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What is your name and address? 

Kimberly H. Dismukes, 111 West Madison Street, Room 812, Tallahassee, 

Florida, 32395-1400. 

Do you have an appendix that describes your educational and occupational 

history and your qualifications in regulation? 

Yes. Appendix I, attached to my testimony, was prepared for this purpose. 

Do you have an exhibit in support of your testimony? 

Yes. Exhibit-KHD-1) contains 19 Schedules which support my testimony. 

What js the purpose of your testimony? 

I will evaluate certain aspects of the transactions of BellSouth 

Telecommunications, Inc. d/b/a Southern Bell Telephone and Telegraph Company 

(Southern Bell or the Company) with its affiliated companies. 

, 

My testimony is organized into eight sections. First, I explain the importance of 

monitoring affiliate transactions. Second, I describe the FCC's rules for 

monitoring affiliate transactions and cost allocations. Third, I present a brief 

overview of the Company's organizational relationship with its parent company, 

BellSouth Corporation (BellSouth or BSC), and its other affiliated companies and 

subsidiaries and I describe each of the companies owned by BellSouth 

Corporation and the services they provide. Fourth, I address BellSouth 

Corporation's method of charging for services to its affiliates and describe the 

associated problems. In this section of my testimony I also discuss several 
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adjustments due to overcharges fromBellSouth Corporation. Fifth, I address other 

affiliates charges’ to the Company rind recommend adjustments. Sixth, I discuss 

services the Company provides to its affiliates and make recommendations.. 

Seventh, I discuss Bell Communications Research and its relationship with the 

Company and make appropriate recommendations. Finally, eighth, I present a 

summary of my recommended adjustments. 

huor t ance  of Monitorine Affiliate Transactions and Cost Allocations 

Q. Let’s turn to the fmt section of your testimony. Would you please explain 

why it is important to closely monitor affiliate transactions? 

Yes. In a situation involving the provision of services between affiiated 

companies (or withii one company that has both regulated and nonregulated 

services), the associated transactions and costs do not represent arm’s-length 

dealings. Cost allocation techniques and methods of charging affiliates should be 

frequently reviewed and analyzed to ensure that the company’s regulated 

operations are not burdened by the nonregulated ones. 

A. 

Because of the affiiiation between Southern Bell and the firms that contribute to 

expenses included in the Company’s cost of service, the arm’s-length bargaining 

of a normal competitiveenvironment is not present in their transactions. Although 

each of the affiiated companies is supposedly separate from Southern Bell, 

’ relationshiis among the warbus companies are still close. All are members of one 

k~rporate family with the same owners. _. 
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Furthermore, BellSouth Corporation, Southern Bell's parent, and its subsidiaries 

share a very close bond: many of the employees of the parent and the 

nonregulated subsidiaries are former Southern Bell and South Central Bell 

employees. These facts, combined with the ,continued interaction among the 

various entities, preclude any possibility of true arm's-length transactions. 

It should also be kept in mind that the Company has a substantial degree of 

monopoly power in its market. In turn, BellSouth has a great deal of control over 

the Company; in the absence of regulation, there is no assurance that affiliate 

transactions and allocations will not translate into unnecessarily high charges for 

the Company's services. Without regulatory review, a large, diversified, partially 

nonregulated firm like BellSouth or Southern Bell can undermine the regulatory 

process and earn monopoly profits indirectly through the mechanism of affiliate 

relationships and allocation of costs between regulated and nonregulated 

operations. 

Even when the methodologies for cost allocation and pricing have been explicitly 

stated, close scrutiny of affiliate relationships is still warranted. Regardless of 

whether or not the Company explicitly establishes a methodology for the 

allocation and distribution of affiliate costs, there is an incentive for BellSouth 

Coiporation to overcharge costs to Southern Bell and to undercharge costs to its 

nontegulated subsidiaries. Likewise, as long as Southern Bell is engaged in both 
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monupoly andnonregulated activities, it has the motive and ability to overcharge 

its regulated monopoly operations and subsidize its more competitive nonregulated 

ventures in order to underprice its competitors and gain market share. 

\s 

Inappropriate treatment of affiliate transactions may take a variety of forms. One 

is the misallocation of common costs. To the extent that the parent uses the same 

plant, equipment, and personnel to serve both its regulated and nonregulated 

activities, it has the incentive to overallocate the costs assigned to the former in 

order to maximize the charges passed on to its captive ratepayers. This same 

problem arises within the Company. Since Southern Bell provides both regulated 

and nonregulated services, it has an incentive to overallocate costs to its regulated 

operations and to underallocate costs to its nonreguhted operations. 

Another potential problem involves the underpricing of services that the regulated 

entity provides to the nonregulated companies or nonregulated operations. Like 

the overallocation problem, undercharging for specific services yields high returns 

for the competitive ventures, while ratepayers absorb any shortfall. If the prices 

for these services are set below the regulated company's direct costs, the 

regulated ratepayers will be forced to absorb costs from which they derive no 

benefit. Also, if the nonregulated subsidiaries or operations pay less than fair 

market value for the services provided by the regulated company, they will 

receive an unfair edge in the campetitive marketplace. 
I 
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Another abuse can result from the overcharging of services that the nonregulated 

entity prnvides.io the regulated company. Overcharging for services rendered to 

the regulated operations yields high returns for the nonregulated operations or. 

companies at the expense of ratepayers. \. 

Other abuses of affiliate transactions include the incurrence of costs at the parent 

or affiiate level which are typically not allowed for regulatory purposes, like 

contributions, lobbying, and advertising expenses. These costs are typically 

allocated to the regulated operations and are often hard to detect at the affiliate 

level. While these costs are sometimes captured and disallowed at the parent 

level, the same is not true for other affiliates that allocate costs to the Company. 

For example, BellSouth Advanced Networks, Inc. allocates costs to the Company 

which appear to include contributions, PAC administration expenses, and 

memberships. 

Regulatory commissions should also be concerned about duplicatibn of services. 

In a large organization like Southern Bell with a parent company like BellSouth 

Corporation, it is likely that duplicative services are provided. This is especially 

true where BellSouth Corporation provides services to numerous subsidiaries 

which are considerably smaller than the Company. While some services may be 

necessary far the smaller companies.. they are allocated to the Company 

regardless of whether or not they are provided or needed at the Company level. 

I i  6 
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Finally, regulatory commissions should be concerned about the intangible benefits 

(name recognition, personnel expertise, and financial stability) conveyed to the 

unregulated operations and affiliates at no cost. These benefits can be substantial. 

and are largely the result of the regulated operations, yet no compensation is 

awarded to the regulated operation for the conveyance of these benefits. 

Does incentive regulation reduce the incentive to shift costs away from the 

nonregulated entities and operations to the regulated operation? 

No. There are at least two reasons to believe that under incentive regulation the 

Company has a greater incentive to engage in inappropriate cost shifting from the 

nonregulated operations to the regulated operations. First, because the Company’s 

operations are not thoroughly examined under incentive regulation there is a 

higher probability hat  the Company can get away with shifting costs to its 

regulated operations. Under incentive regulation the Company is not subjected to 

the rigors of a rate proceeding which often result in disallowances for excessive 

costs (ix., for inappropriate costs charged to the Company’s regulated operations 

which should be borne by the Company’s nonregulated opetations or the 

nonregulated subsidiaries of either the Company or BellSouth.) 

Q. 

A. 

Second, due to the excess-revenue-sharing provisions in the incentive regulation 

plan, Southern Bell can increase its profits and avoid sharing excess profits with 

its .Customers if it shifts costs to its regulated operations (thereby lowering the 
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achieved return) and away from its nonregulated operations. Hence, I believe that 

incentive regulation actually increases the motive for abuse of affiliate 

relationships. 

Federal Communication Commission’s Rules \.. 
Q. Let’s turn to the second section of your testimony. What rules have been 

promulgated by the Federal CommuniCations Commission (FCC) concerning 

charges between affiliated companies? 

In FCC Docket No. 86-111, the FCC established Part X rules, which are 

supposed to govern the manner in which affiliates charge each other when subject 

to the FCC’s regulation. This order is known as the Joint Cost Order (JCO). The 

Part X rules, also found in Section 32.27 of the FCC Code of Federal 

Regulations, require the following pricing scheme: 

A. 

Services provided to an affiliate pursuant to a tariff, including a 

tariff filed with a state commission, shall be recorded in the 

appropriate revenue accounts at the tariffed rate. Services provided 

by an affiliate to the regulated activity, when the same services are 

also provided by the affiliate to unaffiliated persons or entities, 

shall be recorded at the market rate. When a carrier provides 

substantially all of a service to or receives substantially all of a 

service from an affiliate which [is] not also provided to unaffiliated 

persons or entities, the services shall be recorded at [a] cost which 

shall be determined in a manner that complies with the standards 

- 
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and procedures for the apportionment of joint and common costs 

between the regulated and nonregulated operations of the carrier 

entity. [47 C.F.R. Section 32.27(d) (1990).] 

\. 

The standards and procedures for the apportionment of joint and common costs 

between the regulated and nonregulated operations of the carrier entity require the 

use of fully distributed costs. 

The FCC also established rules for the sale or transfer of assets between affiliated 

companies. These rules require that assets transferred or sold to a regulated 

telephone carrier be recorded on the books of the carrier at the lower of fair 

market value or net book value. If the asset is sold or transferred from a 

regulated telephone carrier to a nonregulated affiliate, the asset must be sold to 

the affiliated company at the higher of fair market value or net book value. 

What are the FCC's rules with respect to charges between the regulated and 

nonregulated operations of the Company and for charges between affiliates 

for which there is no market or tariffed rate? 

In this same order the FCC addressed cost allocations between the regulated and 

unregulated operations of Tier I local exchange companies and AT&T. This order 

addressed cost-accounting safeguards which were to function as a substitute for 

separate regulated and nonregulated subsidiaries. Tier I local exchange companies 

and AT&T were supposed to file cost allocation manuals in accordance with .the 
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FCC-prescribed guidelines. After approval of the manuals, the FCC said it would 

allow the Bell Operating Companies (BOCs) and AT&T to offer nonregulated 

services without requiring these services to be provided from separate. 

subsidiaries. Accordingly, the BOCs and AT&T are now able to use plant, 

operations, marketing, and general and administrative resources for both regulated 

and nonregulated activities. According to the FCC’s requirements, costs are 

allocated according to a four-stage hierarchy: direct assignment, direct attribution, 

indirect attribution, and unattributable. 

In yoilr opinion, if the Commission can be assured that the Company follows 

the FCC’s rules, can it also be confident that Southern Bell’s regulated 

operations are not unfairly burdened by the Company’s transactions with its 

affiliates and the cost allocation techniques used? 

No. Merely following the FCC’s approach does not guarantee appropriate 

treatment. Furthermore, thii Commission is not bound by the FCC’s rules for 

purposes of regulating the Company. The FCC’s rules, while helpful, are vague 

and leave a lot of discretion to the utility. Consequently, even if the Company 

followed the FCC’s rules, this Commission could not be certain that Southern 

Bell’s regulated operations were not unfairly burdened by the affiliate 

Q. 

A. 

relationships. Additionally, there is little assurance that the FCC‘s oversight will 

be adequate for purposes of detecting abuses. 

Furthermore. the attestation audits conducted by the Company’s. outside ~ ._I. .’.’ 
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independent auditors should not be relied upon by the Commission for assurance 

that the Company's cost allocationand pricing techniques are fair and reasonable. 

These audits merely attempt to verify that the Company has followed the Cost 

Allocation Manual (CAM) and thus the rules sa forth by the FCC. As I discuss 

later in my testimony, the CAM is woefully inadequate for purposes of 

determining what methods the Company is using and cannot be relied upon for 

evaluating the reasonableness of affiliate transactions. In addition, the attestation 

audits, in my opinion are not as "independent" or "objective" as they should be. 

In many instances the language used in the audits is not conclusive. For example, 

in testing the transactions between BellSouth Advanced Networkr, Inc. (BSAN) 

and the Company, Coopers 8. Lybrand (the attestation auditor) concluded: 

"BSAN is billing BST directly fr r only one project. As they are not charging any 

rate of return in the FDC [ful'! distributed cost] calculation for the project, it 

does not appear there are any potential JCO problems." Clearly such a statement 

should not provide the Comr:iission with any assurance that the charges from 

BSAN to the Company are either in compliance with the FCC guidelines or that 

they are fair and reasonable. Just because no return is being charged does not 

mean that the cost allocation technique is reasonable or that the charges are 

reasonable. 

., ? There was at liast one instance where the auditors found the Company not to be 

In compliance with the FCC's rules, yet the auditors believed that thi affiliate . .; ;::, ;': ., 
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(BellSouth Enterprises) charges were'within the "spirit" of the FCC's guidelines. 

BellSouth Comoration and its Subsidiaries 

Q. 

A. 

Q. 

A. 

Let's turn to the third section of your testimony. Would you please explain' 

the organizational structure of the CompanX$nd Bellsouth Corporation? 

Certainly. Page IV-1 of the BellSouth Cost Allocation Manual describes the 

organizational relationship between BellSouth Corporation and its subsidiaries. 

For convenience I have summarized this organizational chart on my Schedule 1. 

As it shows, BellSouth owns four subsidiaries: BellSouth Telecommunications, 

Inc. (BST) which operates Southern Bell and South Central Bell Telephone 

Company, BellSouth Enterprises, Inc., BellSouth D.C., fnc., and BellSouth 

Capital Funding Corporation. Within BellSouth Enterprises, Inc. there are four 

corporate groups, each owning several subsidiaries. The groups within BellSouth 

Enterprises, Inc. include the advertising and publishing group, the corporate 

enterprises group, the mobile systems group, and the marketing, international and 

corporate development group. 

Would you please describe each of the companies owned % ~ y  Bellsouth 

Corporation, the major services each provides, and how each interrelates 

with Southern Bell? 

Certainly. As mentioned earlier, Schedule 1 of my exhibit depicts the corporate 

organizational chart of BellSouth Corporation. For convenience I have also 

included Schedule 2, which sets forth a matrix of affdiate-charging relationships , I  

between the Company and its various affiliates. Schedule 3 shows the amounts 

12 
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charged by each affiliate to Southern Bell, South Central Bell, all other affiliates 

of BellSouth, and nonaffiiiates.' Schedule 4 shows that amounts charged by 

BellSouth Telecommunications, 1nc.Z to its affiliates. 

\. 

BellSouth Corporation provides services to and receives services from Southern 

Bell. As shown on Schedule 3,  during 1990, and 1991, BellSouth charged 

Southern Bell $69,969,000 and $68,101,000, respectively. During 1992, 

BellSouth charged BellSouth Telecommunications, Inc. $99,777,000. The services 

provided by BellSouth Corporation are essentially corporate in nature; they 

include financial services, planning, legal services, public affairs, public relations, 

accounting and tax services, executive support, security, and personnel services. 

BellSouth D.C. is a corporation which represents BellSouth Corporation in 

matters involving the Federal Government. All of BellSouth D.C.'s costs are 

reimbursed by BellSouth Corporation. Thus BellSouth D.C.'s charges to Southern 

Bell are indirect--that is they are charged through BellSouth. As shown on 

Schedule 2, the Company provides several services to BellSouth D.C., including 

telecommunications, aircraft, procurement of Bellcore services, and training. 

2Q I NoaaffiliateinformAtionw&s apparently only pfovided if it was in the possession of Southern Bell. 

21 
22 
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In i9!72 .%~&Bell, South Central Bell, and BeilSouth Services wek merged to form BellSouth 
Telecommunications. Inc. 
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BellSouth Capital Funding Corporation, a wholly-owned subsidiary of BellSouth 

Corporation, provides financing services to BellSouth Enterprises and its 

subsidiaries. This subsidiary provides no direct services to Southern Bell, no;. 

does it receive any services from Southern Be4, 

BellSouth Enterprises is a holding company which provides planning, financial, 

and staff support to BellSouth's nonregulated companies. It was established to 

promote market development, resource allocation, and management of growth in 

lines of business not involved in basic exchange or exchange access services. As 

listed on Schedule 2, Southern Bell provides BellSouth Enterprises with numerous 

services: telecommunications, personnel, medical services, data processing 

services, support, aircraft, procurement, procurement of Bellcore services, data 

processing, maintenance and upkeep of motor vehicles, training, and customer 

refunds. 

As shown on Schedule 4, during 1992, BST billed BSE $680,000 for the services 

it rendered. BSE was the fourth largest recipient of services provided by BST to 

its affiliates. According to the CAM, BellSouth Enterprises does not provide any 

services to the Company. Nevertheless, certain of BSE costs are charged to the 

Company through chainimg. 

22 1' 
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13 

14 The corporate enterprises group provides leasing, training, and enhanced 

15 communications and computer-related services. Three of the subsidiaries 

16 comprising this group provide services to the Company: Sunlink'Corporation, 

17 BellSouth Resources, Inc., and BellSouth Information Systems, Inc. Likewise, 

Wou1d YOU review the various operating groups organized under BellSouth 
, 

Yes. The advertising and publishing group is primarily involved in the production, 

of telephone directories for South Central Bell apd Southern Bell. Several of the 

subsidiaries in this group provide services to and receive services from Southern 

Bell. This is depicted in greater detail on Schedule 2. 

The mobile systems group operates one of the largest cellular and paging systems 

in the U.S. According to the CAM, two of its subsidiaries, BellSouth Cellular 

Corporation (with its affiliates) and Mobile Communications Corporation of 

America (with its affiiates) provide services to and receive services from 

. 18 the Company provides services to them. 

19 

20 

21 
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Finally, the international and corporate development group offers a variety of 

communications services and products outside the U.S. The Company provides 

services, other than telecommunications, to two of the affiliates in this group: 
1 
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specifically, BellSouth International and Intelligent Messaging Services, Inc. The 

Company, however, receives no services from any of the affiiiates in this group. 

What about subsidiaries of BellSouth Telecommunications, Inc. What‘. 

transactions transpire between these cornpan@? 

As shown on Schedule 1, BST owns three subsidiaries, Bell Communications 

Research, Inc. (the Company is a one-seventh owner of Bellcore, the remaining 

owners are the six other Regional Bell Operating Companies), BellSouth 

Products, and BellSouth Business Systems. BellSouth Business Systems in turn 

owns six subsidiaries: BellSouth Advanced Networks, BellSouth Systems 

Integration, BellSouth Communications, Inc., Dataserv, Inc. (and affiliates) 

BellSouth Communication Systems, Inc. (and affiliates) and BellSouth Financial 

Services Corporation. 

BST provides services to all three of its primary subsidiaries. As shown on 

Schedule 4, in 1992, BST charged $212,000 to BellSouth Products for services 

rendered, $310,000 to BellSouth Business Systems for services rendered, and 

$5,000 to Bellcore for services rendered. With the exception of Bellcore, none 

of these companies provided services or products to the Company. 

The Company also provides considerable services to the subsidiaries of BellSouth 

Business Systems. Schedule 4 shows that during 1992, the eorripihy’chafged 

Dataserv, Inc. $14,000, Bellsouth Financial Services $25,000, BellSouth - 
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Communications Inc. $6,367,000, BellSouth Advanced Networks $8,000, and 

BellSouth Communications Systems, Inc. $1,502,000. 

BellSouth Coruoration's Charm to Affiliates 

4 Q. 
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6 A. 
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Let's turn to the fourth section of your testhqqny. Would you please describe 

how BellSouth charges for services it renders to the Company? 

Yes. BellSouth essentially arranges costs charged to its subsidiaries into two 

group. In the first are project costs, or costs that can be directly assigned to one 

or more entities. In the second are Corporate Services costs (CSC) that are 

allocated to BellSouth's subsidiaries rather than directly assigned. As shown on 

Schedule 5 ,  during 1988, 1989, 1990, and 19923, BellSouth's project costs 

amounted to $12,073,000, $11,775,000, $12,259,500 and $10,803,800, 

respectively; and its Corporate Services costs amounted to $107,295,000, 

$129,706,000, $137,493,800, and $122,921,200, respectively. 

The amount of Corporate Services costs allocated to BST, or Southern Bell and 

South Central Bell, amounted to $93,964,000 in 1988, $112,209,000 in 1989, 

$116,739,300 in 1990, and $95,316,700 in 1992. The recent decline in charges 

to BellSouth's regulated operations, i.e. the Company and South Central Bell, is 

a function of both a decline in the overall BellSouth charges and fewer dollars 

beiig allocated to the regulated operations than in prior years. 
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As is evident from reviewing this Schedule, the vast majority of Corporate 

Service costs are charged to BellSouth regulated telephone operations. In 1988 the 

Company and South Central Bell were allocateQ . 87.6% of BSC’s corporate costs, 

in 1989 they were allocated 86.5%, in 1990 they were allocated 84.9%, and in 

1992 they were allocated 77.5%. 

During 1992, BellSouth allocated Corporate Service costs to three subsidiaries: 

BellSouth Telecommunications, Inc., BellSouth Business Systems, and BellSouth 

Enterprises. To distribute these costs BellSouth has developed 207 allocation 

factors (referred to as Factor Reference Numbers or FRNs). The FRNs are 

broken down into three categories: noncomposite (141), CX type (23). and 

composite (43). [Southern Bell Telephone and Telegraph Company, Response to 

OPC’s Interrogatory 556.1 

The first category consists of allocation factors made up of single statistics (e.g., 

capital, employees, operating expenses) or multiple statistics (e.g., 30% regulated 

investment and 70% BSE investment). Many of the multiple noncomposite factors 

include a percentage for the general allocator (discussed in greater detail below). 

[bid.] 

The. second category, which is comprised of CX type factors, are used for 
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1 exception reporting, to allocate sporadic nonhomogeneous costs within a 

2 responsibility code. In other words, a responsibility code may use a noncomposite 

3 allocation factor to distribute most of its costs, but on occasion some charges may, 

4 be distributed using these CX type factors. CX,ype factors are made up of both 

5 single and multiple statistics. 

6 

7 

8 

9 

The thiid category, composite factors, is used to allocate the costs of top 

management. These factors are developed by summing the costs allocated to the 

employees who directly report to the managers. 

Do you see any problems with BellSouth’s allocation factors? 

Yes, I do. First, Southern Bell’s Cost Allocation Manual is sorely deficient in 

explaining how BellSouth’s costs are allocated to its affiliates and subsidiaries. 

There is no discussion of the allocation factors used, their development, or their 

application-all of which are necessary in order for the Commission to properly 

evaluate the reasonableness of the allocation method used by BellSouth. At a 

minimum, the CAM should include BellSouth’s cost allocation policies and 

procedures, the allocator factors, and the cost assignment methodologies by 

10 Q. 

11 A. 

12 

13 

14 

15 

16 

17 
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19 

20 

21 
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Second, approximately 78% of BellSouth’s Corporate Service costs were assigned 

to BST. While BST obviously represents a large share of BellSouth’s operations, 

I question the fairness of an allocation method that results in such a large 
1 
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allocation of common costs to BellSouth's predominately regulated operations. I 

believe it fails to reflect the benefit that BellSouth's numerous subsidiaries are 

obviously receiving from the shared services. Part of this problem is explained, 

next in the discussion of the general allocation,factor. 

Third, BellSouth uses the general allocator (FRN 100 and CX0006) to allocate. 

costs from many responsibility codes and also includes it as a component of many 

of the noncomposite allocation factors. Consequently, this allocator drives much 

of the BellSouth costs allocated to Southern Bell, South Central Bell, BellSouth 

Enterprises, and BellSouth Business Systems. The general allocator is intended 

to be used for accounts (responsibility codes) which are considered 

"unattributable" and thus have no direct relationship to other observable factors. 

BellSouth's general allocator is comprised of the subsidiaries' total operating 

expenses, less the subsidiaries' cost of goods sold, and less BellSouth's 

unattributable costs. 

Would you explain your concerns with the general allocator used by 

BellSouth? 

Yes. My concern with this allocation factor is that it does not reasonably 

distribute the associated costs among BellSouth Telecommunications (Le. 

Southern Bell and South Central Bell) BellSoutb Enterprises, and BellSouth 

'Business Systems. It islargely size driven; thus thebulk of these "unattributable" 

costs are allocated to Southern Bell and South Central Bell, despite the possibility 

20 
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that the benefits received by each company may not be proportionate. In other 

words, use of this factor implicitly assumes that the larger the affiliate the greater 

its received benefit from the performance of a particular function within 

BellSouth. For example, the Public Relations Qepartment of BellSouth uses the 

general allocator for several responsibility codes. According to the CAM the 

functions included in this category of expenses include public relations related to 

financial advertising and media information. pellSouth Corporation, CAM, 

Section V, p. 4; and Southern Bell Telephone and Telegraph Company, Response 

to OPC's Document Request 467.1 

The use of a size-based allocator is analogous to charging a 210-pound man twice 

as much to see a movie as a 105-pound woman is charged, merely because he is 

double her weight. Since they see the same movie, it is reasonable to assume that 

they have received the same quantity of service and should pay the same price. 

Similar logic ought to apply to many of the services that are being distributed 

using the general allocator: sheer size ought to be irrelevant. 

"hiis size-based approach ignores the possibility that relatively new competitive 

companies like BellSouth Information Systems, Inc., BellSouth Cellular 

Corporation, Intelligent Messaging Services, Inc., Cooperative Healthcare 

Networks, Inc., and others, might benefit disproportionately 

public relations, advertisimp and the l i .  

21 
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Similarly, small companies, like, Intelligent Media Ventures or BellSouth 

Persona! Communications, Inc., which presumably have a small amount of direct 

expenses could benefit disproportionately from this factor. In such a case, 

allocations based on size have little connectioqyith the actual benefits derived. 

The newest companies are the least known by the public and thus tend to derive 

the greatest benefit from the name recognition and other goals achieved by 

corporate advertising and public relations. Similarly, the firms operating in the 

most competitive markets are likely to receive greater benefit from advertising 

. and public relations programs than the regulated telephone companies, which 

continue to enjoy a high degree of monopoly power within their markets. 

Yet, under the general allocation approach, Southern Bell and South Central Bell 

have absorbed vastly more public relations costs (approximately 83%) than 

BellSouth's numerous unregulated subsidiaries. The same basic concept holds true 

for the executive department, the corporate secretary department, the 

comptroller's department, the corporate planning department, the assistant 

secretary corporate counsel's department, the federal relations department, and 

the corporate affairs department. 

As shown on Schedule 6, all of these departments use the general allocator to 

distribute a Iarge pcrtion of their costs; yet the newer and more competitive firms 

22 
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are likely to benefit disproportionately from the existence of these functions. 

Comparison of this factor with some of the other allocation factors used by 

BellSouth also raises questions. For example, tQe allocation factor represented by 

the total number of employees in each of the three organizations for the month 

of June 1992 was 13.8% for BellSouth Enterprises, 80.0% for Southern Bell and 

South Central Bell combined and 6.3% for BellSouth Business Systems, Inc. The 

total operating expenses allocation factor was 15.7% for BellSouth Enterprises, 

78.7% for Southern Bell and South Central Bell combined, and 5.6% for 

BellSouth Business Systems, Inc.. The allocation factor made up of key managers 

is 33.0% for BellSouth Enterprises, 61.8% for Southern Bell and South Central 

Bell combined, and 5.2% for BellSouth Business Systems, Inc. 

By contrast, the general allocation factor for the same month was 12.6% for 

BellSouth Enterprises, 82.5 % for Southern Bell and South Central Bell and 4.9% 

for BellSouth Business Systems, Inc. [Southern Bell Telephone‘and Telegraph 

Company, Response to OPC’s Interrogatory 556.1 Clearly, the general allocation 

factor allocates a smaller share of the costs to BellSouth’s unregulated operations 

than do these other allocation factors. 

I .  
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Q. Why does the general allocator apportion such a disproportionately large 

share of costs to BellSouth Telecommunications, Inc, if it is based upon all 

expenses which are supposedly based upon more objective measures? 

One of the reasons is the fact that included in @e general allocator are expenses 

associated with human resource services which provides labor relations, 

relocation, wages and salaries, and pensions and benefits services. This expense 

category is largest category incurred by BellSouth. Many of the allocation factors 

used to allocate these costs are employee related. As would be expected, Southern 

Bell and South Central Bell have the most employees and thus are allocated the 

most costs. In this particular instance this is not necessarily unreasonable. 

A. 

