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BSE AUDIT DISCLOSURE 2 

SUWECT: 

STATEMENTOFFACTS: ,. 
CALULATION OF POTENTIAL CHAINING lNW AEGUUTlON 

-. c 

BSE CALCULATION OF CHAINING PWCPCT 

BSE cakulsfed a Weiohled Average Chalnhg Percent. BSE flnt cakuiated a 
percem of the bllUng to subsidliries and alflllal8s that bill at FDC lo 
BST: IO low ESE bills IO ali zubsldiules md aniliatea men BSE 
calculated a chalnlng percent lor each IndMdual subsldluy or alflliale 
that bllls BST at FOC. The mahods In general lor calculating the chalnlng 
p m B m  lor each IndMdual rubaMluy or alflliale Is the percent 01 
subsidluy or alflllale cap- relaled to EST 10 lolal Sub or alflllale 
expensas 

-- -- 

I 
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BSE AUDIT DISCLOSURE 2 

SUBJHTT: 

chl did not use a dgh led  average. but applied the IndMdual chainlng 

subrlhatblUBSTatFDC.Totalamountchalnedroundedirt1.702000:Ihat 

CALUUTlON OF p0;TPrTuL CHAINING INTO REGUUTION 

amoum calculated by BSE to lhe total pmiea and Manaaemml Fee WUlngt lor A S  - 6  
b I s  , of S70217.WO. 

me low of project MIUWJS and management less to au af~iales used by 
CiU la S70217,OaO; rather lhan the amwnl lhat BSE used 01 510.8485W. chl 

billings on BSMQ I n t m  nend repwt. 

chl aka used a dlfferenl amount lor bllllnw to BSC. GiL used a rounded 
numbw d $74O..ooO: whUe BSE used 5272.468. The Canpany explained that the 
project blllngs are moaly fmm BSMQ to BSCHQ vhkh are rstalnsd at 
BSQM. Only BSEHW wtentlal lor chalnlng was Included In thp slW. 

sw ihat $70.217.000 agreed IO the 1992 year end ~aai af~Wated 

IC chlckaInedBCSU whlle BSE chalned BCS a1 \ CiU sa!d that BCS 
wad n a  iduded In lhe Inlormallon lhey recshnd from the client when lhey 
pm-fonned Ihelr anaIyals. 

18 chlchalned BSAN at whlle BSEchalned BSAN at 

OPINION 

C iU  igumed that BSE IndMdual chalnlng percenk? are cone* d a~~plled the 
peenla to lhe IndMdual subs or afflllates who were bllled by B S E  

me meIhcd used by BSEIO calculate the IOdMdual chalnha percants is the 
penem 01 sub or alfllalte expenses related to BST IO mal sub or afRIIate 
expenses. me weighted Awage comut was WM IO lhk 

PSC staff did not haw full and hen -859 to the subsidiary bwks so we 
were unable lo  dstermbe (ha1 In general rM on an IndMdual company bask 
IhaI sxpcmser were an awrwrlale way at arrive II the chalnlng percent. Nor 
were we able to dstenlne II the expenses used were correct. 

We agrw with W s  calculallon because It Is more confenRthre In 
damlnlng the a m W  of PaenIW chalnlng. It lakep Into account Ihe 
total amounts BSE bllled lo nonregulaed sub on an IndMdual buir. and 
used 100% chalnlng lor subs thal (hey dld not have Infonnatlon lor. 

mere are a cenaln amount of dollars Ihal ~ O I ~ ~ I W I Y  chain Into regulation 
lhmugh BSE Mlllngs 10 thelr subs and aher atnllale. We canna audll Ihe 
amounts at BSE to delmlne ll these are reasonable as sated In BSE Audlt 
Madosure 1. 

RKX)MMENDATlON 

I1 Is reoommended mat $1,702395 b emw 
state. me amount lo Flwlda i . s~%&L and Ihe amount lo 
regulation Is - 

rom BST allocallo~ to Ihe 
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COUP AN^ na 
TITLE: BE-DETERUINATIDN OF POTENTIALCHUNINQ 
PWOD. WE lU3l lW 

86E PROJ 
p w m  BY cu 
8CHEDULE2TODISffiOWRENO.-- 

0 males BILLED TO AN0 MQMT FEE 1992 CNUNINQ ESTIMATED 
1992TOTAL FLloDa TO AFFIL ASCALCBY B E  CHUNINQ POT. 1.8. BEUWUTH ENTERPRISEB. 

(1)CORPORATEAND ENTERPRISEQROUP 

(2) MOBILEBYSTEMSGROUP 

b. W ~ u r J s 1 U O n 1  Carp u 
Ib ARIsiIu and IWSI. MCCA 2.240.511 Mo.wz 

(3) MVEFITISINQ AND PUBUSHINQ GROUP 

130.600 

480.651 

01.22@ 

a. BIPCO 4.410.385 1.OM.303 110.020 
I8 

(4) INTERNATIONAL AND CORPORATE AND DEVELOPMENT GROUP 

B M N  101.013 17.122 46.070 a0 

I 
cn 

0 0 
0 0 ~. 

