissioners approved it: 

,----~~~~~---~~---

1'.41 
Executive Director· 

P. GREGORV CONLON 
• :.:- . I' . 

. President . 
'DANIEL \Vm: FESSLER' 

JESSIB i. KNIGHT. It. 
HENRYl\i.DUQuB 
JOSIAH L. NEEPER 

Commissioners 