However, because this expense category is so large, it has a tendency to dominate 

the general allocator. Clearly, the number of employees of a company has little 

or no relationship to the benefits received from public relations, executive, and 

legal services rendered. Indeed, according to the Company such expenses are not 

related to anything. As such, it is not reasonable, in my opinion, to include in the 

allocation factor an account which is dominated by the number of employees. 

Another reason the general allocator apportions such a large share of costs to the 

Company, stems from the fact that many of the other factors used by BSC are 

also size driven. These include such items as total operating expenses, total 

capital, total equity, and others where, due to its size, BST would receive the 
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Q. 
A. 

largest allocation. 

A third reason stems from the possible bias of the individuals making up the', 

allocation factors. For many BSC charges, Qe individuals that charge to a 

responsibility code decide what the allocation factor should be. Under the 

circumstances where BellSouth owns both regulated and nonregulated companies, 

individuals may consciously or unconsciously tend to develop allocation factors 

that allocate more costs to the regulated companies. This would have the overall 

effect of maximizing BSC's profits. 

What are your conclusions about the general allocator? 

In my opinion, BellSouth's general allocation factor is not a reasonable measure 

of the distribution of benefits that are likely to be received from the centralized 

services provided by BellSouth. A better alternative would be a factor which 

gives some percentage weight to an equal distribution of costs to the three 

receiving entities. For example, a more reasonable factor than the general factor 

currently used by BellSouth would be one which gives 50% Weight to net 

operating expenses (i.e., the current BellSouth general allocator) and 50 % weight 

to an equal sharing among the major companies--25% to BellSouth Enterprises, 

25% to Southern Bell, 25% to South Central Bell, (Le. 50% to BellSouth 

Telecommunications, Inc.) and 25% to BellSouth Business Systems. Such an 

allocation factor for the month of June 1992 would assign 18.8% of BellSouth's 

"unattributable' costs to BellSouth Enterprises, 66.3% to Southern Bell and South 
1 

- 
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Central Bell combined, and 14.9% to BellSouth Business Systems, Inc. [Southern 

Bell Telephone and Telegraph Company, Response to OPC’s Interrogatory 556.1 

Who benefits the most from these unattributable costs? 

It is clear that BellSouth’s unregulated companies5 benefit more from the functions 

performed by BellSouth which are classified as unattributable than the small 

fraction which is allocated to them. Many of the costs which are classified as 

unattributable and allocated using the general allocator relate to very indirect 

functions which are performed--like those of the Chairman and Chief Executive 

Officer. While many of the functions he performs may be necessary for a 

company the size of BellSouth Corporation, any direct link between many of the 

functions he performs and the benefits transferred to the Company are remote at 

best. A review of his travel strongly suggests that he spends most of his time in 

a public relations mode--which promotes the overall virtues of BSC--not the 

telephone operations per se. Given the competitive nature of BSC’s unregulated 

companies and, for many of them, their new entry into the market place, the 

public relations and civic functions preformed by Mr. Clendenin should be 

beneficial. 

What other executives allocate their charges using the general allocator? 

The Vice Chairman, the Director of Media Relations, the Director of Corporate 

and Educational Affairs, the Director of Educational Affairs, the Director of 

26 

i 



. .. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

Planning4, the Director of Legislative Affairs, the Director of Legislative Policy, 

the Director of Congressional Affairs, and the Directors of Federal Regulatory 

all allocate their charges using the general allocator. 

What do you recommend with respect to thq-use of the general allocator? 

In my opinion, the Commission should require the Company to change the 

allocation factor to the one that I recommend. This distribution will also help 

alleviate the problem identified above with respect to impact of the human 

resources department and other size-based discriminations. 

Q. 

A. 

For the year 1992 I have determined the allocation factor that, in my opinion, 

should be used to allocate these "unattributable" costs. As shown on Schedule 7, 

my recommended allocation factor for 1992, which is based upon an average of 

each of the 12 month allocation factors, would allocate 19.28% of unattributable 

costs to BellSouth Enterprises, 66.32 % to BellSouth Telecommunications, and 

14.40% % to BellSouth Business Systems. 

Have you quantified the impact of your allocation factor, if it were Q. 

substituted for the Company's general allocator? 

Yes, I have. If the Commission agrees with my recommendation, the costs 

allocated to the Company using this factor would be reduced by $798,655 for 

A. 

21 
22 
23 general allocator. 

' Actually the Director of Corporate Planning using the composite of direct repom. but since all 
dir& rrpoas use the general allocator, the effective allocation factor used by this individual is the 
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1992. As shown on Schedule 6, in 1992, BST was allocated 77.44% of BSC 

corporate service costs. Changing to the allocation factor to the one that I 

recommend would still allocate 73.82% of BSC corporate service costs to BST.‘. 

For BST it would reduce expenses by $4,363,?25. 

Since BSC does not prepare a budget at the level needed to perform thii same 

calculation for the budgeted test year, I recommend that the Commission use the 

1992 data to adjust projected test year expenses. The overall level of BSC 

expenses charged to the Company in 1992 and 1993 is approximately the same. 

Thus, using 1992 data, as I have in other areas, will produce a reasonable and 

accurate result under the circumstances. 

Let’s turn to another subject. Would you address the issue of ownership 

costs? 

Yes. Ownership costs can be classified as those which are a function of BSC’s 

parent company and investor roles. Examples of ownership costs include senior 

executives who are concerned with managing the overall diversified group of 

companies owned by BSC and with providing overall guidance to BSC and its 

subsidiaries. In addition to the ownershiplinvestor aspect of these executives, 

many of them perform a significant amount of corporate public relations work 

which is more beneficial to the nonregulated subsidiaries of BSC than to Southern 

Bell. 
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Other examples of ownership costs include the costs associated with the corporate 

secretary, corporate planning, cash management, and corporate counsel. These 

departments are primarily responsible the maintaining the legal company, the, 

administration of its corporate responsibilities,*and external legal affairs. Many 

of these ownership costs are duplicative of the costs incurred by BST. 

Have you quantified the impact of your proposed disallowance for ownership 

costs? 

Yes, I have. My recommended expense adjustments are shown on Schedule 8. In 

total I recommend disallowance of $973,967 of BSC expenses which should be 

characterized as ownership costs and/or not appropriate for recovery from 

ratepayers. 

As shown, under the heading of BSC Executives, I propose disallowing 50% of 

the costs charged to the Chief Executive Officer’s responsibility code (Mr. 

Clendenin), the Vice Chairman’s responsibility code (Mr. Holding), the Executive 

Vice President and General Counsel’s responsibility code (Mr. Alford), and the 

Executive Vice President of Governmental Affairs’ responsibility code (Mr. 

McGuire). In total, my adjustment reduces the Company’s intrastate operating 

expenses by $507,218. 

These senior executives are only involved in a very indirect manner in providing 

specific technical and management guidance to Southern Bell. These individuals 
I 
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are primarily concerned with board strategic policies and promoting the image of 

BSC. 
\ 

For example, according to the Company’s resRQnse to OPC’s Interrogatory 34, 

the CEO is: 

To provide leadership to the Board of Directors in carrying out its 

collective responsibility for the management of the assets, business 

and affairs of BellSouth Corporation. 

To strategically plan, organize, manage and control the total 

operations of BellSouth Corporation and its subsidiaries in ways 

that result in the optimum in cost effective service, the required 

growth in revenues and earnings, and expansion into new 

international markets and new business lines, while maintaining 

compliance with applicable regulatory guidelines, Board policy 

standards, and maintenance of a viable existence within the 

competitive marketplace. (Southern Bell Telephone and Telegraph 

Company, Response to OPC’s Interrogatory 34.1 

The Vice Chairman’s basic functions are: 

To provide strategic guidance to the company’s financial and 

corporate planning process and to human resources and public 
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relations areas in order to anticipate, prepare for and respond to 

business demands in ways that assure the company a competitive 

and profitable posture in the marketplace. [Ibid.] 

\s 

The Executive Vice President of Governmental Affairs’ position is described as 

follows: 

Accountable for developing and implementing corporate policy to 

achieve favorable public policy decisions at the federal level; for 

apprising senior management of developments that may impact 

such public policy decisions; for directing corporate actions to 

influence the course of these developments; and for enhancing the 

goals while enhancing the stature of the company as the leader in 

the telecommunications industry. [Ibid.] 

Finally, the Executive Vice President and General Counsel is responsible for 

providing the management of BSC and its subsidiaries with legal counsel, advice 

and representation through direction of the BSC’s legal departments, functional 

direction and coordination of subsidiary legal departments, and supervision of all 

outside counsel employed by BellSouth companies. This person is to participate 

in the overall management, guidance, and policy making for BSC and to make the 

legal functions operate as one for all companies. [Ibid.] 
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1 Q. 
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3 A. 

4 

Have you reviewed any documents which suggest that BSC emphasizes its 

nonregulated operations when making presentations? 

Yes. In a speech given to the financial community in New York, in January 1992,. 

Mr. Clendenin emphasized BellSouth Corporatign’s diversified operations. For 

5 

6 

7 

8 

9 standpoint. 

example, Mr. Clendenin spoke about wireless service: 

Domestic and international wireless are indeed key components of 

BellSouth’s growth strategy. And, we’re well positioned in these 

emerging markets, both geographically and from a marketing 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

We can offer the customer almost anything on the wireless 

continuum--from tone-only paging, to fast-handoff, to fully 

featured cellular. In between are numeric and alphanumeric 

paging, mobile data, and experimental Personal Communications 

Services, or PCS. 

Mr. Clendenin spoke about acquisitions: 

... we were active in the acquisitions market last year. 

Domestically, we finalized deals with GTE, Graphic Scanning and 

McCaw. 

As part of the RAM Broadcasting joint venture I’ll talk more about that 
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later, we have a deal pending that will give us a majority of the non- 

wireline license in Honolulu. [Southern Bell Telephone and Telegraph 

Company, Response to OPC’s Document Request 794.1 

\. 

Mr. Clendenin also addressed BSC’s operations in Argentina, Mexico, Venezuela, 

Uruguay, Chile, New Zealand, Denmark, and Australia. 

In another speech given in Orlando, in November 1992, Mr. Clendenin continued 

to speak about BSC diversified efforts and many of the same subjects addressed 

in New York. hfr. Clendenin addressed the shifting of the focus of BSC. 

And all of these strategic responses to the opportunity that change 

has created, I thii, show that we are in fact shifting the long term 

drivers of our corporation. [Ibid.] 

Mr. Clendenin explained how in 1983, BellSouth Enterprises represented only a 

single digit percentage of BSC’s equity value. By 1992, BSE represented 

approximately one-third of BSC’s equity value. And, by the year 2001, BSC 

estimates that BSE will represent about 60% of BSC’s equity value. [Ibid.] 

I have included in my exhibit, as Schedule 9, this entire speech. It gives a clear 

sense that while the regulated telephone operations are still important to BSC, 

many of the nonregulated diversified operations are receiving considerable 
I 
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attention from BSC’s executives. Furthermore, it also shows that in the future, 

BSC intends for the nonregulated operations to dominate the makeup of 

BellSouth’s operations. Clearly, such a strategy cannot be accomplished without, 

substantial effort on the part of BSC’s top mawgement. 

Have you reviewed any other information which indicates that these senior 

executives’ costs should not be born by Florida’s ratepayers? 

Yes. Schedule 10 of my exhibit setS forth Mr. Clendenin’s use of the executive 

corporate aircraft. This schedule shows the dates of Mr. Clendenin’s flights, his 

itinerary, the miles flown, the passengers, and the purpose of the trip. A review 

of this schedule clearly demonstrates that much of Mr. Clendenin’s travel time 

is spent not promotifig the regulated telecommunication operations, but in 

promoting the overall corporate image of BSC. In the past this Commission has 

determined that corporate “image” advertising is not appropriately recoverable 

from ratepayers. I view Mr. Clendenin’s public relationslimage enhancement 

efforts in the same light. 

Below I have listed the purpose of every fifth flight taken by Mr. Clendenin: 

Speak to financial community; 

Visit family of J.B. Campbell, Director of BellSouth Board: 

Attend unveiling of C. F. Baily’s portrait; 

Speak at Jefferson County public school administrators retreat; 

Attend meeting of the business council; 
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Talk at Western Kentucky University; 

Attend function honoring deceased BellSouth Director; 

Speak to Boy Scouts; 

Attend meeting with regional Bell Oper@g Companies CEOs; 

Make speech to Boy Scouts; 

Attend shareholders meeting; 

Meet with Governor and attend broadband network function; and 

Speak at Point of Lights conference. 

As can be seen from reviewing both the above list and Schedule 10, Mr. 

Clendenin does not spend the majority of his travel time on the regulated arm of 

BSC. To the contrary, at least from his travel, it appears that Mr. Clendenin 

spends a great deal of time promoting the overall image of BSC. 

Schedule 11 of my exhibit summarizes vouchers that I selected from BSC’s 

transaction journal. Many of the vouchers that I selected relate to travel and 

entertainment expenses of BSC’s executives. (It is important to note that the 

transaction journal has no explanation as to the purpose of an expense being 

incurred, except for the account that it is being charged to. Thus, while my 

selection was geared toward certain miscellaneous expense accounts, I had no 

knowledge of the purpose of the expense.) 
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Page 9 of this Schedule shows all of the expense vouchers that were pulled 

relating to Mr. Clendenin. Like the corporate aircraft, much of Mr. Clendenin's 

travel expenses are related to enhancing BSC's public image, or are related to. 

other public and civic activities. For example~Mr. Clendenin's travel includes 

expenses for meeting with the Regional Bell Operating Companies (RBOCs) to 

discuss legislative matters, for meeting with the news media, for attending a 

Junior Achievement breakfast for Atlanta business leaders, for attending the Boy 

Scouts National Council meeting, and for meeting with the New York Times 

Editorial staff. 

So far you have only addressed Mr. Clendenin. Have you reviewed any 

documents which suggest that activities of the other senior executives are not 

entirely beneficial to the Company? 

Yes. Vouchers examined which related to Mr. Holding are shown on page 7 of 

Schedule 11. Mr. Holding's responsibility code, HEOHOO, shows several 

questionable items which indicate that he serves, at least in part, in a public 

relationslentertainer role. Furthermore, his travel and expense activities would 

appear to have little to do with the regulated telecommunications operations of 

BSC. As shown on Schedule 11, Mr. Holding incurred expenses for such items 

as golf green fees at the Atlanta Athletic Club to discuss issues in the 

telecommunications industry; for 1992 Atlanta Hawks NBA playoff tickets; for 

1992-93 season tickets for the Atlanta Hawks; and for 1992-93 Georgia Tech 

season basketball tickets. In addition to these expenses, the Company refused to 
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provide other vouchers requested (specifically six) claiming that the costs are not 

charged to Southern Bell and thus are not relevant. Presumably, if the costs are , 

not charged to Southern Bell, then the activities engaged in by Mr. Holding are’, 

also not related to Southern Bell. In my opinip, a review of the few selected 

travel and entertainment vouchers of Mr. Holding, combined with the Company’s 

admiision that much of hi travel is not related to BST, demonstrates that little 

of his efforts is beneficial to the regulated telecommunications operations of BSC. 

No travel or entertainment vouchers were requested for Mr. McGuire, the 

Executive Vice President of Governmental Affairs, and only one was requested 

with regard to Mr.  Alford, the Executive Vice President and General Counsel. 

For the latter, as depicted on page 8 of Schedule 11, the expense voucher related 

to Mr. and Mrs. Alford attending the ABA annual meeting in San Francisco and 

numerous bar dues that were submitted with this expense reimbursement. 

W h y  are you recommending that only 50% of these cost be disallowed as 

opposed to loo%? 

My 50% recommendation reflects the decision made by the Commission 

concerning these types of expenses in at least one other rate case where 50% of 

ownership costs were disallowed. 

In addition, while I believe that only a small fraction of these expenses benefits 

Southern Bell and the Florida intrastate ratepayers, my 50% disallowance reflects 
I 
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a conservative estimate. I believe that a 50% disallowance is reasonable and gives 

the Company the benefit of the doubt. 

Would you explain why you believe that 50% of the costs charged to’. 

Corporate Planning should not be charged tqFlorida ratepayers? 

The Corporate Planning department is involved in strategic planning issues and 

the identification of BSC business opportunities. The Corporate Planning 

department also develops models of BellSouth’s financial performance for use in 

financial strategic planning. 

Some recent strategic issues analyzed by this department show that their functions 

are diverse and not primarily related to the regulated telecommunications 

business. These include: the overall BSC position and direction on information 

services; the overall BSC position and direction on wireless services; the overall 

BSC vision and direction in the global telecommunications and information 

industry; the implication for BSC and its businesses of the long term trend in the 

telecommunications and information industry; BSC’s position 6n intelligent 

network services; the opportunities that exist in the healthcare and education 

markets; the indicators that best measure BSC’s progress toward meeting its short 

and long-term business goals; how do BSC and other institutions link technology 

and planning with strategic business planning; what should BSC’s strategies be 

relative to emerging wireless technologies; the impact of wireless technology on 

BSC’s current paging business; what should BSC’s strategies be regarding 

38 



r !, 

i l  

.. . 

1.:: 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

manufacturing assuming relief from the Modified Final Judgement (MFJ); and 

how are BSC's business strategies linked to participation in technology standards 

with respect to wireless technologies. [Southern Bell Telephone and Telegraph . 
Company, Response to OPC's Interrogatory 23.9<] 

A recent quote from BSC's Vice President of Strategic Planning, Mr. Charles C. 

Miller, 111, also yields some insight into this department. When the Virginia 

Supreme Court recently ruled that Bell Atlantic could provide cable service, Mr. 

Miller was quoted as saying "We have planned for this possibility." 

Finally, a review of some of the expense vouchers for this department supports 

the department's emphasis. on diversification and the nonregulated operations of 

BSC. For example, BSC spent in excess of $10,000 to send someone to Hong 

Kong, Shanghai, Tokyo, Melbourne, Canberra and Sydney, Australia, in 

connection with strategy development, which apparently had nothing to do with 

regulated telephone service in Florida. This department spent $23,338 for a study 

concerning cable TV and wireless threats and opportunities. 

The material that I have reviewed indicates that while the Corporate Planning 

20 

21 

22 

department of BSC provides a great deal of strategic planning service, only a 

small portion deals with the regulated telecommunications industry. For this 

reason I believe that it would be reasomble for the Commission to disallow 50% 
I 
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of this department’s expenses. As shown on Schedule 8, this results in a reduction 

to the Company’s test year intrastate operating expenses of $358,735. 

Would you address your adjustment for the treasury and cash management’, 

function? \ 5  

Yes. The Treasury department of BSC, which is where the cash management 

functions are performed, provides a range of services including pension 

administration, investor relations, cash management and financing support. Those 

functions within this department, which manage BSC’s cash, investments, and 

borrowings, should be considered ownership costs--costs that are either redundant 

to costs incurred at BST or which would not be incurred by ratepayers in the 

absence of the holding company arrangement. For example, in response to 

OPC’s inteirogatories 379 and 380, the Company indicated that it develops and 

coordinates its own cash forecasts without dependence on BSC and that it 

coordinates its own banking relations without dependence upon BSC. 

Since BST has the capabilities to manage its own cash and perform its own 

banking relations, it would be unfair to require ratepayers to pay for this expense 

twice because of the BSCBST holding company arrangement. Accordingly, I 

recommend that 25% of the costs associated with cash management be 

disallowed. The 25 % disallowance is designed to estimate the amount of expenses 

that are redundant or not beneficial to BST. I have used a lesser percentage for 

thii function than for the others because there appear to be necessary functions 
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that could not be performed in the absence of BSC, or would be required at the 

BST level if BST were not owned by BSC. As shown on Schedule 8, this 

recommendation reduces the Company’s intrastate expenses by $68,815. 

Would you discuss the Assistant Secretary&orporate Counsel department 

and why you believe a portion of these expenses should be disallowed? 

Yes. This department’s functions include maintaining the total corporate structure 

as a viable entity, providing support to the Board of Directors of BSC, and 

providing other support to subsidiaries on matters of special expertise in the 

corporate governance area. This department supports the BSC parent legal entity 

and should be considered an ownership cost. In addition, many of the costs 

incurred by thii department are duplicative of costs incurred at the BST level. For 

example, both BST and BSC must support their respective Board of Directors. 

As shown on Schedule 8, I recommend that the Commission disallow 50% of the 

costs charged to this department, or $39,199 on a Florida intrastate basis. 

Has this Commission adopted similar adjustments in other prbceedmgs? 

Yes. I am aware of one other telephone rate case where this Commission reduced 

expenses for such ownership costs. Specifically, in a United Telephone Company 

of Florida rate case, in Order No. 24049, the Commission disallowed 50% of 

such ownership costs. In that docket the Commission concluded that costs for 

senior executives, costs for business development and strategic planning, certain 

costs for the treasury department, and costs for the corporate secretary have 
4 
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attributes of both ownerlinvestor and management costs. As such the Commission 

concluded that 50% of the cost of such expenses should be disallowed for 

ratemaking purposes. 

Let’s turn to another subject. Would you..discuss the Company’s other 

regulatory adjustments? 

Yes. The Company’s 1993 budgeted test year removes $2,676,000 associated with 

various expenses charged from BellSouth Corporation and Bellcore. The 

Company’s adjustment consists of the following: $269,000 for BellSouth 

Corporation contributions; $80,000 for Bellcore contributions; $30,000 for 

BellSouth social and service dues; $4,000 for BellSouth Services dues; $164,000 

for the BellSouth Golf Classic; $731,000 for the BSC Federal Relations 

department; $164,000 for the BSC Federal Regulatory department; $552,000 for 

BSC image advertising; $51,000 for Bellcore advertising; and $631,000 for 

expenses associated with sponsorship of the Olympics. 

To estimate the amount to remove from the projected test y& the Company 

merely used the actual 1991 adjustments and inflated them for two years growth 

to arrive at the adjustment applicable to 1993. 

Do you believe there are additional adjustments that fit under this category 

of other regulatory adjustments which the Company has not made? 

Yes, I do. I am proposing six adjustment above and beyond those proposed by 

the Company. They are depicted on Schedule 12. As shown, I r€commend an 
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adjustment of $213,723 for BSC corporate advertising, $506,436 for BSC’s 

Corporate Affairs department, $255,985 for BSC’s D.C. Public Relations 

department, $501,615 for BSC legal expenses associated with antitrust and MFJ. 

matters, $34,134 for BSC sponsorships, $56,38Lfor BSC donations, and $42,717 

for Bellcore memberships. 

Let’s discuss each of these separately. Would you begin with the adjustment 

for advertising? 

Yes. This Commission routinely disallows expenses associated with corporate 

image advertising. The Company has made an adjustment to remove $552,000 of 

BSC image advertising. My proposed adjustment removes the remainder of BSC 

advertising expenses charged to the Company. The Company apparently believes 

that the remainder of the advertising costs relate to product specific 

advertisements and thus are appropriate for recovery from ratepayers. I disagree. 

I have reviewed the advertisements which the Company believes should be 

included in test year expenses. In my opinion, these BSC advertisements are just 

as much designed to boost BSC’s image as those that the cbmpany itself 

disallowed. 

The Company apparently believes that because a specific product was mentioned 

in the advertisement it is allowable for ratemaking purposes. I have included as 

Schedule 13 of my exhibit the advertisements for which the Company requests 

recovery of the costs from ratepayers. A review of these adveitisements, in my 
t 
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Commission disallow an additional $213,723 associated with image advertising.. 

Would you discuss your adjustment for Corporate, Educational, and External 

Affairs? 

Yes. Within the Public Relations department there are four sections which incur 

costs that should not be charged to ratepayers. They are: Corporate Affairs, 

Educational Affairs, Executive Support, and External Affairs. A review of the 

Cost Assignment Forms used by the individuals that work in these departments 

indicates the nature of the services performed. 

For example, the director of corporate and educational affairs performs the 

following functions: oversees Bdlsouth's interest in education and in support for 

local, regional, and national issues of community interest; directs the BellSouth 

Foundation which provides F i c i a l  support to eduction in the southeast; 

coordinates the Global LsiAzs program; and directs the corporate'contributions 

and membership program;. [Southern Bell Telephone and Telegraph Company, 

Response to OPC's Docuwnt Request 469.1 

The operations manager for executive services and employee communications 

performs the following functions: implements and Coordinates stockholder 

meetings, the BellSouth Golf Classic, executive conferences; provides staff 
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support for CEO and other presentations on public relations matters; provides 

employee communications articles for publication in newspapers and magazines; 

and coordinates public relations planning. [Ibid.] 

\.. 
The director of external affairs performs several functions including: supporting 

employee involvement in community and civic volunteer efforts; developing 

BellSouth arts program and an in-kind contributions policy and program; 

developing a contributions policy handbook and corporate membership directory; 

providing staff support to the CEO for his external activities such as Chairman 

and Executive Board Committee Member of the U.S. Chamber of Commerce, 

member of the Unity Way's Board of Governors, Business Roundtable, Boy 

Scouts of America, Woodruff Arts Center, Atlanta Historical Society, etc.: 

managing all fund raising efforts related to the CEO's external activities including 

the National Alliance of Business, the U.S. Chamber of Commerce, the JFK 

Center for Performing Arts and National Junior Achievement. [Ibid.] 

In my opinion the costs incurred for this department do not provide a direct 

tangible benefit to Florida ratepayers. This department largely supports the social 

and civic activities of BSC, the benefits of which would enure to the overall 

corporate image of BSC. This Commission has in the past ruled that the cost 

associated with image enhancement should not be borne by ratepayers. 

Accordingly, I recommend that the Commission disallow $506,436 of this 
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department’s costs which are charged to the Company’s intrastate operations. 

Would you dscuss your adjustment for media and public relations? 

Yes. I have made two adjustments. One for the media relations section within’ 

the Public Relations department and one fo; the Vice President of Public 

Relations. Concerning the former, this section discloses financial, regulatory, 

legislative, and policy information concerning BSC. The functions performed by 

the staff manager of media relations include: providing information on new 

services and products; educating national consumer groups; writing letters to 

editors; media training, and writing and editing articles for use in trade 

magazines. 

. 

Concerning the latter, a review of the types of expenses charged to the Vice 

President of Public Relation’s responsibility code indicate that these costs are not 

appropriately recovered from ratepayers. This Vice President spends his time 

promoting the corporate image of BSC, which is not an expense which should be 

recovered from ratepayers. As shown on Schedule 11, page 8, the Vice President 

of Public Relations, Mr. Yarbrough, spends a great deal of time traveling around 

the country enhancing BSC’s image. 

During 1992, a sample of his business expenses includes: a trip to Washington 

D.C. to attend a medii relations meeting and a Points of Light Foundation 

Meeting; a dinner meeting with the University of Georgia’s Vice President for 
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development and university relations, to see if BSC could do anything for him 

(Mr. Clendenin and Mr. Yarbrough are trustees for the university); attendance 

at the Arthur Page Board meeting and Ad Council Finance Committee meeting; 

representation of BSC at the Houston AdvertisiqG Federation to judge entrants for 

the Addy Awards; attendance at several Ad Council meetings; and attendance at 

the Civilian Public Affairs Committee of West Point. 

The expenses charged to both the Media Relations and the Vice President of 

Public Relations departments should not be charged to ratepayers as they receive 

little direct benefit from the functions performed in these departments. 

Accordingly, I recommend that the Commission adjust the Company's intrastate 

expenses by $255,985. 

Would you discuss your proposed adjustment for legal expenses associated 

with Modified Final Judgement (MFJ) and antitrust matters? 

Yes. BSC's legal department has a group of lawyers that represent BSC in MFJ 

and antitrust legal matters. The Cost Assignment Form filled'out by these 

lawyers shows that they perform functions such as providing legal advice on 

matters relating to the MFJ and general antitrust matters. 

In my opinion, these costs should not passed on to ratepayers unless the Company 

can demonstrate that the antitrust matters relate to the Company's regulated 

operations and that no antitrust laws have been violated. To the extent that the 
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Company or BSC engaged in activities that were or are in violation of antitrust 

laws, the associated expenses to defend the Company from such illegal actions, 

should be absorbed by stockholders not ratepayers. To the extent that matters are 

still pending and no determination has been qade with respect to such alleged 

violations, then these expenses should be deferred until such a determination is 

made. In other words, I believe that the Company, through BSC, should be 

allowed to defend itself against antitrust allegations; however, these expenses 

should not be recovered from ratepayers until a decision is made that no 

violations took place. 