99.7W0.b2@ 20.0U.27275 ~~ uo.WO 
200.001.140 m.72s.mi 140.042 

1 w w w  67.074 

10,046.104 1.702.196 

70.217.WO 

230.217 16.202 

1.11.......1 1-1111-11 

PdenUaI ChaInlnp d BSE HQ Wno 10 1U U6U.LsI 
s 
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em: BSE , 
TITLE: W I N G  ESTIMATE BY BSE 
PERIOD: T I B  12/31/92 
DATE : SEPTBlBm 3.1 
AUDITOR: RKY 

WP No. 51-8 

HOV m m m  ESTIMATE WAS MADE, INTERVIEW AND NOTGS PIMH MALICE YHATISV 
EutIcB WATLBY IS AN OUTSIDE OXC3JLTANl' M BSE. 

iw W + - s  BSE t o t a l  costs b i l l e d  out of Bs6 for project and managwent fees- Q 11 - $70,848,504. BSE chaining estiaate w a s  6hat iS +296.§28 L p  
*potential- chaining. T- ' ,. ,--.., .-. 1 I 

PBocewBGs FOR CHAINING. 

BSB INCLUDBD IN l'H6 SNDY ONLY THOSE AETILIATES THAT THKY BILLHlBOTH 
PRCUKCT AND MANAGEMENT FEE  THAT^ BILL AT FDC. 

LHAD PAGE I 

1. 
management fee and project f e e s  tke listed. 
coapanies t h a t  are not subs of BSE: but are b i l l e d  by BSE and in  t u rn  
b i l l  BSl! a t  FDC: they are BSC, BCI AND 
S Y m S .  INC- SUB OF BBS). t o t a u  t h i s  c o l m n  i n  chaining study 
d id  not agree w i t h  answerto recr+-(*). outstanding requeet 

audft  of ccmxments: 
The f-t colun far the amts b i l l e d  t o  each affiliate could be 
traced t o  either BSE boo& which we don't  have acces6 to o r  to each 
subs books (in t h i s  case 10 subs) t o  termine if 
t3 '4 + A%c.-&&-tSl & A ]  
2. (ColURn 2) Then BSH detannlned t he  total amount of c a s t s  billed out 
to  all affiliates (Including those not at  Dc). 
$70,848,504. 

audit of components: 
I tried t o  trace t h i s  amount t o  the Income Reconciliation provided i n  
c&L workpapers , could not reconcile. outstanding req no. 2-097 (8)(0). 

3. tCol-n 3)  Then a % of b i l l  t o  subs and companies that  bill a t  FDC 

only that bill at  RICI (Coluan 21. 

(cclmn 1) The aa10unt.s that BSE subs were b i l l e d  by BSE f o r  
Included i n  t h i s  were 

(BELUOUVl COMMUNICATION F 
p. r l L L - A A # d J n L S  ..* 

S a -I 

chalning t are corr &3L-d L.4/ d€!!C?E"<B, 

!fhfs w u n t  w a s  

s1-6. 
3 -( 

e t o  ESP W a s  taken a8 a % Of t o t a l  BSB c o s t s  billed O U t  (dl1 S U b ,  M t  
This amount could be recalculated. 

4. 
that  h i l l s  a t  FDC (10 affi laites).  The explanation of h o w  they 
determlned the chaining % for each company is included after itan 

(Column 41 Then BSE determined a chaining X for each affi l iate 

I 
... ._" ,.-- r 



cocIpANy: BSE 
TITLE: CwIIimC BSTMATB BY BSB 
PERIOD: %YE 12/31/92 
MTK: S-ER 
AUDIMR: RKY 

UP ?io. 51-8 

INTggvIbw WITH W C K  wHATI5Y AND ESP1 INFORMATION. 

5. 
o f t o t a l  bi l led  f o r  each affiliate t i m e s  ChainZng %. 

Coluan 5 is a weighted average of Column 3 X colrnn 4; t h a t  is % 
Tatal weighted 

16 this is recalculated. 

4A, BABO CHAZNING % 

Bapco chaining % w a s  determined t o  be of w h a t  BSE b i l l s  bapco 
bi l led t o  BST at  FDC. 
charges b i l l  
The theow is t a l l  b i l l s  t o  Bhpco from B S  go into G&A so if BAPCO can determine 
bi l led  a t  3 they can make a ratio. BSB just got  the number from BAPCO in a m e m o  
We have t o  audit BAPCO books t o  make sure this is correct. 

by BSE; that is 
The way this w a s  determined w a s  a r a t i o  of t o t a l  BAPM) FDC 

out over total  BAPCO G&A expenses a t  9/30/92. ESP1 51-8/1-1. 