With respect to MFJ matters, I also do not believe that such legal costs should be 

charged to ratepayers. Requests for waivers and other legal actions concerning the 

MFJ would be mostly related to the nonregulated operations of BSC or the 

Company. To the extent that some MFJ waiver requests are related to the 

Company’s regulated telephone operations then I believe that the Company bears 

the burden of showing this and providing the related expense qaantification. In 

the absence of such a showing, I believe it would be reasonable for the 

Commission to disallow all such expenses. 

As shown on page 2 of Schedule 12, I recommend that the Commission disallow 

$501,615 of legal expenses related to antitrust and MFJ matters. 

1 
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Olympics. In response to OPC’s interrogatory 1071, the Company indicated that 

BSC sponsored the following events in 1992 and 1993: Stennis Center for Public 

Service, Yaarab Shrine Circus, Greater Atlanta Chamber of Commerce 

Foundation, Inc., ORFUN, National Federation of Independent Business, Center 

for Workforce Preparation, National Alliance of Business, Business & 

Technology Alliance, Backstage Productions, Inc., Disability Law Foundation, 

Minority Enterprise Development Agency, Chattahoochee Rowing RegadAtlanta 

Rowing Club, National Eduction Goals Plan, Domestic Leadership Council, 

Tennessee Host Committee, Project Open Hand/Atlanta, Strom Thurmond 

Eduction Fund, The National Black Gazette, Black Progress Review, and 

National Educational Computing Conference. 

I see little difference between contributing money to these events and making a 

charitable contribution or sponsoring the BellSouth Golf Classic or the Olympics. 

Accordingly, I recommended that the portion of these expenses which have b&n 

charged to the Company be removed from test year expenses. As shown on 

Schedule 12, I recommend disallowing $34,134. 
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What is your adjustment for BSC donations? 

In 1992 BSC made $360,000 in donations as follows: $100,000 to the Carter 

Center, Inc.; $60,000 to the Robert W. Woodruff Arts Center, Inc.; $20,000 to 

the Ida Cason Callaway Foundation; $20,000 to Emory University School of 

Medicine; and $160,000 to the Millsaps College. For the reasons discussed with 

respect to sponsorships, I do not believe that these expenses should be charged 

to Florida's ratepayers. As shown on Schedule 12, the Florida instrate portion of 

these expenses is $56,381. 

Would you discuss your adjustment for Bellcore memberships? 

Yes. According to the Company's response to OPC's interrogatory, Bellcore does 

not isolate social and service membership dues. All amounts are booked as 

professional membership dues. As such, the Company made no adjustment to 

remove these expenses from the test year. In 1992 Bellcore spent $1.7 million on 

such memberships. 

\.. 

Schedule 13 of my exhibit is a list of membership dues paid by Bellcore in 1992. 

I have underlined those that I do not believe should be passed onto customers. 

The distinction I made was to allow memberships which appeared to be related 

to professional activities and telecommunications, like engineering associations 

and the telecommunications industry association. Those that I did not allow 

include contributions to universities, chambers of commerce, junior leagues, 

travel associations, and other associations which appeared to have no relation to 
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telecommunications or benefit to the ratepayers of Florida. Accordingly, I am 

recommending that the Commission disallow $42,717 for Bellcore memberships 

which have been charged to the Company. 

As part of its other regulatory adjustment& the Company is making an 

adjustment for aircraft expenses. Have you evaluated this adjustment? 

To the extent possible. According to Mr. Reid‘s updated testimony the Company 

is proposing to remove $26,000 of expenses related to corporate aircraft. In his 

deposition, Mr. Reid knew little about the proposed adjustment; however, he did 

know that it related to removing spouse travel. He did not know, however, if it 

included the travel associated with spouses of BSC employees. Despite the 

lateness of Mr. Reid’s updated testimony, the Company refused to provide as a 

late filed deposition exhibit, the workpapers, calculations, and other documents 

backing up this adjustment. Thus, I could not evaluate any analysis undertaken 

by the Company. 

Would you address the Company’s ownership of aircraft and its intended 

use? 

Yes. The Company owned nine airplanes until July 1992, when it sold two. 

According to the Company’s response to OPC’s interrogatory 660, Southern Bell 

and its affiliates, including BSC and BSC’s nonregulated affiliates, use the aircraft 

for two purposes: executive service and shuttle service. 

22 The Company explained that executive service is used to provide officers of 
I 
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certain BellSouth companies, upon their request, transportation to business 

meetings primarily throughout the United States. This transportation is supposedly 

provided to save valuable time for key officers of the business. 

\-. 
Shuttle service is scheduled passenger transportation for employees between 

Atlanta and Birmingham. According to the Company, the shuttle service operates 

four daily round-trip flights which result in savings over commercial airfares, 

employee time, and overnight travel expenses. 

Have you reviewed the Company's aircraft utilization reports? 

Yes, I have. While the executive flight service is used for business, it is often 

used for purposes that do not benefit Florida ratepayers. In many instances 

executive flight services is used to transport executives and their spouses to 

functions that are not necessary for purposes of operating the regulated telephone 

business. The aircraft is used to transport executives who give speeches and 

presentations to groups that are not related to the telephone business. They are 

often used as transportation to such functions as retirement parties; funerals, the 

BellSouth Golf Classic, Christmas parties, and to attend non-Bell board meetings. 

Can you give some examples of flights that you believe are not appropriate 

for recovery from ratepayers? 

Yes. As I mentioned earlier, Mr. Clendenin's travel is shown on Schedule 10. As 

I indicated, much of his travel is for image enhancement purposes and as such is 

not appropriate for recovery from ratepayers. 

Q. 

A. 

Q. 

A. 
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In addition to Mr. Clendenin and other executives use this service for other 

purposes that do not directly benefit ratepayers. Some examples include: 

* 

* 

* 

* 

* 

* 

the spouses of three BST executives attending the first ladies, 

luncheon in Washington; \.. 
Mr. and Mrs. Lacher attending the Bellmont Abby Board of 

Trustees meeting; 

Four executives (two with their spouses) attending the retirement 

function of R. B. Howard; 

Five executives (all with their spouses) attending the retirement 

function of T. L. Cloars; 

Two BST executives (both with spouses) attending the national 

annual Boy Scouts meeting; 

A BST executive (with spouse) attending the Wofford Board 

Meeting; 

Three Florida BST executives (Lacher, Anthony, and Lambardo) 

attending a meeting to discuss legislative affairs; ' 

Six BSC and BST executives attending a congressional meeting and 

speaking at a governmental affairs conference; 

Two BSC executives attending the BellSouth Classic; 

BST executives attending a Chamber meeting; 

A BST executive speaking at a rotary function; 

Mr. Lacher's attendance at Grand Jury hearings; 
I 
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* 
BST executives attending an Olympic update meeting; and 

Numerous executives attending Christmas parties. 

Are these flights more cost effective than flyhg on commercial airlines? , 

No. Flights for the executive aircraft service qqst $9.90 a mile. This compares 

to commercial flights ranging from approximately $.25 a mile to $1.50 a mile. 

The shuttle service, however, may be comparable to commercial flights. 

Nevertheless, the Company has not prepared a costhenefit study to evaluate the 

cost of its executive or shuttle service relative to commercial airfares. [Southern 

Bell Telephone and Telegraph Company, Response to OPC’s Document Request 

307.1 

Furthermore, with the exception of one airplane, the fill rate of the Company’s 

aircraft is very low. For example, in 1990 the average seating capacity of the 

planes currently owned by the Company, excluding the Beech Craft Model 1900, 

was 7.67 passengers. The average number of passengers flying was 2.18, for a 

fill rate of 28.5%. In 1991 the figures were comparable, with a 7.67 person 

seating capacity and 2.32 persons flying--or a fill rate of 30.2%.’ The 

Company’s Beech Craft Model 1900 tended to have a much higher fill rate. For 

1990 it was 70.5% and for 1991 it was 71.1%. 

21 
22 outstanding. 

’ 1992 information was not available at the time of the filing of this testimony. Discovery is still 
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Why does the Company believe that the cost of its corporate aircraft is cost 

effective and properly charged to Florida ratepayers? 

In response to OPC’S interrogatory 44, the Company gave a couple of reasons for‘ 

the assumed efficiency of the corporate aircraf:. Specifically, 
I) 

Corporate aircraft play a crucial role in the efficient management 

of BellSouth operatiors. Two factors considered are 1) the 

flexibility of the airsraft schedules and 2) time saved by 

employees. The co:~. 3rate aircraft provide several regularly 

scheduled flights to ti 3 majority of cities where BellSouth has a 

presence. For instari ;, there are two flights each morning from 

Birmingham to Atla! 1. This allows employees to chose the time 

he needs to leave b; ed on his business schedule. There are also 

two return flights ii: h e  afternoon which allows for maximum use 

of time and avoids :.:necessary overnight lodging expenses. Also, 

by flying only 2 ;  the cities where BellSouth employees are 

conducting businc.;s, delays caused by having to change plaes  and 

unnecessary intmnediary stops can be avoided. [Response to 

OPC’s Interrogatory 44.1 

The Company’s response appears to be geared toward defense of its shuttle 

aircraft, not its executive aircraft. Nevertheless, its reasons are weak, at best. For 

example, the Company claims that it benefits because there are two direct flights 
I 
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from Birmingham to Atlanta and two direct return flights. Delta, however, offers 

three direct flights in the morning and four direct return flights in the 

afternoodevening. Clearly, the shuttle is of no benefit over commercial airlines, 

with respect to frequency of flights. \.. 

The Company also explains that its corporate aircraft carries critical material that 

needs to be transported from one city to another in a short time frame. My 

review of the executive aircraft flights found only a few instances of this activity, 

including one just to transport the luggage of executives and their spouses. 

The final reason given’ in the Company’s response was that the corporate aircraft 

can speedily trasport employees in emergency situations. While this may be 

true, these instances are rare (from reviewing the flight logs) and can hardly 

justify seven corporate aircraft. 

Have you made an adjustment for the aircraft expenses charged to the  

Company? 

Yes, I have. As shown on Schedule 19, I am recommending that the Company’s 

intrastate expenses be reduced by $650,000. Because I did not have all of the 

information necessary to determine the precise adjustment that should be made, 

I have estimated the adjustment at this time. I will revise my estimate when I 

obthii the information needed for more precise calculation. 

Q. 

A. 
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My estimate is based upon the total expenses charged to the Company for its 

airplanes, plus a return on the investment. This amounted to $2,263,056. I then 

assumed that of the total number of flights taken by the Company’s employees, 

plus those charged to the Company via BST kydquarters and BSC, 50% were 

related to executive aircraft. Using this assumption, I determined that the 

Company was charged for 114,296 miles of executive ridership. I then allowed 

the Company to recover $1.00 per mile per passenger6, or $4.176 per flight’, 

for use of the executive aircraft. This produced an allowable expense of $477,300 

and an adjustment of $650,000. In my opinion, if the Company wants to continue 

to incur these expenses, then approximately $650,000 should be borne by 

stockholders, not ratepayers. 

Let’s turn to  your next subject. Would you discuss the return on investment 

(ROO that BSC charges the Company? 

Yes. In 1992 BellSouth Corporation began charging the Company a return on 

investment for assets used to provide common services to the Company. 

According to the Company, the return charged is based upon the FCC’s allowed 

17 
18 
19 
20 
21 
22 

23 
24 

The $1.00 per person was chosen because it was somewhat less than the high end of commercial 
airfares. It is less than the $1.50 per mile because the executive aircraft service is used in many 
instances for evem which are not approphte to recover from ratepayers and to transport spouses 
and other nonemployees of Southem Bell. 

’ The $4.176 was derived by examining the weighted average fill rate on the Company’s aircraft. 
For 1991. the Company’s corporate aircraft carzied 4.17 persons per mile. 
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return which during 1992 was 11.25% on an after-tax basis and 15.78%8 on a 

before-tax basis. As shown on Schedule 15, this return is considerably higher than 

the overall rate of return OPC’s witness Rothchild is recommending. 

\ 5  

In my opinion, the Commission should not require Florida ratepayers to provide 

a return on investment to BSC which is higher than the return allowed by this 

Commission. Schedule 15 of my exhibit depicts the calculations necessary to alter 

the return allowed on BSC’s investment and the appropriate adjustment that 

should be made. Page 1 of this schedule shows the adjustment for 1992 and page 

2 shows an estimate for the budget year 1993. 

In the past this Commission has not allowed a parent company to charge for a 

return higher than the return allowed by the Commission. In the United 

Telephone Company of Florida rate case, Order No. 24049-TL, the Commission 

stated: 

We agree that United should have to pay no more return on parent 

investment that it does on its own.. . . We find appropriate a return 

on parent investment of no more than 9.82% to be appropriate. 

This represents the weighted average cost of capital in this case. 

[Order No. 24049-Tl, p. 29.1 

21 
22 

’ The difference behveen the 15.78% figure and the 15.96% figure shown on Schedule 15 relates 
to the 1993 change in the corporate income tax rate. 
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Q. 

A. 

I agree with the Commission’s decision in the United case and believe that it 

should be applied in the instant case. Accordingly, using the 1993 data, I 

recommend that the return on investment charged to the Company’s Florida. 

intrastate operations be reduced by $122,928. ,* 

What is the next adjustment that you recommend with respect to expenses 

charged to the Company by BSC? 

The next adjustment that I recommend relates to legal expenses charged to the 

Company by BSC. During an on-site review of BSC documents I requested 

several vouchers for expenses incurred by BSC. A summary of these expenses is 

reflected on Schedule 11. For the legal bills that I requested, the Company or 

BSC decided to redact all descriptions that would allow one to judge the purpose 

of the legal service and whether or not such expenses should be charged to 

ratepayers. In addition, while at BSC’s offices, I requested a copy of one of 

BSC’s four transactions journals to further evaluate these and other expense 

vouchers. To date the transactions journal has not been provided, but it is 

apparently supposed to be provided. Likewise, the Company inilicated that it 

would provide additional information concerning the legal bills; however, it 

would not provide the actual descriptions of the tasks performed by the outside 

attorneys that billed BSC. 

For purposes of this direct testimony, I am recommending that the Commission 

disallow all legal expenses charged to the Company by BSC. My recommendation 
1 
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is based upon the fact that it was the Company’s decision to redact the most 

relevant information on the legal bills and despite ample time, the Company has 

failed to properly and timely respond to discovery. My adjustment includes the. 

labor of BSC attorneys as well as expenses,!or outside legal services. My 

recommendation results in an adjustment of $1,259,616 to the Company’s test 

year intrastate operations. 

Why have you disallowed all  of the legal expenses as opposed to just those 

associated with outside legal services? 

Because in order to isolate the amount related to outside legal services I need 

BSC’s transactions journal. If the Company produces the documents OPC has 

requested, I will revise by adjustment if appropriate. 

Would you discuss your next adjustment? 

Yes. Schedule 11 of my exhibit depicts a summary of each of the vouchers that 

I requested while at an on-site document review at BST headquarters. A review 

of this Schedule and the associated vouchers indicate that several of the expenses 

are not appropriate for recovery from ratepayers. In fact, with rkspect to some 

of the expenses, the Company has admitted that the expense should not have been 

charged to the ratepayers. 

Schedule 11 manges the expense vouchers by responsibility code, shows the 

account that was charged, and gives a description of the expense. Considering the 

fact that I selected only a few of the thousands of transactions that occur within 
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BSC, I was surprised at the number of expenses which should not be charged to 

ratepayers. These expenses included such items as a $100,000 contribution (of 

which $500,000 will be paid in total) to The Carter Center, Inc. (the former. 

President) for a Pavilion; $6,700 for commqporative gifts to retiring board 

members; $9,890 for spouse travel; golf greens fees; $17,347 for sporting event 

tickets; and foreign travel in connection with projects that do not appear to be 

related to the regulated telecommunications business; and excessive travel 

expenses, like a $300 dinner for just two people. - 
For ease of reference, I have boxed in those expenses where the Company 

agreed the costs should not be charged for Florida’s ratepayers’. I have shaded 

those expenses that deserve further scrutiny and do not appear to relate to the 

regulated telecommunications business. 

Have you made an adjustment to remove the expenses you believe should not 

be passed onto ratepayers? 

Yes, but I have not completed my analysis. In my opinion it would not be 

appropriate to make an adjustment just for those expenses for which I received 

a voucher. Clearly there are other expenses, for which no voucher was pulled, 

that would fall into the same category. I requested a copy of the BSC’s 

transactions journal so that I could evaluate the inappropriate expenditures in light 

.. 

21 
22 
23 

The Company claimed that the vouchers were misclassified and that a credit would be issued to i 

subsidiaries. The misclassication was, however, not caught or corrected until after the voucher 
was requested. Any credits would not be reflected in the test year, 
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of the total expenses charged by an individual to a particular account. It was my 

intent to made an adjustment to the entire account based upon the inappropriate 

expenses that I discovered. However, despite ample time, the Company has not. 

yet provided the transactions journal. For p u ~ o s e s  of acknowledging that an 

adjustment will be made, Schedule 19 of my exhibit includes an adjustment of 

$100,000 for these miscellaneous expenses. 

What is the next adjustment you propose? 

As shown on Schedule 19, I recommend that the Commission reduce the 

Company's test year expenses by $18,800 to reflect a reduction in BSC Project 

Costs budgeted in 1993. In response to OPC's interrogatory 1074, the Company 

indicated that one of the projects that BSC had budgeted for 1993 was canceled. 

Accordingly, I recommend that this project be removed from test year expenses. 

Would you discuss the lease of the Campanile building by BellSouth 

Corporation? 

Yes. BellSouth Corporation and some of its subsidiaries lease office space from 

1155 Peachtree Associates, which is a joint venture between BellSouth 

Corporation and CA Fourteenth Investors, Ltd. [Lease between 1155 Peachtree 

Associates and Coopers and Lybrand.] BellSouth Corporation owns 80% of 1155 

Peachtree Associates, so clearly any lease arrangements between 'BellSouth 

Corporation and 1155 Peachtree Associates should be considered an affiliate 

transaction. The Campanile building provides premier office space in downtown 

Atlanta and is used 3s the headquarters for BellSouth Corporation and BellSouth 
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Enterprises. 

Schedule 16 of my exhibit shows the square footage leased by each company. 

which leases space at the Campanile Building. 4 s  depicted on this schedule the 

majority of the office space is leased to BellSouth Corporation (67.2%) and its 

affiliates (5.4%). The remainder is leased by unaffiliated companies with the 

largest share leased by Coopers & Lybrand (16.3%)--BSC’s auditors. 

During 1991, 1992, and for the budget year 1993, BSC paid 1155 Peachtree 

Associates the following amounts for leased office space at the Campanile 

building: $7,518,000, $7,479,000, and $8,746,000, respectively. The increased 

lease expense in 1993 is associated with a rent increase of $5.00 per square foot. 

Other BSC affiliates paid $443,000 in 1991 and $385,000 in 1992. Nonaffiiliates 

paid $2,054,000 in 1991 and $2,214,000 in 1992. Budgeted 1993 information was 

not available for BSC nonaffiliates and other affiliates. [Southern Bell Telephone 

and Telegraph Company, Response to OPC’s Interrogatory 663.1 

The Company is charged for a portion of the BSC lease expense through BSC’s 

overhead charges. For the years 1991, 1992, and for the budget year 1993, the 

Company’s intrastate operations were charged $708,000, $725,000 and $773,000, 

respectively for BSC’s lease of the Campanile building. [Southern Bell Telephone 

and Telegraph Company, Response to OPC’s Interrogatory 1024.1 
I 

~ 
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According to the Company’s response to OPC’s interrogatory 1102, BSC does not 

allocate the entire cost of the Campanile lease to the Company. Instead, a portion- 

-or $5.56 per square foot, for a total of $1,428,000 per year, is retained by 

BellSouth. The Company claims that in order to be in compliance with the FCC’s 

Joint Cost Order rules regarding a market billing rate, the lease cost retained is 

the difference between the major nonaffiliate, Le. Coopers & Lybrand (C&L), 

and the BellSouth Corporation lease rate. In other words, in order to be in 

compliance with the JCO, BSC can only charge the prevailing market rate if a 

substantial outside market exists where the services or products are sold to 

nonaffiliated parties. Apparently, BSC believes that the Coopers & Lybrand lease, 

for approximately 16% of the office space, constitutes a substantial outside 

market. In response to OPC’s interrogatory 678, the Company explained that the 

C&L Campanile lease is the one used by BellSouth to verify the prevailing 

market rate. 

\.. 

In the 1992 attestation audit, Coopers & Lybrand made the following observations 

with respect to the treatment of the Campanile lease: 

BellSouth, in a joint venture with Carter & Associates (1155 

Ptree), leases and manages the Campanile Building. The building 

is leased to both affiliates and nonaffiliates. Approximately 18% 

of the floor space is leased to nonaffiliates, thus it is deemed that 

there is a substantial outside market and prevailing market price is 
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appropriate to compare the actual lease rates. 

In comparisons made between the BellSouth lease and the largest 

nonaffiliate lease the Company determiyd that over the life of the 

lease, there would be overcharges to BellSouth which would be 

passed to its subsidiaries through overhead allocations. In order to 

ensure that these additional costs were not passed to its subs, 

BellSouth set up a unique project code which retains these costs at 

Headquarters .... In the BellSouth analysis ..., the BellSouth lease 

was compared to the nonaffiiiate lease on a straight line basis over 

the life of the lease. It is C&L's belief that while this method is 

not unreasonable, to get a true sense of the economics of a h s e ,  

it should be analyzed using net present value. [Coopers & Lybrand 

Attestation Audit.] 

.. 

Coopers & Lybrand explained that even though they felt the net present value 

method was superior, the method used by BellSouth was not unreasonable and 

thus no adjustments were necessary. 

Assuming the C&L lease rate comparison is valid is there a problem with the 

way it was performed by BSC? 

Yes. As noted by C&L, the BSC comparison ignored the time value of money. 

In other words, the analysis performed by BSC to determine the amount of costs 

which should be retained initially examined only the total dollars paid over the 

Q. 

A. 

* 
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life of one lease compared to the other lease. This approach fails to take into 

consideration several important differences between the C&L lease and the BSC 

lease. 

\., 

For example, under the terms of the C&L lease _I._^. .I- .-  - - .  . 
._ ,"., . . . . .  " . 

.. , *.:. . ~ This same benefit was not bestowed on 
......... . . .  -- 

BSC. Similarly, there was a significant difference between tenant .~. . . . . . . .  
.. ~ 

,vhich were paid for by the lessor. Under the C&L lease, the tenant 
- .  ....... 

between the two leases involved 

- - . . . . . . . .  ......... 
....... .~ . . . . . .  

. .  - 

but under the BSC lease the 

Another significant difference 

Under the C&L lease a 
_ .  I 

$vas negotiated- 
(. '. 

Each of these concessions 

affected the cash flow of C&L during the first two years of the life of the lease. 

As such, they were extremely valuable. 

Not only are there differences is these factors, but the rent per square foot 

between C&L and BSC is different. For example, during the first five years of 

During the last five years the lease with BSC, the rent per square foc 

i t '  *-- --' per square foot. C&L on the other hand received free rent during the 

in flist two years of the lease, and the rent for the remaining years is 

-... .... 
--.. I _.. 

-1 

,-.%-,-" - 
,-" ,= 

. i , ~  . ., . %.fi . . . .  , :r.,,.-T 

' . , ._ I I  
in 1992, in 1993, 

..... i , .  , 1989, $ m 1990, *. -___. ~. .I in 1991 
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in 199.' *-- (n 1996. BSC's failure to take the numerous 

differences between the two leases appropriately into consideration by evaluating 

the cash flows of each lease and then taking into account the time value of money. 

is a serious deficiency in the comparison. This pipits in the flawed establishment 

of the retainage amount of A -  

in 1995, an 

-- 'p _- - 
per square foot. - 

Subsequent to establishing the per square foot retainage amount, BSC 

performed another analysis which did properly take into consideration the time 

value of money. This comparison showed that over the life of the lease, the 

amount retained by BSC should have been per square foot. It is unclear if 

or how the Company plans to resolve the discrepancy between the two retainage 

amounts. 

In a memo evaluating the methods used to determine the amount that should be 

retained, the author suggested two ways the discrepancy could be resolved. The 

first was to book a retroactive adjustment on BSC's books and issue a credit to 

the subsidiaries for the excessive charges. The second was to increase the 

retainage amount to per square foot on a going forward basis. The author 

recommended the latter option. It is unclear however, what option, if any, BSC 

chose. 

. _  

An analysis of the lease expense charged to the Company implies that the 

67 
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8 .  retainage amount was not increased to $ since the amount charged to the 

Company increased in 1993. This is not logical since the amount of space leased 

by BSC did not change from 1992 to 1993. As such, with the amount being. 

retained supposedly increasing by loo%, one wp ld  logically expect the amount 

charged the Company in 1993 to go down. However, as mentioned earlier the 

amount allocated to the Company actually increased by $48,000. 

What about the leases with the other tenants. How do these rates compare to 

BSC's rates? 

Although Public Counsel requested the leases of all tenants in the Campanile 

building, the Company only provided the leases for BSC, BellSouth Enterprises, 

and BellSouth Information S}stem~'~. Nevertheless, the leases with BellSouth 

Enterprises and BellSouth Infurmation Systems, Inc. @SI) reveal some troubling 

information. The lease with BellSouth Enterprises showed a lease rate of only 

per square foot. The lease with BellSouth Information Systems showed a 

per square foot during the first five years of the lease 

- -7 

- 

lease rate of only 

and Id during the five years of the lease. 

W e  there may be some differences between the other lease terms and the 

quality of the office space between the BSC leases and the BSE and BSI lease, the 
-. 

significant disparity in lease rates is troubling. 

21 
22 

The Company provided the lease for Coopers & Lybrand during an on-site review of volumimus 
documents. but would not allow Public Counsel to r n q  a copy of it. 

- 
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It is also disturbing that the Company would not provide the leases for the other 

nonaffiliated tenants. It would be quite revealing if these lease terms were 

considerably more favorable than the terms for BSC. 

Do you believe the Comnrission should be concerned about the lease 

arrangement with BSC and 1155 Peachtree Associates? 

Yes. Clearly this is an affiliate transaction that should be closely scrutinized by 

the Commission. BellSouth Corporation has already admitted that it pays more 

to lease office space than does Co6pers & Lybrand. But even adjusting the lease 

rate down to be allegedly comparable to the rate paid by Coopers & Lybrand is 

not sufficient to ensure that Southern Bell's customers are not unfairly paying an 

excessive rate for housing the corporate operations of BSC. 

Q. 

A. 

There are several problems with the lease between BSC and 1155 Peachtree 

Associates. First, basing the BSC lease on the lease rate paid by C&L does not 

conform to the FCC's JCO rules, unless one believes that 16% to 18% represents 

a "substantial" outside market. The Company is not even sure what constitutes 

a substantial outside market as defined by the FCC. In response to an OPC 

interrogatory, the Company gave the following response concerning the FCC's 

substantial outside market test: 

The FCC has not defied "substantial outside market" and has not 

prescribed a "test.' The FCC has, however, addressed this in 

general terms in Part 32.27(d) of the FCC rules: "Services 
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provided by an affiliate to the regulated activity, when the same 

services are also provided by the affiliate to unaffiliated persons or 

entities, shall be recorded at the market rate. 

\.. 
Furthermore, the FCC has generally stated that market rate 

"applies only if the nonregulated affiliate also supplies the same 

services to nonaffiliated users in a sufficiently large number of 

cases to establish prevailing company prices." [Southern Bell 

Telephone and Telegraph Company, Response to OPC's 

Interrogatory 909.1 

Recently, the FCC proposed to tighten its accounting rules governing affiliate 

transactions. One area the FCC is focusing on concerns the use of "prevailing 

company pricing" for affiliate transactions. In initiating a new docket, the FCC 

tentatively decided to establish a threshold for when affiliate transactions can be 

recorded using the price paid by third party nonaffiliates. Under the current 

proposal, an unregulated affiliate could only use the prevailing market price when 

the unregulated affiliate sells at least 75 % of its output to nonaffiliates. Without 

a doubt the use of the C&L lease does not fall near the FCC's proposed standard. 

One of the reasons given for tightening the existing rule is that it ignores the 

distinctions between an arm's length transaction and an affiliate transaction. The 
1 
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latter are generally captive customers where the transaction involves lower 

marketing costs and less business risk than an arms-length transaction. This 

difference is not built into the price if it is based upon the prevailing market rate., 

’ 

\ *  

In its Notice of Proposed Rule Making, issued October 20, 1993, the FCC 

addressed its concerns: 

In a competitive market, companies devote Extensive resource to 

retaining and attracting customers. Depending on the nature of the 

market, these efforts include sales presentations, advertising 

campaigns, &scounts for volume purchases or long-term 

commitments, and other inducements. Each competitor’s goal is to 

persuade independent entities to pick its goods or services over 

those of other potential suppliers. A supplier that fails to match its 

competition risks losing its customers. 

Affiliate transactions take place in a difference environment. 

Because affiliates are under common control, they are often 

captive customers of each other. As a result sales between 

affiiiates usually do not require extensive marketing efforts and 

generally involve lower transactional costs than sales to 

nonaffiliates, In may instances, moreover, the affiliate relationship 

reduce the supplier’s buskess risks.. . . In these circumstances, we 
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question whether affiliate transactions are sufficiently similar to 

transaction among non-affiliates to justify the continue use of 

prevailing company prices as a valuation method for affiliate 

transactions. [FCC, Docket No. 93-254, October 20, 1993.1 

These distinctions are certainly applicable to the lease between BSC and 1155 

Peachtree Associates-there should be little if any marketing costs for obtaining 

the lease and very little business risk. 

Second, as mentioned above, when determining the amount of the lease expense 

that should be retained by BSC, the analysis performed was deficient and failed 

to properly consider the time value of money. 

Third, the office space at the Campanile building is prime office space--even 

more extravagant than the Company’s office space in Atlanta. There is no need 

for such expensive office space to be charged to ratepayers. 

Fourth, the differences in lease rates between BSC and the other nonregulated 

affiliates which lease space in the Campanile building is troubling. One must 

question why there is such a substantial discount for BSC’s nonregulated 

subsidiaries, yet for BSC which passes the majority of its expenses onto the 

Company no such discount is present. 
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Q. 

A. 

Do you have a recommendation that would solve some of these concerns? 

Yes, I do. I have two recommendations. First, I recommend that the Commission 

reduce the lease charged to BSC by 10% to reflect the fact that the marketing’. 

costs and business risk associated with the leaqshould be minimal. This would 

reduce BSC lease expense for the Campanile building b __-_ I  ~ and the 

amount charged to the Company’s intrastate operations in 1993 by $104,777. 

Second, I recommend that the Commission reduce the lease amount allocated to 

the Company to reflect the increased retainage of to put the BSC lease in 

terms comparable to the Coopers & Lybrand lease. This adjustment would reduce 

the 1993 lease expense allocated to the Company by $93,380. In total I 

recommend that the Commission reduce the 1993 lease expense charged the 

Company’s intrastate operations by $198,157. Thii would produce a lease 

expense charged the Company’s Florida intrastate operations of $574,843. 

-.... =~ 

_r e 

Other Affiliates’ Charges to  Southern Bell 

Q. Let’s turn to the fifth section of your testimony. Are you proposing any 

adjustments concerning billings from affiliates, other t h h  BellSouth 

Corporation? 

Yes, I am. I am recommending three adjustments. The first concerns the leasing 

arrangements between the Company and Sunlink Corporation. The second 

concerns the return on investment billed by BellSouth Communications, Inc and 

BellSouth Communications Systems, Inc. The third concerns income earned from 

BellSouth Travel Services. 

A. 

i 
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Let's discuss each of these separately. Would you please discuss the lease 

arrangement with Sunlink 

Certainly. Sunlink is a subsidiary of BSE which provides real estate brokerage. 

and development service for both affiliated an4 ponaffiliated companies. Sunlink 

also provides facilities planning, space planning, interior design and construction 

management. Sunlink also owns various warehousing facilities which it leases to 

its affiliates. [Southern Bell Telephone and Telegraph Company, Cost Allocation 

Manual.] Sunlink's operations have grown significantly over the three years, 

especially with respect to transactions with BellSouth Telecommunications, Inc. 

For example, in 1990, Sunlink charged BST $2,400 by 1992 the charges had 

increased to $3.3 million. 

The Company alleges that Sunlink prices the leased office space at fully 

distributed cost or less. In reality, Sunlink has negotiated contract rates with the 

Company. The Company, however, justifies these rates because it asserts that the 

leases are below fully distributed costs. 

The Company leases three facilities directly from Sunlink and is charged 

indirectly for at least one other. The direct transactions involve the Ojus 

Warehouse, a Jacksonville Warehouse, and a St. Augustine Warehouse. 

Indirectly, the Company pays for a portion of the BellSouth Colonnade building 

in Birmingham. [Southern Bell Telephone and Telegraph Company, Response 
I 
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to OPC's Interrogatory 907, Supplemental.] In addition to these leases, some 

costs for leases with Sunlink are chained into the Company's operating expenses 

through charges from other affiliates. 

\.. 
Coopers & Lybrand, in their annual 1992 attestation audit determined that while 

leases for the warehouse space and the Colonnade building were not in 

conformance with the JCO they were in "the spirit" of the I C 0  because they were 

priced at less than fully distributed cost. In their audit, C&L wrote: 

In 1990 it was determined that Sunlink did not have an outside 

market for warehouse space leased to affiliates. Since there is no 

prevailing market rate set by nonaffidiates, the lease rate must be 

in accordance with the standards set forth in Part 64.901 (fully 

distributed cost). Sunlink has interpreted this to mean that over the 

life of the lease, they will not bill an affiliate more than fully 

distributed cost. [Coopers & Lybrand Attestation Audit.] 

Coopers & Lybrand concluded that the FDC would be more than the lease 

amount actually charged, thus no adjustment was deemed necessary. [Ibid.] 

Did you find any problems with lease arrangements between Sunlink and the 

Company? 

Yes, I found several. The lease arrangements between Sunlink and the Company 

are not simple leases in that Sunlink owned the property and the Company 

decided to rent. With respect to the St. Augustine warehouse lease, the Company 
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(actually BellSouth Services) originally owned the property upon which the 

warehouse is built. In 1988, BellSouth Services purchased the property for 

$142,637 and in the same year BellSouth Services sold the property to Sunlink. 

for $187,395. [Southern Bell Telephone and T@egraph Company, Response to 

OPC's Interrogatory 906 and Document Request 676.1 BellSouth Services also 

awarded a bid to Sulllhk for a build-to-suit-lease-back arrangement for the St. 

Augustine warehouse. There are several problems with this arrangement. First, 

the Company conducted no studies or made no determination that the price paid 

by Sunlink for the property upon which the warehouse is located was priced at 

fair market value. [Southern Bell Telephone and Telegraph Company, Response 

to OPC's Document Request 677.1 Second, the Company conducted no 

costhenefit studies to show that the built-to-suit-lease-back arrangement was the 

most cost effective option available to the Company". [Southern Bell Telephone 

and Telegraph Company, Response to OPC's Document Request 679.1 Third, 

because the Company allegedly evaluates the reasonableness of the lease rate 

charged by Sunlink using a fully distributed cost methodology, the price of land 

sold to Sunlink becomes a consideration in the analysis performed by the 

Company. The Company used the price paid by Sunlink, but this price is more 

than the price paid by BellSouth Services. A strong argument can be made that 

20 
21 
22 
23 

" The Company did provide some basic cost comparisons in response to OPC's document request 
679, however. the documents provided wen comparisonS of the bids received by all bidders for 
the build-to-suit-leasaback arrangements, not an d y s i s  of the costs and benefits of leasing 
versus owning fhe warehouse and associated property. 
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the lower cost paid by BellSouth Services should be included in the fully 

distributed cost calculations. 

Concerning the lease for the Jacksonville5 warehouse, again there are 

complications. The arrangements for this lease began in 1986 with the 

consolidation of two warehouses--one in Jacksonville and one in Miami. To 

effectuate the consolidation the Company planned on moving its Miami inventory 

to the Jacksonville location and added an additional 200,000 square feet to the 

Jacksonville warehouse. The consolidation necessitated leaving approximately 

100,OOO square feet of warehouse space at the Miami location vacant or the 

Company would need to re-lease or sublease the space. According to the 

Company's response to OPC's interrogatory 905, this space has never been re- 

leased or subleased. 

In connection with expanding the facilities at the Jacksonville location, BellSouth 

Services hired Sunlink to initially construct an additional 100,000 square feet of 

warehouse space. No other companies were asked to bid on the project. 

Apparently, a subsequent expansion of this facility was also part of the 

consolidation plan. Again, for this second expansion, Sunlink was the only 

company asked to bid on the project. However, according to some documents 

produced by the Company, Sunlink could not perform the services in a timely 

manner, which necessitated that the Company award the contract to other 
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contractors--again without any kind of competitive bidding. [Southern Bell 

Telephone and Telegraph Company, Response to OPC's Document Request 675.1 

Did you evaluate the fully distributed cost analysis performed by BellSoutd 

Corporation or  Sunlink which was endorse4 by Coopers & Lybrand? 

Yes, I did and I found several problems with the analysis. I am surprised that 

. 
6 

7 

Coopers & Lybrand acquiesced to the calculations performed by BSC. 

8 One omission is BSC's failure to examine the relationship between fully 

9 

10 
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12 C&L specifically indicated tha 
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distributed cost and the lease payments by taking into consideration the time value 

of money. Neither BSC nor C&L give any reason for this omission. Yet, when 

evaluating a lease at the Chastain complex (which is not charged to Florida), 

further explains that 

'i " Coopers & Lybrand 

[Coopers & Lybrand Attestation Audit.] It is unclear why C&L would see the 

superiority of W i g  into consideration the time value of money when evaluating 

these cash flows, but feel that it is acceptable to ignore it when evaluating the 

cash flows from a fully distributed cost comparison to the cash flows from the 

annual lease payments. 
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Another problem, in my opinion, concerns the return on investment used for the 

fully distributed cost calculations. BSC used the FCC's authorized overall rate of 

return. However, two of the leases affect only Southern Bell's Florida' 

operations--over 75% of which is intrastate. q t h e r  than use the rate of return 

approved by the FCC, I believe that the return approved by this Commission 

would produce more accurate results for purposes of establishing the ratemaking 

.. 

treatment of these expenses in Florida. 

Third, two of the comparisons made by BSC (for the Jacksonville and St. 

Augustine warehouses) include allocated costs. According to C&L 

The client includes certain "allocated costs" in the warehouses' 

FDC calculations. These are overhead type costs incurred by 

Sunlink that are tracked through the FDC system in place for the 

warehouses. The client believes it appropriate to include theses 

costs, as they are true costs of maintaining the warehouses. C&L 

does not take exception. (Note that these charges are nor CAM 

type charges which [would be] billed to the warehouses; these are 

indirect and unattributable cos@] resident [at] Sunlink which 

[should be] included in [the] FDC calculation.) [Coopers & 

Lybrand Attestation Audit.] 

In my opinion there are several problems with including these "allocated costs" 
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in the fully distributed cost analysis. First, C&L did not judge the reasonableness 

of these costs or if they are appropriate for ratemaking purposes. Second, these 

costs may be overhead costs which have little or nothing to do with the lease of. 

the warehouse space. W i d ,  for both of these ,yarehouse leases, the amount of 

allocated costs increased dramatically, raising serious questions about the 

legitimacy of the expenses. From 1984 to 1992 this category of expense increased 

by 326%--or over 40% annually. Certainly such repeated cost increases would not 

go unnoticed in the context of reviewing the expenses of a regulated company. 

Fourth, there is no discussion in the C&L workpapers about how the costs were 

allocated or if the method was reasonable. (For example, if BSClSunlink only 

allocated these costs to lease arrangements that did not have an outside prevailing 

market rate, this would clearly be unreasonable.) Fifth, there is not an adequate 

explanation of why this type of cost was included in the Jacksonville and St. 

Augustine warehouse comparisons, but was excluded in the Colonnade office 

building comparison. Clearly, if as C&L attests, these costs are unattributable, 

they should be allocated to not only the warehouse property, but all property 

leased by Sunlii. 

The next problem with the analysis conducted by Sunlink and supported by C&L, 

is that it examined the fully distributed cost versus the lease cost only over the 

period since inception of the lease until 1992. Thus, all years beyond 1992 were 

ignored. This is a critical error. Under the fully distributed cost calculations the 
I 
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cost would be higher during the earlier years of the property's life and lower 

during the later years. Thus, it is not surprising that under the method used by 

Sunlink, the lease payments are less than fully distributed costs. This could, 

present a regulatory dilemma if Sunlink decidq to sell the property during the 

later years of the lease. If Southern Bell continued to lease the property from a 

third party at the established lease rate, no one would question it. But, in reality 

if the property had not been sold, Southern Bell would have received a reduction 

in the contracted lease rate. Furthermore, any gains on the sale of the property 

would most likely not be flowed back to Southern Bell and its ratepayers. While 

the sale of such property is not known with certainty, it has apparently been 

contemplated. 

Fifth, when making its comparisons, Sunlink added to the lease payments 

property taxes. It also included property taxes in the fully distributed cost 

calculations. Since property taxes should be identical under both comparisons, I 

see no reason to include them at all. Furthermore, since Sunlink prepared its 

analysis on a cost per square foot basis, it was difficult to verify the lease cost 

per square foot because Sunlink included an unidentifiable amount for property 

taxes. Rather than use a distorted lease cost per square foot, I believe it would be 

easier and as accurate just to remove the property taxes from both analyses. As 

discussed below this is the approach that I took. 
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Q. Have you done a comparison which corrects for the flaws that you have 

addressed? 

Yes, I have. I have made several comparisons which are depicted, with the. 

associated assumptions, on Schedule 17. As shpwn, under all but one group of 

assumptions, an adjustment to the Company's expenses are necessary to make the 

cost of this lease equal to or less than fully distributed costs. The amount varies 

between no adjustment under conditions most comparable to Sunlink's 

calculations to an adjustment of $347,449 under conditions least comparable to 

Sunlink's calculations. 

A. 

This Schedule has two basic groups of comparisons. The top part of the Schedule 

shows the adjustments that would be required if the Company renews its lease for 

the two five-year renewal terms. The bottom part of the Schedule shows the 

adjustments that would be required if Southern Bell did not renew its lease for the 

two five year-renewal periods. 

In my opinion, the most valid comparison is the one that assumes the Company 

will renew its lease. Under the circumstances there would appear to be no reason 

for the Company not to renew the lease. Furthermore, examining the lease 

compared to fully distributed costs over this longer time period more closely 

approximates what it would have cost the Company, had it owned the property 

itself. 

- 
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All comparisons that I made evaluated the present value of the cash flow streams 

under fully distributed costing and under the lease terms using a discount rate of 

10%. I then levelized the present value of each option to determine the annual, 

difference between fully distributed cost and the-lease payments. If the levelized 

lease payments are less than fully distributed cost over the life of the lease, then 

no adjustment for ratemaking purposes is necessary. However, if the levelized 

lease payments are more than fully distributed cost over the life of the lease then 

an adjustment for ratemaking purposes is necessary. 

As shown on Schedule 17, under the most favorable set of assumptions, depicted 

under the fust column as alternative one, assuming the Company renews the 

lease, an adjustment to the Company's intrastate operating expenses of $165,234 

is required. This adjustment results from four primary differences between the 

analysis I performed and the one performed by Sunlink: it considered the time 

value of money; it evaluated the options over the life of the lease assuming 

renewal; it changed the return on investment to the return authorized by this 

Commission; and it removed property taxes'*. 

Column two shows an adjustment of $249,007 is required. The only difference 

between this column and column one is that I removed the "allocated costs" 

21 
22 
23 1 

This change from tbe Company's assumption should have no impact on the relationship between 
tbe lease or fully distributed cost; but is itemized for completeness. 

83 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

. .  
L. 

15 

16 

17 ._ 

! 18 

19 

20 . .  
ii 21 

22 I.. I 

included by Sunlink under the fully distributed cost calculations. For the 

numerous reasons addressed above, I believe it is appropriate to remove these 

"allocated costs". 

\.. 
Column three differs from the previous column with respect to one assumption. 

That is, I reduced the value of the land included in the fully distributed 

calculations for the first six years of the lease. I reduced the value of the land 

from $426,842 to $275,494 because in 1990 Sunlink sold a portion of the land 

that was attributed to the warehouse. Clearly, the land was not needed to house 

the warehouse or it would not have been sold. As such the cost of this sold land 

should not have been included in the fully distributed cost calculations. As shown 

under this set of assumptions, an adjustment of $260,520 is required. 

Alternative four is the one that I recommend. It differs from alternative three, in 

one respect--for the years 1993 and beyond, to calculate the return on investment 

allowed under the fully distributed cost calculations, I used the return 

recommended by OPC witness Rothchild. As shown, alternative four produces 

an adjustment of $295,030. 

Alternative five shows an adjustment of $347,449. This alternative is the same as 

alternative four but ignores the years when fully distributed costs are greater than 

the lease cost. This logic follows the reasoning of Sunlink and BSC--that is, as 
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long as the lease cost is less than fully distributed cost no harm is done. In other 

words, I examined the levelized present value of the two alternatives only over 

the years when the cost of the lease was greater than fully distributed cost. While. 

this comparison is the most favorable to ratepaxcrs, I believe that alternative four 

examines the two options in the most accurate way. 

In addition to this adjustment, I also recommend that the Commission exclude 

from test year expenses the lease associated with the unused Miami warehouse 

space. Clearly, the property is not used and useful. As such the cost should not 

be included in customers’ rates. As shown on Schedule 19, I recommend reducing 

the Company’s test year expenses by $54,030. 

Did you make a similar comparison for the St. Augustine lease? 

Yes, I did. The results of my analysis indicated that for this particular lease 

arrangement the lease expense was slightly less than fully distributed cost. 

However, I would note that if the analysis was conducted over the life of the 

property, it would most likely show that fully distributed cost is less than the 

lease arrangement. 

What about the Colonnade building which is allocated to the Company? Were 

you able to perform a similar analysis? 

No. I did not receive a copy of the lease therefore I could not perform the 

required analysis. I have, however, requested a copy of the lease. I will update 

my testimony, if my subsequent analysis shows that an adjustment is required. 
I 
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Let’s turn to the next subject. Would you address the return on investment 

charged by BellSouth Communications, Inc.? 

Yes. As discussed earlier with respect to BellSouth Corporation, I recommend’ 

making an adjustment to the amount of retytn on investment billed to the 

Company by BCI. The Company indicated in its response to OPC’s interrogatory 

516 that return on investment information charged by affiliates other than BSC 

was not readily available. I find it interesting that all of the information necessary 

to determine the charge for the return on investment charged by BCI was made 

very readily available to the Company’s auditors Coopers & Lybrand. It was from 

their audit workpapers that I obtained the informationconcerning the ROI charged 

by BCI. Likewise, I find it troubling that the information concerning BellSouth 

Communications System, Inc., BellSouth Information Systems, and Sunlink was 

provided to the Staff in its Audit of the Company’s affiliate transactions. 

As was the case with BSC, BellSouth Communications, Inc. charges the Company 

a pretax return on investment c As shown on page 3 of Schedule 15, 

I have reduced this return to the equivalent pretax return recommended by OPC’s 

witness Rothchild of 11.41%. Since I did not have the budgeted 1993 return on 

investment to be charged the Company by BCI, I used 1992 data to estimate the 

adjustment to test year expenses. As shown on Schedule 14, the Florida intrastate 

return on investment charged by BCI w2 Using the rate of return 

- 

. - .._- __-- 
, _.. recommended by OPC produces a return on investment of .- 
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Accordingly, the Company’s test year expenses should be reduced by 

I am also recommending an adjustment for BellSouth Communications Systems, 

Inc., @CS) based upon the information providqe in response to the Staff‘s Audit 

Request 2-155. The Company did not provide the level of investment, but it did 

provide the amount of the return charged to the Company. The amount charged 

by BCS is almost identical to the amount charged by BSC and the percentage 

return on investment should be identical. Accordingly, I believe that it would be 

reasonable to make an adjustment for the return charged by BSC, in proportion 

to the adjustment for BCI. In response to the Staff‘s Audit, the Company 

indicated that BST was charged a return on investment 0- _ _  , . , by BCI in --- 
1992 and $2,101,000 by BSC in 1992. Thus, BCS’s return was of the 

return charged by BCI. Applying this ratio to the adjustment for BCI produces 

a downward adjustment for BellSouth Communications Systems’ return on 

investment of $123,075. 

Would you discuss the adjustment for Bellsouth Travel Semites? 

Certainly. BellSouth Travel Services is a travel agency that provides travel 

services to all of the BellSouth companies. According to the Company’s response 

to OPC’s interrogatory 1064, BellSouth Travel Services is a dedicated travel 

office owned and operated by Carlson Travel Network in accordance with a 

contract with BST. BST’s contract with Carlson states that all commissions and 

overrides earned by Carlson through this dedicated branch shall cover all 

--i *, 
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operating expenses plus a management fee for handling the BST contract. Any 

remainiig revenue is earned by BST.” During 1992 the Company’s intrastate 

share of this revenue was $341,481. The Company however, did not include any 

of this revenue in its 1993 budget. Accofdingly, I recommend that the 

Commission increase the Company’s 1993 intrastate revenues by $341,481. 

ComDanv Charges to Affiliate 

Q. Int’s turn to the next section of your testimony. What services does BST 

provide to its affiliates? 

As shown on Schedules 2 and 4, BST provides numerous services to its affiliates. 

In total, BST-Florida charged its affiliates $10,404,938 for services rendered. 

A. 

Examples of the services provided include, telecommunications services, 

advertising services, human resource services, accounting and financial services 

and administrative and general services. As shown on Schedule 4, the largest 

category of services falls under the category of administrative and general 

services. The majority of the services the Company provides to these affiliates is 

supposed to be priced at fully distributed cost. 

Have you made any adjustments for services the Company provides to its 

affiliates? 

I am recommending one adjustment. However, the fact that I am only 

Q. 

A. 

21 
22 

’’ If rwmes do not cover expenses, BST must make up the shoafall. ThC COmpaUY indicated that 
this did not occur iq1992 and it is not expected to OCCUT in 1993. 
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recommending one adjustment should not be taken as an endorsement of the 

method used by the Company to charge its affiliates or of the amount BST 

charges. To the contrary, I have reviewed documents which suggest to me thai. 

the Commission should be concerned about the$ charges. 

The adjustment that I propose relates to the return on investment for providing 

services to the Company’s affiliates. According to the Company’s response to 

OPC’s interrogatory 1063, the Company is not permitted by the FCC to charge 

its affiliates a return on investment for use of common plant and equipment. 

Specifically, the Company stated: 

In Paragraph 328 of CC Docket No. 86-111, the Federal 

Communications Commission (FCC) eliminated the feature 

whereby nonregulated activities would compensate the regulated 

accounts for the use of non-network common investments by 

calculating an appropriate compensation. [Southern Bell Telephone 

and Telegraph Company, Response to OPC’s Interrogatory‘1063.] 

Even though the FCC apparently does not permit the Company to charge a return 

on investment for the use of common plant and equipment, this should not 

prevent this Commission from imputing such a return. Clearly, the Company’s 

afffites should not be allowed to use this common plant and equipment without 

compensation to the Company. 
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I have estimated the adjustment required, since the Company did not know how 

such an adjustment should be calculated. In interrogatory 1277, OPC asked the 

Company to provide the amount of return on investment that it would charge for. 

use of common facilities were it not for @e FCC’s paragraph 328. The 

Company’s response was: 

Southern Bell objects to this request on the basis that the response 

calls for speculation on the part of the Company, which 

speculation the Company is not required to perform. [Southern 

Bell Telephone and Telegraph Company, Response to OPC’s 

Interrogatory 1277.1 - . 

My adjustment was estimated by taking the total revenue and expense credits 

received by BST from its affiliates and comparing it to BST’s total revenue. Thii 

,comparison showed that BST’s affiliates account for about .34% of the 

Company’s total revenue. I used this ratio to apply to the Company’s Florida net 

general plant and equipment. I then multiplied thii amount, $2,367,353, by OPC 

witness Rothchild’s recommended pretax rate of return to arrive at an 

approximation of the return the Company should charge its affiliates. This 

produced an intrastate return on investment charge to affiliates of $208,000. I also 

recommend that an adjustment be made for the associated depreciation. Similar 

calculations show that the depreciation expense that should be charged to affiliates 

is $235,000. Accordingly, as shown on Schedule 19, I recommend that the 
1 
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Commission increase the Company’s intrastate test year revenues by $443,000. 

Bellcore 

Q. Let’s turn to the seventh section of your testimony. Would you describe &. 

greater detail the services provided by BellcpFe? 

Yes. Bellcore was organized in October 1983 to provide many of the services 

previously performed under the license contract fee arrangement with AT&T. 

Bellcore primarily provides services to the seven Bell Regional Holding 

Companies, and through them to the various Bell Operating Companies. These 

services include applied research, operations technology, software technology and 

systems, information networking services, and network technology. Applied 

research is devoted to advancing telecommunications technology. Operations 

technology deals with d e  planning and development of new technologies that 

impact network operations. Software technology and systems provides software 

design and programming services. Information networking services is concerned 

with enhancing the existing network as well as implementing new and emerging 

technologies. Network technology helps maintain the existing network. 

Do you see any potential problems with respect to Bellcore and the costs that 

it charges to the Company? 

Yes, I do. In particular, I question the practice of charging current customers for 

applied research and other long-term Bellcore projects that do not benefit the 

customers in the year they are incurred. The fruits of such research are realized 

over many years and may take the form of new or enhanced products or services. 

A. 

Q. 

A. 
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If the latter then happen to become part of the future unregulated operations of 

Southern Bell, their research costs will have been charged to regulated customers, 

but their benefits will accrue entirely to the stockholders of Southern Bell. . 

\. 

Similar concerns were addressed in the NARUC report on Bell Communications 

Research released in November 1988. In that report it was noted that certain 

research projects performed by Bellcore could benefit future unregulated services 

at the expense of regulated customers: 

Currently, the operating companies are barred from manufacturing 

and from using their phone lines to distribute their own 

information products. The restrictions on their role in providing 

information services, however, were eased in the September court 

ruling, Civil Action No. 82-0192. This change, along with the 

possibility of the removal of the other restrictions in the future, 

create the possibility of the research funded by current ratepayers 

resulting in byproducts which will be spun off to non-regulated 

subsidiaries at no cost. [NARUC, Report on Bell Communications 

Research, p. 210.1 -. . 

Clearly, to the extent that the regulated operations of the Company pay for the 

research and development of a product or service that will be unregulated in the 

future, the Company's unregulated operations are inappropriately benefiting from 
t 
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the regulated operations. 

Similar conclusions were reached in the more recent NARUC Report on the' 

Review of Bellcore Technical Work Efforts r e l p e d  in November 1992. In that 

report, the Audit Team recommended three different ways of treating Bellcore 

projects for ratemaking purposes. First, projects directly attributable to 

competitive services are recommended to be taken below the line and not 

recovered from the general body of ratepayers. Second, projects related to 

noncompetitive or potentially competitive services should remain above the line. 

Third, projects treated as above the line should be capitalized if they are directly 

ataibutable to potentially competitive services or are common to noncompetitive 

and potentially competitive services. All other projects treated as above the line 

should be expensed. [NARUC, Report on the Review of Bellcore Technical Work 

Efforts, pp. ii-iii.] 

.. 

The Audit Team's rational for its recommendations stemmed from the concern 

that current customers could potentially pay for future services where the 

revenue and expenses would be taken below the line. Specifically, the Team 

wrote: ' r _ %  

Within the context of Bellcore, the problem with expensing R&D 

costs is one of fairness to current ratepayers. By expensing all of 

Bellcore's costs, consumers of today's noncompetitive 

93 
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telecommunications service are, in effect, paying for the 

development of service to be introduced in the future. To the 

extent that such future services are classified as competitive and 

the associated costs and revenues taken,Qelow the line, consumers 

of today's noncompetitive services will not be able to share in any 

profits from the sale of these future services, even though they are 

currently funding their development. Hence, we believe that in 

certain instances Bellcore's product costs should be capitalized so 

that the costs of developing future competitive services will be 

borne by consumers of these services. [bid., p. 22.1 

Can you give an example where the Company through Bellcore has expended 

funds on research and development for products o r  services which may be 

unregulated in the future? 

Yes. The BOCs have placed advertisements in national newspapers announcing 

Bellcore's design of a product that the Company is prohibited from offering due 

to the restrictions of the MFJ. In response to OPC document requests 443 and 

444, the Company provided advertisements sponsored by BellSouth associated 

with its "grassroots lobbying" efforts. One such ad addresses the research efforts 

associated with video windows: 
-. 

The companies' research organization has designed an 

experimental prototype that would allow for interactive, 

life-like meetings between groups of people in separate 
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locations. The meetings would take place using 

high-quality, large screen "video windows." But 

government restrictions forbid the regional Bell companies 

from developing or manufacturing, the components 

necessary for this invaluable technology. [Response to 

OPC's Document Requests 443 and 444.1 

Similarly, several of the Bellcore projects deal with the research and development 

(R&D) of technologies that will benefit future services and products. To the 

extent this R&D results in or enhance services and products (or byproducts) that 

are unregulated, then ratepayers' dollars will have been spent on behalf of the 

Company's stockholders. 

Two areas where Bellcore is expending considerable resources are fiber optics 

and the technology necessary to provide broadband services. Neither of these 

technologies is needed to provide basic local exchange or long-distance service 

to the end user. In fact, their further development will increase the Company's 

ability to offer new enhanced services like video programming, video on demand, 

videotext, and gateway services--all easily provided in a unregulated environment. 

Other areas include Personal Communications Services (PCS), Advanced 

Intelligent Network, and Information Networking Architecture. Research and 

development in these areas will also allow the Company to provide new revenue 

- .. 
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producing services. 

Do you believe there are Bellcore projects that should not be recovered from 

current ratepayers? 

Yes. I have prepared Schedule 18 showing the p,roject .. numbers, project titles, and 

dollars budgeted by Southern Bell on these projects for 1993. I have reviewed 

the Bellcore Project Profiles and the CosUBenefit Analysis performed on these 

projects and believe that the cost of these projects are not properly recovered 

from current customers. I have grouped the projects into several classifications. 

The. first is a distinction between projects which are classified as Applied 

Research and projects which fall under other Bellcore programs, like planning and 

engineering and technical analysis. 

Q. 

A: 

Within these two groups, I have broken the projects into subcategories. As shown 

on Schedule 18, under the Applied Research Group, I have four subcategories: 

Personal  CommunicationsIWireless, Informat ion  Services ,  

SONETIATMIInformationNetworking ArchitectureNideo, and Fibermroadband. 

Under the Other group, I have four subcategories: Personal 

Communications/Wireless; Fiber: Information Networking Architecture; 

Advanced Intelligent Network; and Video/BISDN. 

A review of these project profiies reveal Bellcore's involvement in several 

activities, such as video services and high definition TV, that relate to more than 
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the provision of telecommunications services and promise to bring substantial 

benefit to future services provided by the BOCs. Other areas in which Bellcore 

is expending efforts includes personnel communications services and the. 

development of future information services. These future services will potentially 

be provided in a unregulated environment. As such, it is my opinion that the 

associated costs should not be charged to current ratepayers. It would be patently 

unfair to charge today's customers for R&D that may benefit highly profitable 

unregulated products and services of the future. 

Would you describe some of the projects listed under each of the categories 

that you have established? 

Yes. The first group are applied research projects dealing with Personal 

Communications and Wireless Technologies. Recently there has been considerably 

debate over the future of Personal Communications Services and how it will 

affect the local exchange Customers. Some, like AT&T, argue that PCS is a 

complement to local exchange services and others, like the local exchange 

companies argue that it is a threat to local exchange service. Whether or not PCS 

will be offered in a regulated or unregulated environment is not certain. However, 

the possibility exists that the Company will be a provider of PCS and that it will 

be offered in an unregulated environment at some point in the future. 

" .  

The two applied research projects that fall under the PCSlWireless category are 

numbers 321408 and 321302. The first project, Personal Communications * 
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Applications, is described by Bellcore as follows: 

We investigate new end-to-end services and application concepts 

to meet the communications needs of people on the move. The 

goal of the research is to identify new knd emerging voice, data, 

and multimedia applications that can be accessed independently of 

physical location, and to the maximum extent possible within the 

constraints of the CPE and access facilities being used. Such 

applications represent potential opportunities for new revenue 

generation for our clients. [Southern Bell Telephone and Telegraph 

Company, Response to OPC’s Document Request 793.1 

\ 

The second project, Wireless Access, is described in the project profile as 

pertaining to the investigation of various options for wireless access systems and 

technologies for providing: (1) economical alternative fixed distribution networks, 

and (2) new voice and data services (personal communications services) that are 

flexible and portable. 

Both of these projects,. in my opinion, support research and development efforts 

that may in the future benefit services which are not regulated. During 1993, the 

Company budgeted to spend $161,100 on these two projects. 

Would you discuss the next group labeled as information services? 

Yes. This group includes four projects: trustworthy networks, ease of use, 
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information systems, and speech technology applications. Each of these projects 

deals with potential information services. 

The first project, trustworthy networks is descrlbed by Bellcore as providing the 

Bellcore Client Companies @CCs) with the capabilities necessary to maintain 

trustworthy networks and provide secure communications. This project includes 

providing methods and prototypes for secure storage, transmission and processing 

of digital data, whether voice, data, image or video. The project is described as 

supporting the strategic themes of robust networks and operations, new 

information services, personal nomadic communications, and information access. 

The second project, ease of use, is supposed to make software used by the 

Bellcore Client Companies easier to use. It also is described as supporting the 

strategic themes of enterprise efficiency, advanced voice and messaging 

capabilities, and video dial tone and beyond. Bellcore notes that it expects the 

ease of use project to provide strategic advantage for the owners in new 

telecommunications products and services in the future. Some of the past year's 

accomplishments included: demonstrations for possibilities of EMAIL for the 

masses; design of new kinds of audiotext services; and broadcasting a good- 

quality TV signal from a talk or seminar. 

The next project, information services, is described as seeking to reduce costs by 
I 
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designing effective systems to deliver multimedia information electronically, 

rather than on paper. The project supports the Bellcore strategic themes of 

enterprise efficiency and new information services. 

\.. 
The project, speech technology applications, has the objective of applying 

technologies of speech recognition and speech synthesis in innovative ways to 

expand the utility of the voice network while also reducing costs. The themes 

supported by the project include enterprise efficiency, robust networks and 

operations, advanced voice and messaging capabilities, and new information 

services. 

Would you address the category labeled SONET, ATM, Information 

Networking Architecture, and video? 

Yes. This group contains eight Bellcore projects. Synchronous Optical Networks 

(SONET) is the technology necessary to deliver video and multimedia services. 

It will eventually become the primary avenue for transporting broadband ISDN 

services. ATM, Asynchronous Transfer Mode is a "new multiplexing and 

switching technology that combines the best aspects of Time Division 

Multiplexing (TDM) and packet multiplexing." [Southern Bell Telephone and 

Telegraph Company, Response to Staff Audit Request 1-125.1 According to a 

white paper prepared by BST, this technology is to be used for a variety of 

purposes including the fluctuating bandwidth requirements of video compression, 

high definition television and advanced television and for multi-media 
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communications. Information Networking Architecture (INA) is the technology 

which makes delivery of many different telecommunications services possible. 

Past examples include customer calling features. Future services include network. 

automatic call distribution and area wide Centrex. [NARUC, Report on the 

Review of Bellcore Technical Work Efforts.] Video includes research aimed at 

enhancing the transmission of potential future video services, like video on 

demand and teleconferencing. 

The first project, network control, aims to provide the BCCs with network 

architectures and control system that ensure high service reliability at an 

acceptable cost. Research activities included: prototype planning tools for SONET 

and ATM networks and network and software prototypes for the information 

networking architecture. The final test of this project was described as follo%x 

The ultimate final exam will OCCUT when our clients are able to 

offer their customers reliable, competitively priced broadband 

services and where their network and operations costs are less than 

their competitors. [Southern Bell Telephone and Telegraph 

Company, Response to OPC’s Document Request 793.1 

Broadband is a descriptive term for evolving digital telephone technologies that 

will offer households and businesses a single switched facility offering integrated 

access to voice, high-speed data services, and video service on demand, including * 
- 
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one way and two way color television and interactive information services. 

The next project, digital subscriber line technology, is described as research. 

aimed at identifying and resolving technical isstm that may limit techniques from 

increasing the bandwidth capacity of copper loops to levels which are needed to 

transport new services such as video-on-demand, interactive multimedia or video 

teleconferencing. This project supports the theme video dial tone and beyond. 

Project 321306, SONET/ATM technology, is also related to research concerning 

video and data communications. This project addresses roadblocks that must be 

resolved if the BCCs are to capitalize on the opportunity provided by 

SONET/ATM to support video and data communications. The theme is also video 

dial tone and beyond. 

The next project, visual communications systems, is geared toward research 

dealing with improvements and standardization of video compression coding for 

use with videophone, video teleconferencing, multimedia, entertainment video or 

high definition television. This project also supports the theme video dial tone and 

beyond. 

The next project, telepresence networking applications is described by Bellcore 

to: "conceive, analyze, prototype, and understand the end user needs, end user 
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benefits, social impacts, and communicatiori needs of communication applications 

which substitute for physical presence.” [bid.] The theme is advanced voice and 

messaging capabilities, personal nomadic communications and informationaccess, 

video dial tone and beyond and new informatidn services. 

The messaging & information access applications project, according to Bellcore, 

is trying to: 

Conceive, analyze, prototype, and understand the end user needs, 

end user benefits, social impacts, and communication needs of 

multimedia messaging and information access applications. These 

applications involve various combinations of text, data, images, 

voice clips, video clips, and audio clips and represent potential 

opportunities for new revenue generation for OUT clients. They 

include video-on-demand, networked multimedia information 

retrieval, secure electronic forms, and multimedia electronic mail. 

mid.] 

The next two projects, network operating systems and internetworking. like their 

predecessors, are related to research for the advancement of advanced voice and 

messaging capabilities, personal nomadic communications, public data 

networking, video dial tone and beyond, and new information services. 
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The Florida intrastate 1993 budget for these eight projects is $963,000. 

Would you please describe the projects under the heading fiber/broadband? 

Yes. All of the projects under this category support research and development 

efforts concerning fiber optics and broadbandwhnology, both of which will 

produce future revenue opportunities for Southern Bell. 

For example, the first project, economic business decision support, includes 

research in such areas as: pricing and cost allocation methodologies for broadband 

telecommunications networks and developing methodologies and software tools 

which aid in predicting the demand for new products and services. Likewise, the 

second project, design of broadband multimedia networks, is geared toward 

research necessary to design, engineer, provision, and control the currently 

emerging and future broadband multimedia networks. The third project, loop 

connection technology, deals with research concerning optical fiber and wireless 

technology into the access network. The fourth project, high-speed networking, 

is concerned with researching high-speed networking in order to identify new 

revenue producing opportunities for SMDS, frame relay, cell relays, Broadband 

ISDN, and ISDN. The fifth project, lightwave systems, deals with research for 

lightwave technologies that will meet the demand for services such as broadband. 

The final project in this group, fiber-in-the-loop, relates to such research topics 

as low-cost options for cable installation, evaluating the fiberlcoax option and 

SONET/ATM to the curb options, and to provide guidance for cost reductions 

- ' I  
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and evolution to video dial tone and beyond. The Florida intrastate 1993 budget 

for this category of research is $617,700. 

The remainder of the projects are not related to Applied Research. Would . 
you please address the first group dealing withgersonal communications and 

wireless communications? 

Yes. The first three projects, operations planning for PCS, PCS demo testing, and 

PCS access services deal with research concerning the BCCs strong desire to use 

their wireline infrastructure and intelligent networks to support the provision of 

PCS. Even though access will most likely be provided in the regulated 

environment, I still believe these costs should not be passed onto current 

customers for two reasons. First, the research is geared toward enhancing future 

revenue and as such the costs should be charged to future customers. Second, the 

Company, one of its affiliates, or a company acquired in the future, may provide 

PCS in an unregulated environment. The information gained through thii research 

could be transferred to these future operations at the expense of current 

customers. Accordingly, I do not believe that these costs should be charged to 

current customers. 

The fourth and fifth projects, wireless interconnection service development and 

wireless interconnection, both have the objective of helping BellSouth 

Telecommunications create and market services and provide interconnection 

arrangements that result in increased revenues. These projects resulted from the 
1 
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perceived need to identify and respond to the needs of customers of wireless 

carriers. Like my concerns with respect to the PCS access, this project has 

similar problems. First they are supposed to generate future revenues. Second,. 

it would seem that by identifying the needs of customers of wireless carriers, the 

Company could potentially enhance the revenues/profitability of its cellular 

affiliates, without them providing any contribution to this research effort. For 

these reasons, I do not believe that these projects’ costs should be charged to 

current ratepayers. 

The next group of projects is labeled fiber. Would you please discuss the 

research and development being undertaken with respect to these projects? 

Yes. As can be determined from reading the titles of each of these projects the 

. 

primary thrust of the research relates to fiber in the loop (FITL). One of these 

projects, FITL basic platform and evolution requirements, is described as 

providing the generic requirement and standards to support fiber in the loop. Fist 

generation fiber in the loop will support basic telecommunications services and 

have the potential to support a broad range of future services over fiber in the 

distribution systems. These projects are described as providing research and 

development efforts related to future products. 

The use of fiber in the loop and to the curb is not necessary for the provision of 

basic telecommunications services. Using fiber in this capacity will enhance the 

Company’s ability to provide new and enhanced services, such a video dial tone, 

._ 
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Q. 

A. 

video on demand, and others which have the potential to be provided in an 

unregulated environment. As I have stated previously, current customers should 

not be forced to pay for this research and development--it should be deferred and. 

paid for by future customers and those who wiU benefit the most from it. 

For the budget year 1993, the Company has projected that it will spend $245,300 

on these projects. 

What about the next project which falls under the Information Networking 

Architecture category. What services will be provided with the rehearch and 

development resulting from this project? 

According to the project profile for project number 1R501N. deployment of INA 

is expected to increase BCC’s revenues, lower costs, meet public policy 

objectives, and improve the quality of customer interaction. INA is expected to: 

provide a common, cost-effective approach for generic management of vendor 

and technology-specific implementation of information networking capabilities; 

stimulate development of networked application and end-user demand for 

information networking services; improve the underlying cost model for 

developing new services through a common approach to network and operations 

that provides for a more consistent view of the network; offer services 

consistently, independent of the user’s geographic location; and numerous other 

benefits. As discussed earlier, services available with this technology has the 

potential of being provided in a competitive unregulated market. As shown on 
* 
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Schedule 18, the Company expects to spend $111,400 on this project in 1993. 

What is the Advanced Intelligent Network? 

The Advanced Intelligent Network is described as "an evolving, service- , 

independent network architecture that provides bpportant new capabilities for the 

rapid creation of customizable telecommunications services. " [Southern Bell 

Telephone and Telegraph Company, Response to OPC's Document Request 793 .] 

It is intended to enhance opportunities in the voice services market; to support 

development of personal communications services and information services; and 

to possibly serve as the network control technology to support future initiatives 

such as broadband and multimedia applications. This group contains four projects 

with a total 1993 budget of $786,700. 

The next group of projects is labeled VideoLIISDN. Is there any difference 

between the research undertaken with these projects and the ones described 

under the applied research category? 

The research undertaken is not the same. Nevertheless, the fruits of the research 

and development are simiilar--it will potentially be unregulated services and 

products that benefit from this research and development. 

Several of these projects also concern video dial tone services which is a possible 

Southern Bell offering that will allow residential customers to gain access to, to 

inter& with, and to view entertamm . ent, educational, games, multimedia, video 

in the home. Each of these projects is concerned with services that will potentially 
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be offered in an unregulated environment. Until such a determination is made as 

to their status, the research and development costs should not be recovered from 

customers. As shown on Schedule 18, the Company's 1993 budget includes. 

$373,900 for these six projects. .. 

What is the total of all of these projects? 

As shown on Schedule 18, the Florida intrastate budget for these projects is 

$3,850,600. Thii compares to a total 1993 Bellcore budget for Southern Bell's 

Florida intrastate operations of $32,552,800. The amount of Bellcore costs that 

I recommend not including in the Company's test year expenses amounts to less 

than 12% of the total Bellcore budgeted expenditures. 

Have you reviewed any documents which show that the Company's goal is to 

become an important player in these new services and how they prefer them 

to be regulated? 

Yes. The Company's 1994-98 Strategic Plan addresses these services. For 

example, the Company notes that while it is "firmly rooted as a primary regional 

wireline provider of voice and data telephony, the company has the capability to 

participate in newly-forming markets brought about by the merging of voice, 

data, and video." [Southern Bell Telephone and Telegraph Company, Response 

to OPC's Document Request 789.1 

The Company notes that while it intends to continue to expand and improve its 

narrowband network, it intends to expand capacity beyond narrowband wireline 
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to broadband and wireless services in profitable special networks. [Ibid.] 

With respect to its goal of influencing its regulators the Company has the, 

following strategies: \.. 

Aggressively pursue pure price regulation from state regulators, 

remaining flexible to more value-creating operations if appropriate. 

Seek improvements in FCC price cap plan that eliminate earnings 

sharing, maintain reasonable productivity offset, and provide 

additional pricing flexibility. Seek MFJ relief. Obtain parity with 

cable TV in serving similar markets. Pursue opportunity for PCS 

license. [Ibid.] 

Finally, the Company identifies one of the critical issues it needs to address as the 

"[nleed to offer competitive services on [an] unregulated basis." [Ibid.] 

The Company's strategic plans are consistent with many of the research and 

development efforts being undertaken by Bellcore. Southern Bell's plans 

demonstrate its goal to provide new services and to do so in an unregulated 

environment. The Commission should be concerned about the many implications 

of requiring current ratepayers to fund the research and development of 

technologies that will result in the provision or enhancement of new services that 

may not be provided in a regulated environment. 
. 
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Q. You have indicated that these costs shonlti not be recovered from current 

ratepayers, How do you propose that they be treated by the Commission? 

I recommend tha! the Commission require the Company to defer these expenses. 

for either recovery at a later date or expensing. below the line at a later date. 

Since there is uncertainty about whether or not these projects will benefit future 

nonregulated operations, it is only appropriate that such costs be deferred for later 

recovery. If the Company can demonstrate in the future that the research and 

development costs have benefitted regulated ratepayers through the provision of 

regulated services, then it would be appropriate for such costs to be recovered 

from future customers. However, if the Company cannot demonstrate such a 

benefit, then the costs should be expensed below the line. There may be instances 

where some allocation between above the line and below the line might be 

necessary. However, this can be determined when there is more certainty with 

respect the conditions under which the resulting services and products will be 

provided. 

A. 

I also believe that the Company should be compensated for the time value of 

money by earning a return on the project costs that have been deferred. This 

would not be a current return, but would be accrued on the projects until a 

determination by the Commission is made with respect to their recoverability 

from crnrent ratepayers:"biswould beanalogous to Allowance for Funds Under 

Construction which is used by electric and telephone companies to accrue 
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carrying costs while a project is under construction. The accrual here would be 

different in that the Company could not recognize the accrual as income until it 

is determined by the Commission to be appropriately recovered from ratepayers., 

The mechanism could be entitled Allowance for Research and Development Funds 

(ARDF). In other words, the Company would keep track of the costs incurred on 

the projects that I have identified and accrue a return on its "investment" equal 

to the overall rate of return allowed by the Commission. If the Commission 

allows the Company to collect these costs from future customers, then the 

Company should be allowed to recover the associated carrying costs. If the 

Commission determines that the costs should not be recovered from future 

customers then the Company would need to write these expenses off against 

income. In my opinion, allowing the Company to recover a carrying cost on these 

expenditures should remove the associated disincentive for the Company to 

investment in future R&D efforts that might be beneficial to customers. 

In Docket No. 890190-TL, where you made a similar proposal, the Company 

argued that waiting until after a project is completed before determining its 

regulatory treatment was not a practical solution because it did not account 

for projects (applied research) that did not result in a product or service. 

Would you care to comment on this argument? 

Yes. I do not believe that it applies to the existing situation, at least to any 

significant extent. The projects that I have identified all relate to certain types of 

future products or services most of which will most likely be provided in the 
1 
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future. -It is just a matter of time. 

To the extent that a project results in absolutely no product or service, or even, 

a benefit to a product or service, then I believe.jt would be fair for the costs of 

such projects to be recovered from ratepayers, but only if the Commission 

believes that such research efforts were in the public interest. The recovery of 

such costs, however, would be contingent upon the Company demonstrating that 

such research was a prudent expenditure and undertaken for the anticipated 

benefit of its regulated body of customers. 

Conclusions 

Q. Let's turn to the last section of your testimony. Do you have a Schedule 

which summarizes the adjustments that you recommend? 

Yes. Schedule 19 of my exhibit lists each of the adjustments that I recommend 

and the impact on the Company's intrastate revenues or expenses. I have 

developed two sets of adjustments. The fmt, shown under the column labeled 

"No Change to General Allocator" assumes that the Commission does not adopt 

A. 

my recommendation concerning changing the general allocator used to allocate 

BSC costs to the Company. The second, shown under the column labeled 

"Change to General Allocator", assumes that the Commission adopts my 

recommendation with respect to changing the general allocator. It was necessary 

to produce these two sets of adjustments because several of the adjustments that 

I recommend are allocated using the general allocator. As shown on this 
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4 Q. 

5 A. Yes, itdoes. 

Schedule, my recommendations reduce the Company’s expenses by $10,443,779 

if the Commission does not adopt my general allocator recommendation and by 

$10,082,842 if the Commission adopts my general allocator recommendation. . 
Does this complete your direct testimony, prgfiled on November 8, 1993? 
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APPENDIX I 

QUALIFICATIONS 

.. What is your educational background? 

I graduated from Florida State University with a Bachelor of Science degree in 

Finance in March, 1979. I received an M.B.A. degree with a specialization in 

Finance from Florida State University in April, 1984. 

Would you please describe your employment history in the field of Public 

Utility Regulation? 

In March of 1979 I joined Ben Johnson Associates, Inc., a consulting firm 

specializing in the field of public utility regulation. Wile at Ben Johnson 

Associates, I held the following positions: Research Analyst from March 1979 

until May 1980; Senior Research Analyst from June 1980 until May 1981; 

Research Consultant from June 1981 until May 1983; Senior Research Consultant 

from June 1983 until May 1985; and Vice President from June 1985 until April 

1992. In May 1992, I joined the Florida Public Counsel's Office, as a 

Legislative Analyst 111. 

Would you please describe the types of work that you have performed in the 

field of hblic Utility Regulation? 

Yes. My duties have ranged from analyzing specific issues in a rate proceeding 

to managing the work effort of a large staff in rate proceedings. I have prepared 

testimony, interrogatories and production of documents, assisted with the 
I 
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preparation of cross-examination, and assisted counsel with the preparation of 

briefs. Since 1979, I have been actively involved in more than 160 regulatory 

proceedings throughout the United States. 

I have analyzed cost of capital and rate of return issues, revenue requirement 

issues, public policy issues, and rate design issues, involving telephone, electric, 

gas, water and wastewater, and railroad companies. 

In the area of cost of capital, I have analyzed the following parent companies: 

American Electric Power Company, American Telephone and Telegraph 

Company, American Water Works, Inc., Ameritech, Inc., CMS Energy, Inc., 

Columbia Gas System, Inc., Continental Telecom, Inc., GTE Corporation, 

Northeast Utilities, Pacific Telecom, Inc., Southwestern Bell Corporation, United 

Telecom, Inc., and U.S. West. I have also analyzed individual companies like 

Connecticut Natural Gas Corporation, Duke Power Company, Idaho Power 

Company, Kentucky Utilities Company, Southern New England Telephone 

Company, and Washington Water Power Company. 

Have you previously assisted in the preparation of testimony concerning 

revenue requirements? 

Yes. I have assisted on numerous occasions in the preparation of testimony on a 

wide range of subjects related to .the determination of utilities’ revenue 

requirements and related issues. 
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I have assisted in the preparation of testimony and exhibits concerning the 

following issues: abandoned project costs, accounting adjustments, affiliate 

transactions, allowance for funds used during construction, attrition, cash flow. 

analysis, construction monitoring, construction work in progress, contingent 

capacity sales, cost allocations, decoupling revenues from profits, cross- 

subsidization, demand-side management, depreciation methods, divestiture, excess 

capacity, feasibility studies, financial integrity, fmancial planning, incentive 

regulation, jurisdictional allocations, non-utility investments, fuel projections, 

mergers and acquisitions, pro forma adjustments, projected test years, prudence, 

tax effects of interest, working capital, off-system sales, reserve margin, royalty 

fees, separations, settlements, and resource planning. 

Companies that I have analyzed include: Alascom, Inc. (Alaska), Arizona Public 

Service Company, Arvig Telephone Company, AT&T Communications of the 

Southwest (Texas), Blue Earth Valley Telephone Company (Minnesota), 

Bridgewater Telephone Company (Minnesota), Carolina Power and Light 

Company, Central Maine Power Company, Central Power and Light Company 

(Texas), Central Telephone Company (Missouri and Nevada), Consumers Power 

Company (Michigan), C&P Telephone Company of Virginia, Continental 

Telephone Company (Nevada), C&P Telephone of West Virginia, Connecticut 

Light and Power Company, Danube Telephone Company (Minnesota), Duke 

Power Company, East Otter Tail Telephone Company (Minnesota), Easton 
I 
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Telephone Company (Minnesota), Eckles Telephone Company (Minnesota), El 

Paso Electric Company (Texas), General Telephone Company of Florida, Georgia 

Power Company, Kentucky Power Company, Kentucky Utilities Company, KMP. 

Telephone Company (Minnesota), Idaho Power Company, Oklahoma Gas and 

Electric Company (Arkansas), Kansas Gas & Electric Company (Missouri), 

Kansas Power and Light Company (Missouri), Mad Hatter Utilities, Inc. 

(Florida), Mankato Citizens Telephone Company (Minnesota), Michigan Bell 

Telephone Company, Mid-Communications Telephone Company (Minnesota), 

Mid-State Telephone Company (Minnesota), Mountain States Telephone and 

Telegraph Company (Arizona and Utah), Northwestern Bell Telephone Company 

(Minnesota), Potomac Electric Power Company, Public Service Company of 

Colorado, Puget Sound Power & Light Company (Washington), South Central 

Bell Telephone Company (Kentucky), Southern Union Gas Company (Texas), 

Southern Bell Telephone & Telegraph Company (Florida, Georgia, and North 

Carolina), Southern States Utilities, Inc., Southern Union Gas Company, 

Southwestern Bell Telephone Company (Oklahoma, Missouri, and Texas), St. 

George Island Utility, Ltd., Tampa Electric Company, Texas-New Mexico Power 

Company, Tucson Electric Power Company, Twin Valley-Ulen Telephone 

Company (Minnesota), United Telephone Company of Florida, Virginia Electric 

and Power Company, Washington Water Power Company, and Wisconsin 

Electric Powex Company. 

What experience do you have in rate design issues? 
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My work in this area has primarily focused on issues related to costing. For 

example, I have assisted in the preparation of class cost-of-service studies 

concerning Arkansas Energy Resources, Cascade Natural Gas Corporation, EL 

Paso Electric Company, Potomac Electric Power Company, Texas-New Mexico 

Power Company, and Southern Union Gas Company. I have also examined the 

issue of avoided costs, both as it applies to electric utilities and as it applies to 

telephone utilities. 

Have you testified before regulatory agencies? 

Yes. I have testified before the Arizona Corporation Commission, the 

Connecticut Department of Public Utility Control, the Florida Public Service 

Commission, the Georgia Public Service Commission, the Missouri Public 

Service Commission, the Public Utility Commission of Texas, and the 

Washington Utilities and Transportation Commission. My testimony dealt with 

revenue requirement, financial, and class cost-of-service issues concerning AT&T 

Communications of Southwest (Texas), Cascade Natural Gas Corporation 

(Washington), Central Power and Light Company (Texas), Connecticut Light and 

Power Company, El Paso Electric Company (Texas), Kansas Gas & Electric 

Company (Missouri), Kansas Power and Light Company (Missouri), Houston 

Lighting & Power Company (Texas), Mountain States Telephone and Telegraph 

Company (Arizona), Southern Bell Telephone and Telegraph Company (Florida 

and Georgia), Puget Sound Power & Light Company (Washington), and Texas 

Utilities Electric Company. 
* 

6 



I 

i 

1 

2 

3 

4 

5 

6 Q. 

7 A. 

8 Q- 

9 A. 

10 

11 

12 

13 

I have also testified before the Public Utility Regulation Board of El Paso, 

concerning the development of class cost-of-service studies and the recovery and 

allocation of the corporate overhead costs of Southern Union Gas Company and 

before the National Association of Securities Dealers concerning the market value 

of utility bonds purchased in the wholesale market. 

Have you been accepted as an expert in these jurisdictions? 

Yes. 

Do you belong to any professional organizations? 

Yes. I am a member of the Eastern Finance Association, the Financial 

Management Association, the Southern Finance Association, the Southwestern 

Finance Association, the Florida and American Water Association, and the 

National Society of Rate of Return Analysts. 

.. . 

i . 



. ._ 

EXBIBITS 

OF 

KIMBERLY H. DISMUKES 

.. 



Table of Contents 

1.: 

. 
I... 

BellSouth Corporation 
Organizational Chart \. 

Southern Bell Telephone and Telegraph Company 
Affiliate Services 

BellSouth Corporation 
Summary of Affiiate Charges 

Southern Bell Telephone and Telegraph Company 
Summary of Florida Outgoing Billings to Affiliated Companies 
Corporate Service and Project Billings from BellSouth 
1992 Corporate Services Billings to BellSouth Telecommunications 
Calculation of Recommended Allocation Factors 

Southern Bell Telephone and Telegraph Company 
Summary of Ownership Adjustments 

Speech by John Clendenin 
Travel Itinerary of John Clendenin 
Summary of Vouchers 

BellSouth Corporation 

Southern Bell Telephone and Telegraph Company 
Summary of Other Regulatory Adjustments 
BSC Advertisements 
Bellcore Memberships 

Southern Bell Telephone and Telegraph Company 
Return on Investment 
Square Feet Leased at the Campanile Building 
Analysis of Jacksonville Lease 

Southern Bell Telephone and Telegraph Company 
Bellcore Project Disallowances 

Southern Bell Telephone and Telegraph Company 
Summary of Recommended Adjustments 

1 

2 

3 

8 

9 
10 
11 

12 
13 
14 

15 
16 
17 

18 

19 

. .  



i '. . .  . 
I 

.. 

Southern Bell 
Docket No. 920260-TL 

. 

Cover Page . 
Witness: Dismukes 



! 

i 

1 
L 
i .  

1: 

BellSouth Corporate Structure 

I Bellsourh Corporation 1 

3ellSourn Telecommuntoi~onr. inc. Enieronses. 0. C.. lnc. 

Synems. inc. 

I 

BellSoulh 
Abvancea Systems. 1% 

6 anlhala C w n c a n  

Advenlf lng and  
Publlahlng Group 

PuMisning Comwawn am anibates 
BellSouLh Resou:cas.Jnt. BellSouth Advrmsiq  6 BellSouth Cellum Camnmn 

. Sunlink CormraKm 
s l m  W e  Cornmunucam 

Corporawn o l h m n a  Bel~South Informawn Graonia. IIY. 
Systems. 1% am anduies am aniliales 

semas. inc. arm sniliates Oam. lnc. 
Oatacerr FuanoaJ L M. Berry ana Carnoany BalSOULh Moa10 

am arliliates 

BellSouth .Mobile 
lmellqent Oaa. IN. I1 

M m a  VenNrRS. I K  am alliliates 

TechSou~h. In= 

adisouln P e n o m  
Cammuncauons. IIY. 

lnlernatlonal 
h Corporate Development 

Group I 
3euso~tn AUSUZIS. La. 

Be~lsouvl Aternanona. mc. 
BellSoum lnv~sora. S A  108Y.1 

BellSouth Venezueua. S A  
BellSoutn Shanpna Cenlre. Ltd. 

ROY Cellular Iwemra. SA. ii6.08%1 
aeisoutn Mexro. mc. ' 

BeUSouln Ventures Corwracan 
Be11Souin Chde. Inc. 

BellSouth AswPamc Enlemnses. 1%. 

A u  Call Holamqs Limrlea 

BelISauin New Zealana Hoiaonps u~lea 
BellSouln N w  iealano Llmilea 

8euSouin atan,. inc. 
3ellSouln MalaYSia. I=.. 

BLS Oenman. IRC. 

3s MOO~UIII H o ~ n ( r s  GmOH 

:nrellqenl Messaotng Serwces. 1°C. 

Coooe,awe teawcare  Nemons. ~nc.  



Southern Ball 
Docket No. 920260,TL 
Exhibit- IKHD.11 
Schsduto 2 

Witness: Dirmuko. 
Page 1 Of 5 

Southern Ball Tslsphona and Telegraph Company 
Affiliate S C N I E ~ ~  

From Southern Bell to Affiliatas 
Matrix I 

Production of Corporato 

Mwcallansaus AdmlnlrtrrUva SarvimI 



Southern Bell 
Docks1 No. 920260-TL 
Exhibit- IKHD-11 
Sshadula 2 

Witness: Dismukes 
Page 2 O f  5 

r 
Southern Boll Tclephon* and Telegraph C ~ m p a n y  

From Southern Ball 10 Affiliatas 
Affiliate Services 

MatriX 111 

Southern Boll Telephone and Telegraph Company 

From Soulhorn Bsn 10 Affiliate. 
Affiliate Servlca* 

Matrix I1 

BSCC MCAA BSMD 

Marketing Suppon X X 

BIS BRI SUNLINK BSI ‘BSSI CHN 

Treasury and Accovntlnp SuppoR 

*BellSouth Business Svstems Subridiarv 

#.- - 



.
 .. 

! 

i 



i - -  -_.._ ~ . I' ._..._ -~ . . I--- :--- r c .  . ... L.. ... 3 Ei 

Southern Ball 
Dockat No. 920260-TL 
Exhibit- IKHD.11 
Schedule 2 

Witness: Dirrnukoi 
Paga 4 O f  5 

Southern Boll Tclephona and Telegraph Company 

Fmm Aftiliatar to Southern Ball 
Affiliata Sawice. 

Matrix V 



.. . 
*.IU__ , ... , . . 



I , ..... " I . .  - r- : . cI- . - .  

BellSouth Corporation 
Bellcore 
BellSouth Communications, Inc. 
BellSouth Communications Sys. 
BellSouth Advertising & Pub. 
BellSouth Mobility 
Dataserv 
BellSouth Financial Services 
BellSouth Information Systems 
L.M. Berry 
BellSouth Advanced Networks 
BellSouth Human Resources 
Tri-Data Systems 
Stevens Graphics 
BellSouth Enterprises 
Techsouth Inc. 
Sunlink Corp 
Moblie Cornrn. Corp. of America 
CSL Joint Ventures 
BellSouth Corporation D.C. 
BellSouth Resources 
Media Technologies 
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Percentage Percentage Percentage 
South Bell BellSouth Other Non to BellSouth to Other to Non 

Telephone Affiliates Affiliates 
$51,169,280 $69,968,610 $121,137,890 $27,884,719 $2,042,605 80.19% 18.46% 1.35% 

Southern 

1990 Central Telephone Telephone Affiliates Affiliates 

63.1 12,100 91,547,900 154,660,000 2,316,700 98.52% 1.48% 0.00% 
1,906,955 6,220,883 8.1 27,838 4,355,924 65.11% 34.89% 0.00% 

393,173 393,173 100.00% 0.00% 0.00% 
2,458,450 1,630,218 4,088,668 100.00% 0.00% 0.00% 

173,369 1,662,962 1,836,331 584,643 75.85% 24.15% 0.00% 
3.493.1 30 2.928.258 6,421,388 7,277.316 46.88% 53.12% 0.00% 
1,633,191 3,050,749 4,683,940 12,245 99.74% 0.26% 0.00% 

478.274 2,810,959 3,289,233 45,419,799 6.75% 93.25% 0.00% 
71,185 384,698 455.883 81,536,492 0.56% 99.44% 0.00% 
40,364 34,144 74,508 388.1 72 18.10% 83.90% 0.00% 

1,156,684 2,738,856 3,895,340 2.21 5.665 63.74% 36.26% 0.00% . .. . 
40 25,293 25,333 100.00% 0.00% 0.00% 

106,517 259,458 385,975 112,039,785 0.33% 99.67% 0.00% 
1,481 1,481 100.00% 0.00% 0.00% 
4,200 4,200 100.00% 0.00% 0.00% 
2,363 2,363 5,673,207 0.04% 99.96% 0.00% 

44,689 1,348,687 1,393,376 100.00% , 0.00% 0.00% 
11 0,265 110,265 100.00% I 0.00% 0.00% 

7.477 1,404 8,881 100.00% 0.00% 0.00% 
1,029,570 893,339 1,922,909 1,414,915 57.61 % 42.39% 0.00% 

2,604 2,604 4,320,323 0.06% 99.94% 0.00% 
$127,277,052 $185,624,527 $312,901,579 $295,439,905 $2,042,605 51.26% 48.40% 0.33% 
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Southern Percentage Percentage Percentage 
South Bell BellSouth Other Non t o  BellSouth to  Other to Non 

1991 Central Telephone Telephone Affiliates Affiliates Telephone Affiliates Affiliates 

*- 

BellSouth Corooration 550.292.153 $68.101.287 $1 18.393.440 $35,149,345 $2,068,000 76.08% 22.59% 1.33% 
2,744,539 98.42% 1.58% 0.00% 
3,518,000 96.98% 3.02% 0.00% 
1,659,000 126,757,969 0.00% 1.29% 98.70% 

Bellcore 
BellSouth Communications, Inc. 
BellSouth Communications Sys. 
BellSouth Advertising & Pub. 
BellSouth Mobility 
Dataserv 
BellSouth Financial Services 
BellSouth Information Systems 
L.M. Berry 
BellSouth Advanced Networks 
BellSouth Human Resources 
Tri-Data Systems 
Stevens Graphics 
BellSouth Enterprises 
Techsouth Inc. 
Sunlink Corp 
Moblie Comm. Corp. of America 
CSL Joint Ventures 
BellSouth Corporation D.C. 
BellSouth Resources 
Media Technologies 
BellSouth Direct Marketing 
BellSouth Products 

Total 
* 

72;534;955 
43,603,201 

3,134,282 
517,303 

1.81 1,313 
476,590 
479,899 

5,175 
1,533 

1,424,682 

157,484 
627 

947,560 

1,508 
159,616 

195,952 

98;740;265 
69,527,490 

5,769 
2,884,667 
1.328.368 
2,862,691 

688,781 
1,501,331 

44.01 0 
1,595 

2.945.81 2 
779 

365,156 
927 

607,047 
497,250 

1.628 
1,055,152 

677,466 

171;275;220 
11 3,130,691 

5,769 
6,018,949 
1,845,661 
4,674,004 
1,165,371 
1,981,230 

49,185 
3,128 

4,370,494 
779 

522,640 
1,554 

0 
0 

1,554,607 
497,250 

3.1 36 
1,214,768 

0 
873,418 

85,000 98.61 % 1.39% 0.00% 
1,698,000 52.08% 47.92% 0.00% 

52,070,000 3.67% 96.33% 0.00% 
84,354,000 0.06% 99.94% 0.00% 

671,000 0.46% 99.54% 0.00% 
20,493,000 17,000 17.57% 82.37% 0.07% 

100.00% 0.00% 0.00% 
119,374,000 0.44% 99.56% 0.00% 

100.00% 0.00% 0.00% 

100.00% 0.00% 0.00% 
13,774,000 3.46% 96.52% 0.00% 
1 1,774,000 0.03% 99.97% 0.00% 

421,000 74.26% 25.74% 0.00% 

3,610,000 131,640,000 3.34% 2.58% 94.08% 
78,000 14,196,000 7.55% 0.51% 91.95% 

I 

100.00% 0.00% 0.00% 
15,447,000 0.00% 0.00% 100.00% 

$1 75.743.833 $251,837,461 $427,581,294 $351,472,884 5290,125,989 39.99% 32.87% 27.14% 
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Southern Percentage Percentage Percentage 
South Bell BellSouth Other Non to BellSouth to Other to Non 

Telephone Affiliates Affiliates 1992 Central Telephone Telephone Affiliates Affiliates 
BellSouth Corporation $99,776,526 $33,955,000 74.61 % 25.39% 0.00% 
Bellcore 162,850,303 2,149,000 98.70% 1.30% 0.00% 
BellSouth Communications, Inc. 209,991,149 48,252,000 81.32% 16.68% 0.00% 

BellSouth Advertising & Pub. 4,416,365 6 2 4,O 0 0 87.62% 12.38% 0.00% 
BellSouth Mobility 2,138,829 1,434,000 59.86% 40.14% 0.00% 

BellSouth Information Systems 3,865,357 49,323,000 7.27% 92.73% 0.00% 
L.M. Berry 22,406 85,706,000 0.03% 99.97% 0.00% 
BellSouth Advanced Networks 101.083 11,391,000 0.88% 99.12% 0.00% 

Stevens Graphics 2,613,914 120,995,000 2.11% 97.89% 0.00% 

Sunlink Corp 3.2 6 9,6 7 8 2,299,000 58.72% 41.28% 0.00% 
Moblie Comm. Corp. of America 2,249.51 8 818.000 73.33% 26.67% 0.00% 
CSL Joint Ventures 10,252,343 5,512,000 65.04% 34.95% 0.00% 
BellSouth Corporation D.C. 3,065 12,086,000 0.03% 99.97% 0.00% 
BellSouth Resources 34,737 16,771,000 0.21% 99.79% 0.00% 

BellSouth Direct Marketing 1,383,828 100.00% 0.00% 0.00% 
0.00% 100.00% BellSouth Products 125,323,000 0.00% 

Scientific Software 7,500 252,000 2.89% 97.11% 0.00% 
Total $508,384,751 $41 5,923,000 $532,266,000 34.90% 28.55% 36.54% 

BellSouth Communications Sys. 236.21 7 21,308,000 269,452,000 0.06% 7.32% 92.60% 

Oataserv 4,936.61 7 2.81 6,000 123,543,000 3.76% 2.14% 94.10% 
BellSouth Financial Services 235,316 232,000 13,948,000 1.63% 1.61% 96.76% 

BellSouth Human Resources 
Tri-Data Systems 

BellSouth Enterprises 
Techsouth Inc. 

Media Technologies 

Source: Southern Bell Telephone and Telegraph Company, Response to OPC's Interrogatory 565. 
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Southern Bell Telephone and Telegraph Company 
Summary of Florida Outgoing Billings to Affiliated Companies 

1992 

Southern Bell 
Docket No. 920260-TL 
Exhibit- (KHD-1) 
Schedule 4 
Witness: Dismukes 

Source: Southern Boll Telephone and Talsgnph Mrnpany. Rospon.e to OPC'. Documant Requost 587 and lntormgatoly 1093 
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Southern Bail Telephone and Tohgraph Company 
Corporala Sowl~o and Pmjsn Billings lmm BollSOuth Corporation 

- .. 

I '  

1 :  

L7 

Compmiiem 

Internal Auditing 

Financid Management 
BSC Human Reroursos 
Human Rosourcer 
A=-. SaslCorp. Counsel 

Federal Rolationr 
AdveRising 
Public Relation. 
External Affairs 
Corporate Affairs 
Rate o l  RoNrn 

Com*nt. PI.""i"* 

Legal 

Total 

I 1 1991 

BST I Rowlatsd I Total 
NIP I NIP NIP 

I Nan I 

NIP=Not Pmvidsd 

Percant 
Redated  

NIP 
NIP 
NIP 
NIP 
NIP 
NIP , 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP .,:;<::<s: . *p<:::. .<.:<,.:<..*I .s.:::.:.:. 
NIP 

PMOW,t 
NO" 

Rswlatsd 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP 
NIP cy,c*>3 .. I:;.:? ::. :<**<$ WE%%?*,..: .d 
NIP 

! 



I! 

Exosuth. 
cmporat. S.cnUfy 
Trn.."fy 
SsFUmy 
Compmllen 
T.X 
Internal Auditing 
Cornorate PI.minp 
Financial Management 
M.Iketh9 
BSC Human Rosourses 
numan R ~ . ~ ~ ~ ~ .  
Asst. SeslCorn. Counsel 
Le.@ 
Fedoral Relations 
Advertising 
Public Rdatbns 
Enema1 Aftalrr 
Corporate Affair. 

&.. . 

1990 
Percent 

NO" . .. Persent NO" 
EST Regulated Total Readatad Regulated 
$8.870.700 $1.635.200 $10.51 4,800 84.4% 15.6% 
1,951.900 373.600 2.325.600 83.9% 16.1% 

12.976.900 2.652.700 15.629.600 83.0% 17.0% 
1.627.700 213.300 1,841.000 88.4% 11.6% 
7.426.000 1,462.200 8,888.200 83.5% 16.5% 
5.215.700 904.700 6.120.400 85.2% 14.8% 
2.724.My) 873.200 3.597.800 75.7% 24.3% 
5,893.800 788,500 6.672.300 88.2% 11.8% 
3.733.800 1,414.100 6,147.900 72.5% 27.5% 

12.742.900 152.100 12.895.000 98.8% 1.2% 
21,718.500 1.749.700 23.468.200 92.5% 7.5% 

2.400 1,400 3.800 63.2% 36.8% 

233.200 33.500 266.700 87.4% 12.6% 
8.1 92.900 2.901.800 11.094.700 73.8% 26.2% 
6,741,000 1.086.1 00 7.827.1 00 86.1 % 13.9% 
4.359.700 2.136.900 6.496.600 67.1% 32.9% 
2.729.700 763,600 3,493.300 78.1 % 21.9% 
4,620.100 725.500 5,345.600 86.4% 13.6% 
4.978.800 886 400 5 865 200 

L 

EST 
$14,265.000 

4,928,000 
13,814,000 
1,071 .000 
8.379.000 
3.780.000 
2,677.000 

L 

percent 
NO" Penant NO" 

$2.527.000 $16.792.000 85.0% 
550.000 5.488.000 89.8% 

2.149.000 15.963.000 86.5% 
112,000 1.1 83.000 90.5% 

632.000 4.412.000 85.7% 
326,000 3.003.000 89.1 % 

Rswlatsd Total Readatad 

881.000 9,260.000 90.5% 

992.000 
4,580.000 
3.412.000 
1.864.W 

24.1 01.000 
169.000 

8,179,000 
7,265.000 

6,589.000 
6.144.000 

Executive 
cmporat. sosmtary 
Treasury 
sseurity 
Compmlbr. 
Tax 
Intomal Auditing 
Strategk Andyslr 

Finanold Manapemem 
Matbt ing 
8SC Human Roswrsos 
Human Resourcar 
Asst. S d C o r p .  Counsel 
Lsg.1 
Fadaral Relations 
Advertising 
Public Relations 
External Attain 
Cornorate Affalr. 
Rate of Ratum 

corporate PI.""l"~ 

Total 

Pmion Con* 

106,000 1.099.000 
597,000 5,177.000 

1,072.000 4.484.000 
856.000 2.720.000 

1,721.000 25,822;wo 
19.000 188.000 

1.653.000 9.832.000 
1.089.000 8.354.000 

2.163.000 8.752.000 
1.034.000 7,178.000 

6 
4 

9.5% 
9.5% 

14.3% 
10.9% 
9.7% 

11.5% 
23.9% 
31.5% 

6.7% 
10.1% 
16.8% 
13.0% 

24.7% 
14.4% 

I I I I 
$1 12.Z09.Mx) 1 $17,497,0001 $1 29.706.wO I 86 5%I ( 3 5 %  

I I I I 
$5.147.000 I I6.628.WOI $1 1.776.000 I 43.7%1 56 396 
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6.889.000 
3,251.000 
2.235.000 
1.242.000 
5,226,000 
3.157.000 

48,000 

Trn.."IV 
sscuw 
Cornpmllor. 
T.X 
Internal Audking 
SVatepb Analyrh 

Finansial Manapamant 
Marlrating 
BSC Human Rseourws 
Human Resourcan 
Asst. SoslCorp. Counsel 
Legal 
Federal Relations 
Advsrtlrlnp 
Public Relath. 
Enarnal Af fah 
Cowrate Affrin 
Rate of RsNm 

Corporate PIanning 

Total 

832.000 7.721.000 89.2% 
502,000 3,753.000 86.6% 
355.000 2,500,000 86.3% 
154.000 1.396.W eo.o% 
639,000 6,865,000 89.1 % 
821.000 3,978,000 79.4% 
41,000 89.000 53.9% 

Proion Cost. 

16.452.000 
350,000 

8,137.000 
7.044.000 

9,694,000 
1,878.000 

Southern Bell Ta na and Tolagraph Company 
Corporate S m i w  and PmJm BBIng. fmm BollSouth Corporation 

Perwnt 
parcant 

Ra ulated Total 
110,001 ,000 11.880.000 t11.681 ,000 85.6% 14.4% 

5,989,000 706,000 6,895,000 89.5% 10.5% 
12.371.000 1,766.000 14.1 37.000 87.5% 12.5% 

1.778.000 18.228.000 90.3% 9.7% 

967.W 8.01 1 . W  87.9% 12.1% 

1.274.000 10,968,000 88.4% 11 .%% 
267.000 2,145,000 87.6% 12.4% 

40,000 390.000 89.7% 10.3% 
1.511.000 9.M8.W 84.3% 15.7% 

! 
. i  

11 

10.8% 
13.4% 
13.7% 
11 .O% 
10.9% 
20.6% 
46.1 % 

I I I I 
$93.9%4.000I 113.331.0001 1107,295.000I 87.6%1 12.4% 

$6.038.000 1 17.035.0001 $12.073.0001 41.7%1 58.3% 
. ,  . _, . . 

j j  
, j _  _., j l , j _  ~ . Y  j , ,  

Sou-: Southern 841 Tolophone and Talegraph Compmy, Raspowe to OPC" Intomgatode. 1107. 552. and 553: L 
and Exhibb of Dismukq DoCLet No. 3897-11 baton the Gaorgla Publk Servlso Cornrnlssion. 

L i 
4 
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59 
818% 
ELL'BEW 
t6L'EZ 
LtZZOB 
11 
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%ZL'ZL LWL'LLE 
%6Z'E9 E98'6LL 
%EB'BL 9LE'BL 



! #  

I .  

Lins 8SC Depanmam Subddldes Factor 
1 Comptrollers 751.983 102 
2 4.387 107 
3 850.280 1 18 
4 1,233,563 155 
5 34.672 
6 25,224 184 
7 65,642 190 
8 273.609 191 
9 398.779 192 

10 189,702 213 
11 2.219 CXWOl 
12 2.579 CX0002 
13 39.853 cx0003 
14 26.654 CXwO6 
15 34,149 CX0007 
16 48.636 CX0009 
17 38.837 CX0010 
18 186.222 cx0013 
19 41 CX0016 
20 4.461 CX0019 
21 40,265 CX0020 
22 3,535 CX0022 
23 1.223 CX0023 
24Tot.I Dinst 4,255,595 

: 
i .  

Basis EST To BST 
Emp in 8s pon.1on & bendii plan 672.924 89.49% 
50% 50.50% SCB 4.387 100.00% 
Equity 618.523 72.14% 
Headquartof. Atlosator 930.729 75.45% 

18341%S8,41%SCB,9%BSE.9%HQAlls 30.927 89.20% 
11.1% S8.ScB.BSS 33.4% BSE33.396885 8.400 33.30% 

65.542 lW.Ch?% 100% 8s Tslemmrnunkations 
1/3 EST, 1/3 BSE, 113 88s 91.138 33.30% 
82% EST. 9% 8SE. 9% HQ Albc 353.893 88.74% 
Composite 161.675 85.23% 
1 0 0 % S B l l  2,219 100.00% 
lW%SCBT 2,579 100.00% 
100% BSE 0 0.00% 
Gonorrl Allocator 22,316 83.72% 
Equity 24,126 70.65% 
Employas. in wage & benerd plan 43.277 88.88% 
Qmrl fixed assat. ' 37.571 96.74% 
E m ~ k e .  123.868 66.93% 
lOO%BSS 41 100.00% 
100% Ballsouth 8udno.s Systems 0 0.00% 
100% BallSouth Talemmmuniations 40.265 100.00% 
Hurricane Andrew ~ 1 M )  BST 3.535 100.0096 
Hurricana Andrew- 100 BSE 0 0.00% 

3238,135 . 76.09% 

L i n a D D o p a n m o n t  
1 sssumy 
2 
3 
4 
5 
6 
7Tot.l D i n n  
8Tot.l Overhead 
9Totrl Sseun'n, 

Southern Boll Telephone and Telagmph Company 
BallSouth Corporation 

Corporats Sowisrl Billing. to BallSouth Talsmmmunications 
1992 

Corpor.t* 
sorvisr 

Billings To Anosation AIIocat ion 
Subsidido. Factor Basis 

60.127 
254.074 
12,9381 

333,131 
340,598 
673.729 

Southern Bell 
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8illings ~orcsntagq 

EST To EST 
TO Allocated 

24.458 6433% 
50.127 100.W% 

190.321 74.91% 
12.8381 100.00% 

0 0.00% 
0 0.00% 

261.968 78.64% 

535,054 79.42% 
273.086 8o.ia% 

* 

25Tot.I Ovehoad 4.01 1 3 8 8  
28Total Comptmllon 8.267.483 

3.023.254 75.36% 
6.261.389 75.74% 



Southern kll Talephone and Talegraph Company 
BellSouth Corporation 

Corporata Sarvlms 8llllngs to BollSouth Talammmunicatlon. 
1992 

106 
107 
108 
1 17 
125 
155 

186 
190 
193 
209 
214 
224 
236 
331 
332 
333 
334 

CX0003 
cx0020 

185 

.. . 

1 . 

Operating Expenses 
50% Sa. 50% SCB 
100% BSE 
Iwestmmts 
95% Reg hv. 5% BSE 
Headquartds Allocator 

38% Ha Alloutor. 62% BSE 
100% 8s Telseornmunlsacion. 
95% EST. 5% BSE 
Compoib 
Composite 
Composite 
Composite 
70% BST, 30% Qensnl Allmator 
2% EST. 82% BSE, 6% 88s 
92% EST, 8% Omem1 Aliocator 
14% 8SE. 6% 805. 80% Oenanl Atloutor 
100% BSE 
100% BellSouth Telosommunlutlonr 

12% Ha A I I O ~ ~ O ~ .  98% BSE 

i . .  

1 Internal Audit 9,404 177 
2 45.309 178 
3 36.793 179 
4 90,080 180 
5 36,558 195 
6 150,252 196 
7 178,123 197 
8 203.396 198 
9 402.842 324 

10 41 9,064 325 
11 403.840 326 
12 894 CXMH)l 
13 894 CX0002 
14 107,156 CX0003 
15 72 CXW16 
16 16.417 cX0020 

corporate 

Billinor To Allocation 
S a N h  

28%S8 31 %SC8 16%BSS 14%8SE 11 %HOalc 7.881 83.80% 
64% BSE. 46% NO dbc 16.669 36.79% 
31%S8 35%SCB 18%8SS lO%ESE 6%HQallo ~ 32.672 88.80% 
1O%SB 13%SCB 53%BSS 18%8SE 6%HQalls 72.785 80.80% 
74% EST, 13% ~ S E ,  10% 88s. 3% naalloc 27.006 76.06% 
76% BSE. 24% HaAlbC 28.950 19.27% 
72% BST, 15% BSE. 9% 88s. 4% nmbc 133.813 75.12% 
75% EST, 17% BSE, 5% 88% 3% HQaIlos 157.339 77.36% 
83% EST. 13% WE, 4% naaibc 346.180 85.94% 
73% EST. 27% naaiioc 82.743 19.74% 
84% EST, 11% BSE. 5% naanoc 354.039 87.67% 

100%SCBT 894 100.00% 

100%8SS 72 100.00% 
100% BsllSouth Telesommunlcatlonr 16.417 1W.00% 

1 o o % s 8 n  894 100.W% 

100%BSE 0 0.00% 

Allocation 
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Billings Percentage, 
TO Allocated 

tins BSC Dspartmsnl SubridiaM. Factor 8Z.d. 8ST To EST 
1 T.X 76.133 100IGmsral Allocator \ .. 62.613 02.24% 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22TotaI Dinct  
23Total Overhead 
24Tot.I Tax 

494.721 
55.235 
35.763 

228.086 
6.707 

423.973 
20,602 
38,386 

399.51 1 
191,644 
404.079 
207.949 
191.216 
176.216 
127.778 
15,003 

250.085 
189,662 

28 
3,120 

3,615,897 
3,599,907 
7.215.804 

390.425 
55.235 

0 
192.000 

6.372 
320,314 

1,919 
11,154 

399.51 1 
192.062 
323.267 
178.055 
84.454 

133.356 
120,905 

300 
246.529 
124.817 

0 
3.120 

2.844.408 
2.910.448 
5.754.856 

70.92% 
100.00% 

0.00% 
84.18% 
95.01 % 
77.44% 

9.31 % 
29.06% 

100.00% 
95.00% 
66.79% 
85.62% 
44.17% 
75.69% 
94.62% 

2.00% 
98.58% 
65.81 % 
0.00% 

100.00% 
78.66% 
80.85% 
79.75% 

I '  
t 
l., 

. 

I 



/ .  
. 

870.51 7 106 
247.776 108 
47.290 189 

378,037 194 
21.042 210 

Line 8% Department 
1 Financial Management 
2 
3 
4 
5 
6Total Direct 
7 
8Tot.l Finsnoioi Manaoamsnt 

Oporathg Expenso. 
100% 8SE 

Opwtlng E x p e n ~ o ~  of EST & 88s 
Compodte 

6% 88% 47.5% S87,47.5% SCB 

1 CorpOratD Planning 1.877.541 100 
2 314.537 220 

AlloC.tb" 

General AIhoator 1,551,344 82.63% 
Composite 258.836 82.29% 
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Billing. Percentage 
To Allocated 

EST To EST 
689,566 79.21% 

0 0.00% 
44.925 95.00% 

354,802 93.80% 
13.323 63.32% 

1,102,416 70.46% 
1.538.254 70.18% 
2.640.670 70.29% 

Uno 8% Ospartmmt 
1 BS H/R In=. Other 
2 
3 
4 
5 
6 
7Total Direct 
8Total Overhead 
BTotal 8s H/R mc.. Other 

corporato 
S W A S O  

Billin~i To Aiioutnn AlbCltion 
Subsidiaries Factor Bad. 

29,650 
263,708 

1.578 

3.138 
266.942 
87.443 

354.395 

135.8611 

Edlinga Percentage 
TO Allocated 

2.084.896 82.50% 
3.895.076 82.54% 

Billings Percentage 
TO Allocated 

EST To EST 
4.292 90.78% 

' 24.536 82.75% 
242.980 92.14% 

937 59.38% 
130,9341 86.26% 

2.816 89.74% 
244,627 91.64% 
80.594 92.17% 

325,221~ 91.77% 

I . 

i 
4 



Southern Ban Tolophorn and TolWr*Dh Company 
Bailsouth Corporation 

Corporate S a ~ i w .  Billings to BeltSouth Tolommmunlsation. 
1992 

1 BS HIR. Ino. Banstiti 636,386 161 
2 332.537 162 
3 15.780 223 
4 19.8521 220 

Southem Bell 
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98.9% Empexsluding BSE. 1.1% QA 616.149 96.82% 
Retked ampkyoos excluding BSE 332.304 99.93% 
Compodta 15.446 97.88% 
Cornposit. 

11 2 
11 3 
160 
173 
175 
187 
204 
211 
228 
237 
239 

CXwO3 
cx0019 
CX0020 
PN1770 
PN4W5 

18.9901 91.25% 
954.909 97.95% 
649.108 87.98% 

1.604.017 97.96% 

Key managon 
Unbn employees In BS cornpanlo. 
Employees In USA 
Key mgn orospt BSE aqulred Co. 
Manapen execpi BSE acquired Co. 
100% Bollsouth burinas. systems 
Composite 
Cornpodte 
Composno 228 
Composite 
Compodta 
100%BSE 
1 w %  8.IISouth Bushe** Sy.tems 
100% BaUSoufh Talscommunlsationc 
Awewnant  Centor Overhead* 
Asso.smant Cmbr Overheads 

! 

COlpOr&a 
selvics Billhgs Percentage 

Billings To Allocation AIIocdon TO Allocated 
uno BSC Department Subsidbrief Factor sasi. Bsr To BST 

1 8SC Human Resources 7.511.495 1021EmD In BS Dendon k benefit Dlsn 6.690.367 89.07% 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
1 8Total Oirsct 
19Total Overhead 
20Total BSC Human Rotouroos 

549,595 
746.660 
742.120 

1.700.876 
2,684,940 

2.619 
213.072 
339,802 
183.058 

12.674 
24 

2.095 
76.346 

0 
0 

14.740.901 
8.568.41 2 

23.309.313 

123.475) 

343.21 8 
705.629 
605,459 

1,125.421 
2.090.422 

0 
190.688 
251,885 
164.887 

11,372 
0 
0 

76.346 
0 

120.2491 

0 
12.235.445 
7214.284 

62.45% 
94.50% 
81.59% 
66.17% 
77.86% 
0.00% 

89.49% 
74.35% 
90.07% 
86.26% 
89.73% 

0.00% 
0.00% 

100.00% 
O.W% 
0.00% 

83.00% 
84.20% 
83.44% 

[ i  
t . . .  

Co,pOr&e 
SSlViU Billing. Parcontag. 

Billing. To Allocation Allocation TO Allocated 
Line BSC Doparunam Subsldiaria. Factor B..I. EST To EST 

1 Asst Sac. Cop Coundl 279.628 1001General allocator 230.378 82.39% 
2Total Direct 279.628 230.370 82.39% 
3Tot.l Overhaad 239.677 
4Total Asst Sac. Corn Covnslt 519.305 

198.055 82.63% 
428.433 82.50% 
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120 
121 
123 
125 
127 
133 
134 
139 
141 
142 
144 
145 
146 
147 
148 
149 
150 
188 
180 
193 
205 
301 
302 
303 
304 
305 
306 
307 
308 

310 
311 
312 
313 
314 
315 
316 
317 
318 
319 
320 
335 
336 
337 
338 
342 

309 

CX0003 

I! 

80% Reg lnv. 10% BSE. 10% QA 
Reghtad hwostomwU 
85% mg hv. 15% OA 
96% n g  Iw, 05% 8SE 
35% ng iw, 35% BSE. 30% QA 
53% n g  iW, 26% BSE. 21 % OA 
20% ng Iw. 80% BSE 
30% n g  Iw, 70% QA 
27% reg Iw, 05% BSE. 88% QA 
20% reg in", 60% BSE. 20% G I  
15% BSE. 85% OA 
20% reg In", 35% BSE. 45% OA 
75% m g  Inv. 25% BSE 
10% n g  Iw, 80% BSE 
60% mg lnv, 35% BSE, 15% QA 
60% n g  In". 30% BSE. 10% GA 
70% mg Inv, 10% BSE. 20% QA 
38% m g  lnv, 2.5% BBS, 59.5% GA 
100% 8s Telsmrnrnunieatlont 
95% EST, 5% BSE 
Composite 
80% EST. 10% BSE. 10% Gsn Alloc 
30% EST. 70% Gen Albs 
70% EST, 25% BSE. 5% BBS 
85% EST, 15% O m  Allos 
10% BST. 90% BSE 
27% EST. 5% 8SE. 68% O m  Allos 
50% BST. 35% BSE, 15% Qon Allos 
70% EST. 10% BSE. 20% Qen Alloc 

80% BST, 30% BSE. 10% Qen AIlos 
35% BST. 35% 8SE. 30% O m  A1105 
38% EST. 2.5% 68s. 59.5% O m  Alloc 
28% BST. 35% BSE. 45% Gan Alloc 
53% EST. 26% BSE. 21 % Qsn Alloc 
20% BST, 80% BSE 
75% EST, 25% BSE 
85% EST. 5% BSE. 10% Qan Alloc 
25% BST, 5% BSE. 10% 68s. 60% GA 
50% BST. 31% BSE. 19% Qen Allos 
27% EST. 31 % BSE. 42% Qsn Allos 
55% EST, 35% BSE. 10% Qan Alloc 
35% EST, 65% General AIlocatDr 
40% BST, 10% BSE 50% O m  Allos 
10% BSE. 90% G m r d  Allocator 
5% EST, 95% BSE 
lW%BSE 

20% EST. 60% BE. 20% Q." A I ~ C  
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Com0r.t. SaWiGa Blllingr Percentage 
Billing. To Allocation AUo~aflOn. TO Allocated 

Uno BSC Dapament Subddialies Factor 8.Si. EST To BST 
1 Legal 770.056 1001QenoraI allocator 637.211 82.75% 
2 
3 
4 
5 
6 
7- 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
3 2  
33 
34 
35 
36 
37 
38 
39 
40 
41 . .  
42 
43 
44 
45 
46 
47 
48 
49Total Dlmct 
5DTot.l Overhead 
51 Total Lagal 

253.250 
35.509 
14.079 
10,825 
24.875 
13,048 
12,666 

2.926 
21.141 
16.930 

269,048 
42,135 
19,157 
18.230 
30.587 
10,927 
14.231 
26,511 

425,666 
99,978 

576.815 
363.444 

11,041 
159.572 
11 5,552 
167.926 
292.159 
543,972 
154.71 2 
121,178 
131,908 
308.400 
242.152 
385,461 
201.1 12 
174.499 
11,390 
47.457 

170.207 
183,418 
90.796 
64.988 
77.804 

137.407 
87.394 

8,565 
194.896 

7,156.100 
5.243.454 

12.399.654 

224,101 
35.509 
13.760 
10,284 
15.044 
9,243 
2.533 
2,617 

17,919 
6,261 

188.588 
24,531 
14.368 
1.823 

19.190 
7.484 

12,380 
23,471 

425,666 
94,980 

414,966 
320.723 

9.730 
111.700 
112.614 
16.793 

242.895 
339,143 
133,805 
44.188 
90.013 

'184.155 
210,860 
219,848 
141,392 
34.900 

8.542 
44.246 

126,829 
120.296 
55.883 
41,094 
68,916 

111.440 
64,830 

428 
0 

5.057.172 
3.870.776 
8.927.948 

88.49% 
100.00% 
97.73% 
95.00% 
60.48% 
70.84% 
20.00% 
89.44% 
84.76% 
36.98% 
70.09% 
58.22% 
75.00% 
10.0096 
62.74% 
68.49% 
86.99% 
88.53% 

100.00% 
95.00% 
71 34% 
88.25% 
88.13% 
70.00% 
97.37% 
10.00% 
83.14% 
62.35% 
86.49% 
36.45% 
68.24% 
59.71 % 
87.08% 
57.04% 
70.31 % 
20.00% 
75.00% 
93.23% 
74.51% 
65.59% 
61.55% 
63.23% 
88.58% 
81.10% 
74.18% 
5.00% 
0.00% 

70.67% 
73.E2% 
72.00% 
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Soufhsrn Boll Tabphone and Telepmph Company 
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Comorats Sawice. Billings to BollSouth Talecommunication. 
1992 

Subsidiaries Fanor 
2,216.326 100 

38,598 107 
26.721 165 
11.382 166 
42,504 167 
31.970 168 

535,156 100 

590.169 216 
2,769.214 215 

24,669 240 
374.378 308 

321 
58.636 322 

323 
74,350 339 
16.950 340 
15.706 341 
8.058 CX0003 

115.062 

257.522 
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81.1s BST To BST 
General Allocator 1.~50.539 ~2.59% 
50% Sa. 50% SCB 38.598 iw.w% 
35% S B n ,  3 5  SCBT, ,158SE. .15 GA 22.10s 82.74% 
40% S8n.  40% SCBT. 20% GA 11.040 97.00% 
15% sen. 15% SCET. 70% esE .12,751 30.00% 
35% Sam, 35% SCBT. 10% 8SE. 20% GA 27.81 1 86.99% 
100% 8s Telecommunlcmbn. 535.156 100.00% 

compo.no 485.236 82.22% 
Cornposit. 2.288.97i 82.66% 

Composite 21,186 85.88% 
70% EST, 10% BSE. 20% Gon Allos 323.780 86.48% 
70% EST. 15% 8SE. 15% Gon Ailos 94,734 82.33% 
80% EST. 20% Gon Allof 56.614 06.55% 
30% EST, 70% BSE 77.257 30.00% 
70% EST. 30% BSE 52,045 70.00% 
90% EST. 10% BSE 15,255 90.00% 
80% EST. 20% BSE 12.565 80.00% 
100% ESE 0 0.00% 

I , 

CX0006 
CX0007 
CX00ll  
CXWl9 
CX0020 
CXl992 

Line esc Dop.rtm.nt 
1 Federal Relations 

Gononl Allocator 97,815 
Equity 19.868 
Marketing General Ailoator 819.488 
100% BellSouth 8u.ino.r Systems 0 
100% BellSouth Tdecommudcations i1'27.3181 
1992 At1 Golf Uassis-Mckt Gen Allc 1.01 3 

2 
3 
4 
5 

941,526 1 00 1 Publis Relation. 
2 107 CXl991 

6 
7 

Gononl Alloutor 779.635 82.79% 
46 42.99% 1991 Ati golf dr.slo-Mrkt Gon AliC 

8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19Tot.l Diron 
20Totai Overhead 
21 Tow1 Federal Relations 

.... 

Billings To Allocation Allocation TO Albsated 
Line esc Department Subrldiado. Fanor eari. BST To EST 

1 Advortlsing 197.851 119170% Mar GA. 20% Eauitv. 10% GA 106.487 53.8296 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12Total Direct 
13Total Overhead 
14Tot.I Advertising 

40.909 

1 19,375 
26.128 

1.865.098 
14.5181 

I1 27.3181 
2.407 

2,592,959 

i 31.836 
329 90% BST, 5% BSE. 2.5% Mkt GA. 2.5% GA 38.111 

c x m 3  I 100%BSE 0 

. ~. . . .  
327 65% EST. 10% BSE. 20% Mkt GA. 5% GA 
328 10% EST. 5% BSE, 80% Mkt GA. 6% GA 

91,551 77.98% 
110,590 49.42% 

93.16% 
0.00% 

81.94% 
76.04% 
43.94% 
0.00% 

100.00% 
42.09% 
44.64% 
65.14% 
47.59% 

I 117,401 
223.790 

3 1.403 CX1992 11991 Ati &I1 da*ric-MrW Gan Alis 802 42.91% 
4Tot.I Direct 943.036 780.183 82.73% 

226,657 187.329 82.65% 5Tot.l Overhaad 

6Total Public Rdatlons 1.169.693 967.5i2 82.72% 
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Gsnsnl AUosation F a n w  
January 
Fabmary 
Marsh 
April 
May 
J"M 
July 
AUQUS~ 
September 
October 
November 
December 

A v i r r ~ e  

50% Weight 

Wcbhtcd Fanor 

, .  . .  . .  . ,  

8SE EST 8SBS Total 
13.07% 84.93% 2.00% 100.00% 
13.67% 84.31% 2.02% 100.00% 
14.56% 83.42% 2.02% 100.00% 
15.58% 82.45% 1.97% 100.00% 
15.18% 81.69% 3.13% 100.00% 
14.50% 81.30% 4.20% 100.00% 
12.62% 82.53% 4.85% 100.00% 
12.84% 82.24% 4.92% 100.00% 
13.24% 81.73% 5.03% 100.00% 
13.24% 81.73% 5.03% 100.w.k 
12.58% 82.33% 5.09% 100.00% 
11.75% 83.02% 5.23% 100.00% 

13.57% 82.64% 3.79% 100.00% 

50.00% 50.00% 50.00% 

6.78% 41.32% 1 .SO% 60.00% 

Equal Allocation 
Fastor 25.00% 50.00% 25.00% 100.00% 

50% Weight 

Wciahtod Factor 

i 
L.. 

50.00% 50.00% 50.00% 

12.50% 25.00% 12.50% 50.00% 

SOY-: Southern Bell Telephone and Telegraph Company. Rs*ponrs to OPC'. Intmmgatmy 556. 

I 

~ 

Rsmrnmsndsd Allmation 
F.ct.3, 19.28% 66.32% 14.40% 100.00% 
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CEO 
&e Chairman 
Exec. V.P. & General Counsel 
Exec. V.P. Gov. Affairs 

Florida' Intrastate Percent 
Florida Intrastate Allocation 
Disallow 50% 
Adjustment to Disallow Executives 

Total 1992 Allocation to BST 

BSC Corporate Planning 
1993 Allocation t o  BST 
Florida Intrastate Percent 
Florida Intrastate Allocation 
Disallow 50% 
Adjustment to Disallow Corporate Planning 

BSC Cash Manaaement Functions 
1992 Director Cash Management 
1992 Assistant Treasurer Cash Management 

Total Cash Managment Allocated to EST 
Florida Intrastate Percent 
Florida Intrastate Allocation 
Disallow 50% 
Adjustment to Disallow Cash Management 

1992 Allocation t o  EST 
Florida Intrastate Percent 
Florida Intrastate Allocation 
Disallow 50% 
Adjustment t o  Disallow Assistant Secretary 
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Amount 
$2,450,945 
$1,101,402 

$970,839 
$1,020,183 
$5,543,369 

18.30% 
$1,014,437 

50.0% 
($507,218) 

$3,920,600 
18.30% 

$717,470 
50.0% 

($358,735) 

$205,899 
$1,298,261 
$1.504.1 60 

18.30% 
$275,261 

25.0% 
($68.81 5) 

$428,400 
18.30% 
$78.397 

50.0% 
($39.1 99) 

Total Ownership Adjustments 1$973.9671 

Source: Southern Bell Telephone and Telegraph Company, Response to  
OPC's Interrogatories 1077 and 1081. 
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FINANCIAL ANALYST SEMINAR 
November 9, 1992 

John Clendenin 
Chairman and Chief Executive Officer 

Good morning ladies and gentlemen and'thank you very much for 

joining us here in Orlando at Perspective '92. We've been in the 

habit of scheduling conferences like this about every two years, 

and we think that it is productive to wait a couple of years 

between conferences. We hope that proves to be an effective 

process from your point of view. We're just delighted that you're 

here and that we will have the opportunity to dialogue with you and 

not just get better acquainted, but more specifically respond to 

your ixterests and your questions. You and your colleagues are 

very effective in chronicling the sweeping changes that are 

transforming not only the telecommunications industry, but indeed 

the world itself, and we want to respond to your questions and 

share our perspectives with you. 

The pace of change today is truly incredible for us. I'm sure 

it's incredible for you. It's certainly the fastest rate of change 

that I've seen in my thirty-seven years in the industry and it is 

clearly accelerating. The fundamental forces driving this change 

are technology and competition. And as many of you have pointed 

out, neither is going to be held back. If you're afraid of it, 

change can certaiilly appear overwhelming, but if you manage change 

by breaking it down into components, change creates opportunity. 

That's the focus thac we are trying to constantly remind ourselves 4 
. 

of and responding to that opportunity is what we're all about. 
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I expect that you saw or heard about our announcement on 

Friday about plans to reduce our telephone work force by an 

additional 8,000 by 1996 and to restructure the entire staff 

organization at corporate headquarters and at BellSouth 

Enterprises. These actions should, I hope, send a clear signal 

that we are serious about competing in today's market place. But 

really they are only the latPJt of several major initiatives that 

we've undertaken since our Irxt conference two years ago, and I'd 

like to remind you of some r.f the other changes that have taken 

place and some of the other Ritiatives. 

We streamlined our tt: :;phone operations by merging three 

companies into one--by con& .ing Southern Bell and South Central 

Bell and BellSouth Service into BellSouth Telecommunications-- 

really a major undertaking i one that paved the way for a lot of 

additional streamlining. 

We significantly st. .gthened our position in domestic 

rom Graphic Scanning which focused us cellular with acquisitions 

very heavily in the Indian; :lis area and really all over the state 

of Indiana; from McCaw whi. brought us Milwaukee and substantial 

other properties in Wiscor :n; and from GTE which Gave US the 

remainder of Atlanta and Le :gton, Kentucky. 

We built on our previx7.s success in achieving regulatory 

reform by extending incentive plans into 8 of our 9 states. And, 

in this two year time frame, we, along with our partners in Optus 

$ommunications, were granted the license to become Australia's 

second total telecomnications carrier. And we enhanced our 

2 
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standing in the international market place by earning some new 

cellular licenses along with our partners who were grantedlicenses 

in Uruguay, Venezuela, Denmark, and of course, as part of Optus in 

Australia, those added to our already . .. existing licenses in 

Argentina, Chile, Mexico. , 

We formed a major venture with RAM Broadcasting in mobile 

data--a field that has explosive growth potential worldwide. We 

commenced, of course, an aggressive program of building our 

nationwide RAM network in the United States and in the United 

Kingdom. 

We acquired only the second active nationwide paging license 

and within a matter of months had messaging service up and running 

across the country. 

And we made some progress in our battle for more freedom in 

how we manage our business. We were very actively involved in the 

passage of the Hollings Bill on manufacturing relief back in 1991, 

passing it in the Senate, at any rate. We were actively involved 

in the battle before the District Court on information services 

that was finalized in the appeals court process. Just a few weeks 

ago, of course, we were all very actively involved in trying to 

sidetrack the Brooks Bill for this year at least. 

And all of these strategic responses to the opportunity that 

change has created, I think, show that we are in fact shifting the 

long term drivers of our corporation. And I'd like to illustrate 

that :o you in a kind of symbolic way with a couple of charts. 

This chart looks a lot different than it did nine years ago. It 
I 
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depicts how our companies. BellSouth Telecommunications and 

BellSouth Enterprises worked' together to create the value of 

BellSouth today in 1992. But if you went back to 1983, most of you 

would remember that when trading began in the regional Bell holding 

companies in November of that year, only a single digit percentage 

of our equity value was in BellSouth Enterprises; that was from 

the in-region directory advertising and publishing. On this 1992 

chart, the Enterprises side of our business represents a much 

greater proportion of our ecn;Lty value, roughly 113. And that's 

due to two factors - (1) the cmtributions being made today by our 

past acquisition in directory Jublishing and advertising and in the 

explosive, amazing world of w'reless telephony; and ( 2 )  the future 

worldwide growth potential 05 these and other businesses. 

Value in this chart is t>.e present value of future cash flows. 

It is based on realistic business cases and conservative discount 

rate assumptions and it takes into account the fact that 

BellSouth's beta will increase as we continue moving away from 

regulation and into riskier environments. 

Today, I think it's fair to say the market ascribes little or 

no value to our international cellular and wireless operations even 

though some of them are already quite profitable. From Wall 

Street's perspective, our international wireless operations are 

birds still in .the bush. From our perspective, however, these 

properties definitely do have value and we've tried to reflect that 

value on this chart. To further that point later on today Buddy 

Henry is going to tell you about the progress of our various 

4 

I- 1 -7 



I' ! . .  

i .. 

T '  

! 

. .  

g !  ; :  
I, 

overseas cellular consortium. Our experience in these 

international markets so far has shown that they turn net income 

positive significantly faster than the typical cellular franchises. 

in the United States. 
I.. 

Well, let's go forward to the year 2001. This slide should 

confirm for you our commitment to developing our nonregulated 

businesses, our enterprises companies, etc., if you will. We've 

changed the headings to regulated and unregulated. Again, these 

charts do not represent precise dollar values or percentages. You 

can view them as illustrations. The larger size of this chart is 

intended to imply in the year 2'001 that there will be overall 

growth in value in the next 9 years. The pie will be much larger. 

It's based on internal projections which are consistent with many 

of the total return estimates that you have published in your 

writings, and of course, the mixed changes as well. Obviously, 

we're going to need to maintain financial flexibility as we take 

on the growth characteristics to achieve this larger pie and to 

achieve this change in mix. Harvey Holding is going to discuss in 

more detail with you the financial strategies that underlie our 

view of where customer demand is going to take telecommunications 

in this next nine years. And I might parenthetically just say that 

we want to be clear about one thing. We are codtted to continue 

paying a competitive dividend as a component of our total share on 

a return even as we seek to grow the pie and change the mix. But 

.you can see the relationship changing and what was 1/3 now becomes 
t 
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a more dominant perhaps 60% 

between Enterprises and BST. 

in regulated and unregulated mixes 

Before we leave these charts let me emphasize one critical' 

point. While we see our value mix, and I'm emphasizing, this is 

a value mix illustration, while we see our value mix changing over 

time, I don't want anybody to conclude that we are anything but 

absolutely connnitted to our regulated wireline businesses as we 

seek to optimize the total business--BellSouth Telecommunications 

business continues to be critical to all our future plans. We have 

always invest& heavily, as many of you have observed in your 

writings, in our network consistently. Since the divestiture our 

annual construction expenditures have been far higher than any of 

the other RBOCS. And now we're refocusing our telecommunications 

businesses that are driven off that flexible technology platform 

that we have constructed --trying to deploy our people more 

efficiently and we're trying to align compensation closer with 

strategic achievements and we're trying to break down barriers that 

exist between our various elements of BellSouth Teleconmtunications 

and that's why this restructuring effort that we announced with the 

8,000 people being eliminated in the next few years is so critical. 

\.. 

But we're going to continue to work very hard on the wireline 

side of the business. And while they are extremely positive. I 

would mention that our access line growth numbers don't tell the 

whole story about the region in which our telephone operations 

exist. I've had the opportunity to live in many .parts of the 

country, and I continue to travel a good bit more than I like and 
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in my judgment, the Southeast continues to have a vitality and a 

richness that really makes our region have sort of a hidden asset. 

And we expect to continue out pacing the national rate Of growth 

in population, in jobs, in income, in in;migration, in household 

formation, and most economists agree with us. We find that 

customers in the Southeast are very receptive to new semices. As 

an example of that, we've sold more Touchstar or CLASS features, 

if you will, than any other B e l l  holding company bzcause the people 

in the Southeast are receptive to new services. I think that 

speaks well of our marketing programs and it also speaks well of 

the extensive deployment that we have made in BellSouth 

Telecommunications of new technologies like signalling system 7, 

and it's paying off for us. 

BST's new CEO, Duane Ackerman, is going to lay out for you our 

vision of how the wireline network fits into the total BellSouth 

value equation. And you'll notice that the BST piece of our value 

gets smaller over time on a percentage basis, but significantly 

bigger in absolute terms. I think that's the message. 

When you leave Orlando after this session, I hope you take one 

overriding impression of BellSouth with you, and there's one word 

that sums up what I'd like you to take with you and it sums up our 

approach to growing this business. That word is "realistic". We 

try consistently to be realists. Our growth strategies are rooted 

in a very pragmatic view of how competition and technology and 

regulation will play out during the rest of the decade. 

Realistic because we work hard to understand as a company what 
I 
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skills we have and what skills we don't have in responding to 

. market opportunities. And when we find skills we don't have, we 

try to move to fill that void to bolster our software and systems 

integration skills. For example, last December we purchased 

. Scientific Software, a leader in the field of enabling platforms 

that make communications networks link together. That acquisition 

give us the kind of additional skills, the kind of additional tools 

that we need to pull sophisticated services through both our 

wireline and our wireless networks. 

s .. 

Realistic because we know we can't be all things to all 

people, and we understand the necessity, absolute necessity, of 

strategic alliances. Our partnerships with major companies like 

Cable and Wireless, DOW Jones, Digital Equipnent, McCaw, RAM all 

have strategic value. We try to adopt the attitude that we will 

openly seek to learn from anyone who can help us serve our 

customers better and we have no qualms about forming strategic 

alliances. 

Realistic because we understand the convergence of 

technologies and we're continuing to learn what customers' needs 

are in this unbelievably rapid change that is taking place in our 

environment. I would bet that we probably have more wireless 

interconnection and PCS market technology trials going than anybody 

does, and they're confirming for us that customers don't care about 

how technology works, they just want functionality, ease of use, 

service, quality, and they seem to be willing to pay fo r  it at 

prices that we think will spur market growth. And we continue to 

! 
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learn and seek to learn constantly. We're deploying fiber to the 

curb for many of our new construction projects because it reduces 

maintenance expense. And it makes all kinds of sense from a cost  

standpoint. But that technology, too, is something that customers 

really don't care about. It's transparent to them right now. It 

will obviously bring more options to them in the future, and 

customers are beginning to understand that and they're going to 

demand those options over time and we plan to be very well 

positioned to satisfy that demand. 

.. 

Realistic because we are practical about where we can add 

value. As we have demonstrated, keeping a level head makes us less 

likely to overpay for deals or to chase rainbows that are outside 

of our core competencies. Realistic because we matured politically 

in this election year. We took on some very powerful opponents in 

the Congressional battle over the Brooks Bill and we held them off. 

We realize the fight is far from finished, and we're preparing for 

1993. But we think that that battle clearly demonstrated how 

important our industry is to the economy. And I'm glad that 

BellSouth is continuing to be recognized as a leader in Washington- 

-not only when it comes to fighting for our shareowners interest, 

but also when it comes to doing what is right for the nation's 

competitiveness. 

Realistic because we are not whistling past the graveyard when 

it comes to thinking about competition. We know that our 

traditional business faces increasing competitive challenges all 

I:  

li 
along the line, but the more competition-we face, the more freedom 
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we expect to have in managing our own destiny. We know greater 

latitude will not come overnight. On the contrary, we're going to 

have to keep working long and hard to achieve this proverbial level 

playing field. But one of our great strengths has always been 

developing win-win scenarios within the regulatory framework, and 

I think our record of eight alternative regulation plans in our 9 

states attests to that. 

. .. 

Another point I would like .o make about competition is we're 

gaining experience now from th-. other side of the looking glass 

through Optus in Australia. We and our partners there are 

aggressively going into the do: -in of an established carrier and 

seeing what competition as an Alternate provider is really all 

about and learning how to go al; at it. We're repatriating, if you 

will, some of those important '.essons from Australia back to the 

United States where we're on ihe receiving end of attacks from 

alternate providers. We're learning about satellites and 

international communications. We're learning what competition 

really comes down to and Flainly and simply it comes down to 

customer choice. Optus is, in fact, the latin word for choice. 

So we didn't come up with that name by accident in Australia. And 

while on the subject of competition, I need to comment that: we find 

it ironic that AT&T proposes to buy its way into the local 

telecommunications market place through its McCaw acquisition, 

while at the same time they continue to object to our cellular 

company providing any long distance services. Because of the 

disadvantages placed on our business by the Modified Final 

10 
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Judgment, we are required to file a waiver request with the 

Department of Justice to provide. long distance services or to 

manufacture telephone equipment or a lot of other things. Neither 

AT&T or McCaw face such restrictions, of course. We have had a 

waiver pending before the DOJ for almost a year that would permit 

us to provide long distance service through our cellular 

operations. AT&T has raised strong protests to that waiver and now 

we understand why. We don't object to AT&T pursuing their business 

strategies as they see fit as long as we have the same options. 

I think the real loser in all of this is the American public who 

once again is denied the freedom of choice. AT&T's latest 

multibillion dollar deal is final proof it seems to me that the MPJ 

is anachronism in today's competitive communications marketplace. 

.. 

The flip side of competizion is a huge, growing, dynamic, 

global market place for information-based products and sewices. 

BellSouth believes that new opportunities will more than offset 

revenue loss as we develop or acquire new skiils, as ye continue 

to pick the right partners, as. we achieve legal and regulatory 

freedom, and as we keep our costs competitive by continually 

refocusing and restructuring the business to respond to the market 

place. 

The moves that we announced Friday clearly underscore that 

commitment. With a reduction of 8,000 in BST by 1996 we will have 

streamlined our telephone operations by more than 26,000 since 

divestiture, 25% or so. And by revwing our corporate staff to - 

11 
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essentially create a financial holding company, a single financial 

holding company, we will save money, improve the decision making 

process and allow our business units to better concentrate on 

customers. So we're not just talking about moving boxes around on 

organization charts. We're talking about a real hard-core 

determination to be more competitive and more efficient. 

.. 

It's not just coincidence that everyone seems to want in on * 

the action in the telecommunications industry. Illustratively, you 

know and I know there's feeding frenzy for spectrum right now. 

Just look at how many people followed our lead into mobile data. 

When we announced our partnership with RAM Broadcasting, and the 

plan to construct a nationwide public mobile data network, our 

investor relations staff tells me that many of you called and said, 

what in the world is mobile data. Well, since then a lot of 

private networks have suddenly gone public and several new 

providers, including a consortium of all the other RBOCs have 

declared their intencion to compete and any number of manufacturers 

are rapidly bringing new devices to market. I think mobile data 

is indicative of the tremendous growth potential in 

telecommunications not just in this country but around the globe, 

and our strategy is to get our share of those markets. 

And some of our best opportunities lie outside the United 

States. I think our track record in the international arena is 

very good. In Latin America and Europe and the Pacific Rim we have 

shown we know how to earn licenses, we know how to build systems 

and to operate them efficiently. And as the worldwide markets 

12 
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grow, they will present new opportunities for BellSouth to develop 

and deliver products and services off of the core wire line and the 

wireless networks that we are continuing to work so hard to build: 

Expanding global markets mean brand new opportunities at home and 

overseas. So, BellSouth 1992 is in Only a small percentage of the 

opportunities that will exist in the year 2001, and BellSouth will 

look very different in the year 2001. The incredible pace of 

change in this industry, wh..ch you all follow daily, quite 

naturally creates challenges for investors. We want you to 

believe, we want our investo?; to believe that BellSouth is an 

aggressive, realistic competii ir. 

. ._ 

We believe we have a goo handle on the massive changes that 

are happening in our world. Our business is growing and we're 

doing the right things to kee:.. it growin: over the long haul, and 

we'll be among the major plas-!rs as the information age continues 

to unfold and we want you to se there with us. 

I'm sure you've heard ir. connection with our announcement last 

Friday that we chose to gr ahead and announce Harvey Holding's 

retirement next August. Ma.-be that struck you as a little strange 

that we would announce that so early. We made the decision to do 

that so that he could play a lead role unfettered, lead role, in 

planning our transition to the new structure. And I would be 

remiss at this moment if I did not coxmnent about Harvey's 

contributions to t h i s  business. I won't see you for another two 

years so I want to do that this morning. It's not a time or place 

to recite all of his contributions, but suffice it to say, and he 
1 
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hasn't finished contributing by any means, because he's going to 

be handling this transition team and will continue his CFO duties 

until August of '93. But the magnitude of what Harvey has brought 

to this business is just magnificent, and we certainly want to 

acknowledge at this conference and in front of you how important 

a role he has played in this c-.rporation. So let me ask you to 

join me in a little gesture o appreciation for Harvey Holding 

(applause). 

\ .. 

Well, I'd like to responr zo  your questions and the purpose 

of the whole conference is to .spond to questions. Let's do that 

at this point in time. I woul. urge you to with a mind to perhaps 

looking at your agenda recogn ze that we've got a whole host of 

speakers who are going to co- or specific subject matter as the 

conference proceeds. To the e..zent that I think your questions is 

going to be well developed by .me of the ,follow-on speakers, I may 

put you off a little bit on dealing with that question at this 

point in time so as not to preempt their presentation to you. But 

we'd be pleased to respond ta any of your questions, and it's not 

me, it's we. The reason we are all wearing green shirts is to show 

you that there are a lot of people here to participate in responses 

to these questions, and as you ask them, I would invite you to give 

me the latitude to share the response with some of my associates 

here in the room so that we can give you the fullest answer that 

we can. And, again, I thank you so much for your interest and 

desire to come down here and spend some time dialoguing with us 

and we want to try to provide you all the information that you need 
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to continue doing your job. Who would like to start off with a 

p e s  tion? 
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Southern Bell Telephone and Telegraph Company 

Summary of Other Regulatory Adjustments 

Southern Bell 
Docket No. 920260-TL 
Exhibit-(KHD-1) 
Schedule 12 
Page 1 of 2 
Witness: Dismukes 

I... 

! 

1993 Allocation to  BST 
Florida Intrastate Percent 
Florida Intrastate Allocation 

Company Adjustment--1 991 
1993 Gross-up Factor 
1993 Florida Intrastate Adjustment 

Adjustment to Disallow Advertising 

BSC Corporate Affairs (1 I 
1993 Allocation to BST 
Florida Intrastate Percent 
Florida Intrastate Allocation 

Company Adjustment Contributions--1 99 1 
1993 Gross-up Factor 
1993 Florida Intrastate Adjustment 

Adjustment to Disallow Corporate Affairs 

. .  

1993 Allocation to  BST 
1992 VP Public Relations 
Total Public Relations 
Florida Intrastate Percent 
Florida Intrastate Allocation 

Adjustment to  Disallow Public Relations 

\. 
Amount 

$4,186,000 
18.30% 

$766.038 

$501,000 
1.1024 

$552,315 

$4,237,309 (2) 
18.30% 

$775.428 

$244.000 
1.1024 

$268,992 

$967.51 2 
$431.31 1 

$1,398,823 
18.30% 

$255,985 

1 .  

(11 Includes corporate, educational, external affairs and executive support. 

(2) May include Golf Classic expenses which the Company has already removed. 
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Southern Bell Telephone and Telegraph Company 
Summary of Other Regulatory Adjustments 

Southern Bell 
Docket No. 920260-TL 
Exhibit-(KHD-1) 
Schedule 12 
Page 2 of 2 
Witness: Disrnukes 

. .. 
1992 Allocation to BST $2,741,064 
Florida Intrastate Percent 18.30% 
Adjustment to  Disallow Anti-trust/MFJ Legal 

BSC SponsokhiDs a : 1 

BSC Sponsorships through August 1993 
Eight Months 
Monthly Expenditure 
Twelve Months 
Annual 1993 Expense 
Florida Intrastate Percent 
Florida Intrastate Allocation 

Adjustment to Disallow BSC Sponsorships 

BSC dbnaiibns ' \ '  I 

Adjustment to  Disallow BSC Donations 

... . 

Bellcore 1992 Memberships 
1993 Gross-up Factor 
Bellcore 1993 Memberships 
Bellcore 1992 Disallowance 
1993 Gross-up Factor 
Bellcore 1993 Disallowance 
Florida Intrastate Percent 
Florida Intrastate Allocation 

Adjustment to  Disallow Bellcore Memberships 

Total Other Regulatory Adjustments 

$116,697 
8 

$14.587 
12 

$175,046 
19.50% 
$34,134 

($34.1 34) 

1556.381) 

$1,742,200 
1.051 2 

$1,831,423 
$1,602,375 

1.051 2 
$1,684,437 

2.54% 
$42.71 7 

($1.610.9901 

Source: Southern Bell Telephone and Telegraph Company, Response to OPC's Document Request 
591, 592, and 595; and OPC's Interrogatories 671, 1037, 1061, 1071, 1083, 1084, and 1269. 
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)+I LAWYERS' F U M  S(04.00 

$104.00 
S 1 0 4 . 0 0  

NJ LAWYERS' FUN) 
HJ LAWYERS' FUN) 
KI LAVYERS' FUN) sto4.00 

F NFW W Y - A t F  SI- 

HJ LAWYERS' FUN) $104.00 
AMERICAN OAR ASSOCIATION sa5 .w 
AMERICAN CORP C W N S E L  ASSDC t130.00 

t t25 .00  
$250.00 

AMERICAI( I W E L L E C T U h L  PROPERTY . 
ASS= OF CORP PATENT COUNSEL 

.. 

TOTAL FOR VP: 

, 
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PROC: PAPIOOXA 
PROO: AP01BOIX  
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N J  SOCIETY OF CFAS 
NATC ASSOC Of OU3INESS LCON 

NJ SOCIETY OF CPAS 
NJ SOCIETY OF CPAS 
NJ SOCIETY OF CPAS 
I N S T  OF MANICERENT ACCOWTANTS 
AMEqICW INSTITUTE OF CPAS 
NJ SOCIETY OF CPAS 
tU SOCIETY OF CPAS 
tlJ SOCIETY OF CPAS 

'AXERICA?l YANAOEMENT ASSOC 
W ' S  WM UORLD WIDE 
YlKl 'S  HI0 YORLO W O E  
UJ SOCIETY OF CPAS 
HJ SOClETY OF CPtS  

NJ SOCIETY OF CPAS 
MERICAN INSTITUTE OF CPAS 

NJ SOCIETY OF CPAS 
NJ SOCIETY OF CPAS 
NJ CASH WNAGEKENT ASSOCIATION 
NJ SOCIETY OF CPAS 
NJ SOCIETY OF CPAS 
ANERICAN INSTITUTE OF CPA 
NJ SflClETY OF CPA'S 
NEY YORK STATE SOCIETY OF CPAS 
INFORXITION SYSTEMS SECURITY 
INFORKATION SYSTEMS SECIIRlTY 
INFORMTION SYSTEMS SECURITY 
COKWTER SECURITY INSTITUTE 
CUALXTY ASSURAKE INSTITUTE 
NATICRW. ASSOC OF ACCOUNTINTS 
TUF PI -0RlfU 
,4WR SOC FOR INOUSTRIAL SECURITY 
ZSSOCIATIOH OF WJ RECYCLERS 
AHER YX: O F m  h NATERIALS 
COUNCIL OF LOGtSTICS M(IWAG€ 
E E T I f f i  PLAWERS INTERNAT 'L 

SOCIETY 01: F I R E  PROTECTLCN 
MER SoC OF C I V I L  ENGINEERS 
B O W  INTERNATIONAL 
NATIONAL ASSOC OF FLEET A M I N  
SOCIETY FOR TECH C O W I C A T I O N  

AHER INST OF PLANT E N  
NEW JERSEY IIUTO)(OBILE CLun 
NJ BUSINCSS TRAVEL ASSOC I* 
A S M C  OF CORP TRAVEL EXECUTXVE 
SOCIETY FOR rOOOSERVICE M N A G  
HAIL SYSTEMS MANAGEMENT ASSOC 
wAREI-K)USIHG EDUCATION 
COUNCIL OF LOGISTICS WANACEHEN 
___________r_______--------------------- 

NJ socrcr r  OF CPAS 

HJ SOCIETY or CPAS 

NJ s o c r E r Y  OF crAs 

SOCIETY FOR FOCOSEWICE rmw 

ONAL 

70.00 
88.00 
70.00 
70.00 
70.00 
70.00 
20.00 
00.00 
70.00 
70.00 
70.00 
4 5 . 0 0  
OB. 5 0  
97.00 
70.00 
70.W 
70.00 
70.00 
00.00 
70.00 
70.00 
70.00 
00.00 
70.00 
70.00 
65.00 
70.00 
IO. 00 
50.00 
W.W 
50.00 
17.00 
95.00 

, 

I l',: . I  

II' 



w
 

0
 

0
 

-I 
2
 

w
 

a
 

C
Y

 
W

 
L

 

* 

.. .. 
ii 

u
o
 

a
n
 
a 

n
a

 
n 

O
G

 8 

.. s 5 c 



L., 

PUDC: PAPIEOxA 
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I L '7 
PROC: fhPlfiOXA 
PROO: APO11OtX 

PPOFESSIWIAL SOClETY CONTACT 
. - - - _ _ _ - - - - ^ _ - - - ^ - - - - . - - - - - - - - - - - - - -  

FEE ' 
~~ 

E A S T  c o L L c o E  P L A c w w r  ASSOC 960.00 
S O U T I M S T  PLACEMENT ASSOCtArlO SGO.OO 
SOC OF H I S P A N I C  PROF E M  1IM.M .~~ .. . . .. - 
HID A T L A G T ~ C  PLACE ASSOC 160.00 
UAWFPA *t.QQOAxl- 
EKPLOYEE RELOCATIOH C O U N c l L  1 2 T 6  .OO 
AMERICAN WNAOEYENT k S S X  2145.00 
AMERICAN WNAOEMENT ASSOC $145.00 
CORETECH 
N A T I O H h L  SPECTRUM MAHAOERS ASS 1130.00 
NA710HAL SPECTRUM WAMAOERS kS3 s230.00 

O I S T U I C T  OF COLUXDIA I M R  
FEDERAL C O Y W N I C A T I O N S  8 A R  I 75  .oo 
W T I C W L  PRESS CLUE Sa7.0~00. 

E $1.500.00 
UASlirNGlffl EYP BEMEFITS F O R M  2t75.00 

CEtYlRAL PARI( A T H L E T I C  C L u l  $7.920.00 
N A T I L  SOC FOR PERFORWNCE 11.ooo.00 
Tl TELECOUIUNICATIONS 1f.500.00 

.... 1.L S I X  Fn!? PERFCR?! IUSTRUCTI I? !  540.m 

s2wArL- 

NEAX 2400 I U S  USERS GUWP IkC 

ESSEX COUNTY MEOICAL SOCIETY I R t U  
AMER COLLEGE OF ENVIRON WE0 1225.00 
EMPLOYEE ASST 5 0 C  OF U AMERICA 190.00 
NJ ASSOC OF A L C O K J L I S M  COLMSELORS 130.00 

, 

I I!: . I  

I '  
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$14,586,000 

Southern Bell Telephone and Telegraph Company 
Return on Investment Billing 
From BellSouth Corporation ,. 

1992 

(1) $1 4,586,000 

Southern Bell 
Docket No. 920260-TL 
Exhibit- (KHD-1) 
Schedule 15 
Page 1 of 3 
Witness: Dismukes . 

11.41% 

$1,664,653 

26.14% 

$435,140 

70.8334% 

$308,225 
/- 

($122,928) 

Net Assets 

Rate of Return 

Return 

florida Percent 

Florida Amount 

Intrastate Percent 

Weighted 
Pretax 

Corn p a n Y Weight Rate Tax Return 
Equity 55.80% 13.20% 61 .OO% 12.07% 

Debt 44.20% 8.80% 3.89%. 
. Total 100.00% 15.96%- 

OPC 
Equity 42.50% 10.40% 

Short-Term Debt 5.69% 3.30% 

Lonq-Term Debt 51.81 % 7.68% 
Total .' 100.00% 

15.96% 

$2,328,561 

26.14% 

$608,686 

70.8334% 

61 .OO% 7.25% 

0.19% 

3.98% 
11.41% 

1 

(1) Includes assets allocated to Southern Bell, BellSouth Services, and South Central Bell. 

Source: Southern Bell Telephone and Telegraph Company, Response to  OPC's Document Request 
L 

589 and 743; and Rothchild Exhibit, Schedule 1. 



Net Assets 

Rate of Return 

Return 

Florida Percent 

Florida Amount 

Intrastate Percent 

c r Intrastate Amount 

OPC 
1 )  $10,529,709 

11.41% 

$1,201,722 

26.14% 

$31 4.1 30 

70.8334% 

5222,509 

Southern Bell Telephone and Telegraph Company 
Return on Investment Billing \. 

From BellSouth Corporation 
1993 

Adiustment 

($88,7421 

Comoanv 
$10,529,709 

15.96% 

$1,681,000 

26.14% 

$439,413 

70.8334% 

$31 1,251 

% 

Weighted 
Pretax 

Company Weiaht Rate Tax Return 
Equity 55.80% 13.20% 61 .OO% 12.07% 

Docket No. 920260-TL 
Exhibit- (KHD-1) 
Schedule 15 
Page 2 of 3 
Witness: Dismukes 

Debt 44.20% 8.80% 3.89% 

OPC 
Equity 

Short-Term Debt 

Long-Term Debt 
Total 

42.50% 10.40% 61 .OO% 7.25% 

5.69% 3.30% 0.19% 

51 .81 % 7.68% 3.98% 
100.00% 11.41% 

(1) Estimate. 

Source: Southern Bell Telephone and Telegraph Company, Response to OPC's Document Request (- 
589 and 743, Interrogatory 1077; and Rothchild Exhibit, Schedule 1. 

* 
. 

i 
k 



(... 

:* I .  

11.41% 

$1,678,221 

26.14% 

$438,687 

70.8334% 

$310.737 

Net Assets 

Rate of Return 

Return 

florida Percent 

Florida Amount 

Intrastate Percent 

Intrastate Amount I ($1 23,930L 

Southern Bell 
Docket No. 920260-TL 
Exhibit- (KHD-1 J 
Schedule 15 
Page 3 of 3 

Southern Bell Telephone and Telegraph ComDanv Witness: Dismukes ' 

Return on Investment Billing 
From Bell South Communications, Inc. 

1992 

Companv Weiaht Rate 
Equity 55.80% 13.20% 

Debt 44.20% 8.80% 
Total 100.00% 

CornDanv 
$i4,704,aao 

15.96% 

$2,347,539 

26.14% 

$613,647 

70.8334% 

$434,667 

Weighted 
Pretax 

Tax Return 
61 -00% 12.07% 

3.89% 
15.96% 

OPC I Adiustment 
$14,704,880 

,OPC 
Equity 42.50% I u.4u-m 0 I .OO% 7.25% 

Short-Term Debt 5.69% 3.30% 0.19% 

Long-Term Debt 51.81 % 7.68% 3.98% 
Total 100.00% 11.41 %- 

t 

f . 
- 

Source: Southern Bell Telephone and Telegraph Company, Response to OPC's Document Request -. 
743; Coopers and Lybrand Audit Workpapers; and Rothchild Exhibit, Schedule 1. 



Southorn Bell Telephone and Tolograph Company 
Square Feat L.as.d at the Campmllo B d h g  

I bIIS0uth Corporation 
8.11South Corpor.Uon 

Bellsouth Corpontion 
bllS0uth Cornoratbn 
Bellsouth Corpor.lbn 
BollSouth Corporation 
bnsmh ~ ~ r p o m i ~ n  
bnsouth Corporation 
B*Isouth Corpontbn 
Coopers & Lvbnnd 
Coopers €4 1Vbnnd 
Coopom & Lybnnd 
Bellsouth CoIpor.tbn 
bllS0uth Co~ormio" 
carter 
bllsouth Cowration 
BellSouth Tdemmmunlution. 
AvaIIable for bass 
BellSouth Tolomrnmudwtionm 
Georgia Talm Credit Union 
Coopers & Lybrand 
Qcorgiil Telm Credit Unlon 
BollSouth Cornoration 
BollSouth Cornormion 
Prudentla1 8acho Socuritbs 
Peachtree No- 
BollSouth Corporation 

bIISouth Corporalbn 

21 

m 
19 
18 
17 
16 
16 
14 
13 
12 
11 
10 
9 
8 
7 

6 

6 

4 
3 
2 
1 

PI 

6.351 
3.107 0.7% 

23.296 
23.296 
23.296 
23.296 
23.296 
23.296 
23.271 
22.886 
22,609 
22.827 
22.627 
22,392 
22,392 
18.523 
3.869 
8.080 
3.079 

11.233 
16.360 

2.205 
4.827 

22.392 
16.494 
14,528 

8.405 

6.3% 
6.3% 
6.3% 
6.3% 
6.3% 
6.2% 
6.2% 
5.1% 
6.1% 
6.1 % 
6.0% 
5.0% 
4.2% 

1.8% 
0.7% 
2.6% 
3.6% 
0.6% 
1.1% 
5.0% 
3.7% 
3.3% 
1.9% 

o.a% 

1,101 

6 108 
443500 100.0% 

Total BallSouth 
Total BellSouth Affiliates 23.790 
Total BellSouth and Affiliates 
Coopan & Lvbrand 
Other Nonaffillas. 37.972 
Total Nonaffiliates 

Southern fMn 
Docket No. 9202BQTL 

Schedule 16 
Wmess: Dhmukos 

Exhibit- IKHD-lJ 

Source: Southern Bell Telephone and Telegraph Company, Re.pon.e to S b W s  AUdb Request 2454 Amended, Attachnmm Q. 
I 

. 
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Southern Bell 
Docket No. 920260-TL 
Exhibit [KHD-1) 
Schedui 1 R 

Southern Bell Telephone and Telegraph Company 
Bellcore Project Disallowances 

'Florida 
Intrastate 
$000 

Personal CommuninicationsMlireless _i 

321 408 Personal Communications Applications 
321 302 Wireless Access 

Information Servics 
321208 Trustworthy Networks 
321207 Ease of Use 
321 203 Information Systems 
321 406 Speech Technology Applications 

SONFTlATMnnformation Networkino ArchitectureNidep 
321301 Network Control 

~~ ~~ 

321 305 Digital Subscriber Line Technology 
321 306 SONETIATM Technology 
321 308 Visual Communications Systems 
321 404 Telepresence Networking Applications 
321405 Messagin & lnfor Access Applications 
321401 Network gperating Systems 
321402 Internetworking 

$46.5 
114.6 

$161.1 

$35.9 
100.1 
45.8 

100.7 
$262.5 

$1 80.2 
37.3 

126.0 
113.2 
84.6 

103.9 
207.0 
110.8 

$963.0 

~._. .- 
Page 1 of 2 
Witness: Dismukes 

FiberlBroadband 
321 21 0 Economic Business Decision Support $30.7 
321 205 Design of Broadband Multimedia Networks 101.5 
321 107 Loop Connection Technology 122.3 
321 403 High-speed Networking 156.2 
321 307 Lightwave Systems 106.3 
321 303 Fiber-in-the-Loop 100.7 

$617.7 

... .!. 

Personal CommunicationsMlirelesS 
324103 Operations Planning for PCS 
3W4611 PCS Demo Testing 
3W4511 Wireless Access 
222M04 Wirelss Interconnection Service Development 
222M15 BellSouth Wireless Maintenace Project 
124522 Wireless Interconnectiop 
1 W4611 PCS Access Services . 

- 



- Fiber 
2w1 
1w1 
3W1 
324 

Southern Bell Telephone and Telegraph Company 
Bellcore Project Disallowances 

FlTL Technical Analysis Capabilities 
FlTL Basic Platform and Evolution Requirements 
FlTL Technical Analysis 
Managmenet of OS Support for New Technology 

Information Networking Architecture 
1R501N Inforamtion Networking Architecture 

Advanced Intelliaent Network 
1R4111 AIN Planning & Requirements 
224487 WFAlC Enhancements - AIN 
2243KB SOAC Support of AIN 
2R4125 Generic SMS lnterfact Requirements to Support AIN 

Video ISDN 
d b - H i g h - B i t - R a t e  Loop TRNS FND 

3W1923 Video Dial Tone Services, Architecture & Control 
3W1924 Radio Generic Requirements Support VDT Delivery 
924575 Broadcast & Non-Broadcast Video Services 
924466 Current Support VideolProgram Audio 
1R3011 BlSDN Phase 1 Planning & Requirements C 

c 

Total 

$15.9 
162.4 
25.1 
41.9 

$245.3 

$111.4 

$383.9 
41.7 

348.2 
12.9 

$786.7 

$30.5 
90.3 
12.4 
16.8 
14.0 

209.9 

3 . 8 5 0 . 6  

Southern Bell 
Docket No. 920260-TL 
Exhibit (KHD-1) 
Schedui 18 
Page 1 of 2 
Witness: Dismukes 

Source: Southern Bell Telephone and Telegraph Company, Response to OPC's Document Request 793 and Interrogatory 1104. 



. , ,,. . Swth3rnBell 
Docket No. 9 2 0 2 6 0 - ~ ~  
ExhibitJKHD-1) 
Schedule 19 
Witness: Dismukes Southern Bell Telephone and Telegraph Company 

Summary of Recommended Adjustments 

No Change Change 
in in 

General GeneraJ 
Description Allocator Allocatoi 
General Allocator $0 ($798,6551 

Ownership Adjustments 
BSC Executives (507.218) (406,292) 
BSC Corporate Planning (358,735) (298,061) 
BSC Cash Management (68,815) (68.81 5) 
BSC Corporate Counsel (39,199) (31,554) 
Total (973.967) (804,722) 

Other Reoulatorv Adiustments 

Aircraft Expenses 

BSC Return on Investment 

Legal Expenses 

Miscellaneous Expenses 

1993 Project Costs 
* 

BSC Campanile Lease 

BCI Return on Investment 

BSCS Return on Investment 

Revenue not Recognized from 
BellSouth Travel Services 

Sunlifik Lease 

Unused South Florida Warehouse 

c: 

(213,723) 
(506,436) 
(255,985) 
(501.61 5) 

134.1 34) 
(56,381) 
(42.71 7) 

(1.610.991 1 

(650,000) 

(122,928) 

(1,259,616) 

(100.0001 

(1 8.800) 

(1 98.1 57) 

(123,951) 

(123.090) 

341,481 

(295,030) 

(54,030) 

(210.281) 
(41 6,604) 
(205,091) 
(467,5841 

(32,536) 
(45,162) 

(650,000) 

(1 22,928) 

(1,174,159) 

(100.000) 

(1 8.800) 

(1 98.1 571 

(1 23,951) 

(123.090) . 

I 

341,481 

(295,030) 

(54,030) 

Revenue for Return on Investment not 
Charged t o  Affiliates 360,201 360,201 

Bellcore (3,850,600) (3,850,600) 

Grand Total (- 4 - ~ 