Provide BAPCO incone statement for 9/30/92 which 
expenses w e r e  
Provide backup documentation on how BAPCO came up with 6320.289 in 
charges t h a t  were bil led AT FDC as of 9/30/92. 

s h w  t ha t  c&A 
the amount used in the chaining study. 

51 -2 
4 

4B. MCCA CHAINING 

BSE obtained information from MCAA t ha t  presents how much was b i l l ed  
t o  BST for Rental Units and Agency Agreements. T&total 
of t h i s  is the Tu a1 Estfnated Chalned. Amom i led t o  BST are considered 
f o r  po ten t ia l  c d n g  purpses 100%. The r a t i o  is the t o t a l  amounts billed to  BST d 
t o t a l  BSE b i l l s  t o  MCCA: that is I ~ s z i  rounded up t o  t o  use in column 4 
ESPI wp 51-8/1-5. 

so. 

BSE Ued charges aS O f  6/30/92. 

ofwhat 8-11 MCCA i s  considered potential chaining t o  EST. 

Provide t o  b i l l s  for J a n w  throw June 1992 which show the amounts 
HCCA billed &ST f o r  Rental Only Units and Agency agreements. 
should agree with the amounts used i n  Wce Whatley's chalnlng study. 

Provide access to  BST books t o  *what Bsp booked for January thru 
June 1992 far these charges. 

Pmvlde the b i l l s  from BSE t o  MCCA for January th ru  June 1993. Frovide I 

Theee amounts 
If not. 

-4-ULL 

e i t h e r  HCCA books or BSE books t o  show how duch wa6 bil led t o  
or bil led fipp BSB to MCCA. 

8 a 



COHPMJY: BSE 
TITLE: CWdNING ESTIMATE BY BSE 
PERIOD: TY6 12/31/92 
DATE: - 3. 19 
AUDITOR: RKY 

W P  No. 51-8 

4.c. BELLSOVPH CORP. 

BeUouth  Carp Is not a sub of BSE. but an affiliate Co t h a t  BSE b i l l :  
t h a t  i n  turn bills BST a t  FDC. 

BSB obtained from BSC a printout of the t o t a l  of a l l  bil ls  &On BSC t o  
affilaited companies a t  m. 
affilaites) . E'rom the t o t a l  BSC bil' t o  all affiliates. the mounts billed baak t o  

subtracted. 

h e  formula was:  

(Make sure a t  FDC or  is it aL1 

BSB w e r e  
The resulting amount is considered 100% chalnged t o  BST. 

(b The BSB portion was mmidered larbitrarily. 

t o t a i  Bsp amounts a t  io% 
BSB amounts a t  

t o t a l  
............................ I ?  Plus 

This t o t a l  is divided by BSC b i l l s  t o  affilites. 

That is the adount used in Column 4 above. 

This R is based upon December 91 through June 92 information. 
and included on wp no 51-8/1-6 ESPI. 

Provide $ b i l l s  t o  BSO, BBS. BSS, BRA. SB, sc8. BST, AND BSE FOR 

a Theresult is BSE increased this t o  t o  be conservative. 

. 

HONPHS OF AN 92. MAQGH 92. AND MAY 92. & w P  
8 

QL WORKE'APER BATES NUKE= POlKO2W 002822 INCLUDES TWO BSC TYPES 
OF ALL0!2~oNS. GESERAL SERVICE ALu)cATIoNS ON TOP AND 
ENT6RPRISE ONLY/BlZ & OF ToTAI. ON BOTMEI. 

Is the top part a total of all b i l l s  frola BSC t o  a f f i l i a t e d  companies 
a t  FDC? 
and previling, etc.? 

Or is it all biuS from BSC to  all affiliates at FEC. tariff, 

9 



cawhNr1 
'pms: 
PERIOD: 
DATB : 
AUDITOR: 

WP NO. 

BCI b i l l8  four FDC companks BST. BSE. ElccA and BSAn. 
on vp Bspf 51-8/1-2 
was applied t o  the chaining 5.8 &ea* f igurSar 
t k s e  four sube. 
The dollar amounts were not included, just the percents as fo l low:  

t o t a l  BCI expenses a l l  ted t o  these four subs 

BSAN is ellPlained balm. 

w 

1 L  The weighted average is X which BSE increased to  sin Colrnn 4. 

Need t o  look at chaining ESP1 t o  ge t  question t o  provide the S amounts 
behind t h e  percems of allocated frw BCI. 

4F. BSAN, BSIN 

then need to  look a t  BCI 

Llsted were projects t h a t  were billed t o  conpany's tha t  bil led a t  FDc. 
two projects Two projcts were billed to  BST froa both BSAN and WIN and 
one project w a s  billed t o  HCCA. Total $ for these thre projects were 
detemlned. a % of total casts for each FDC project was taken of a l l  

31 for MCCA for  a weighted am of 
30 COStB; thfg X W a S  apPI.ied to the dl?lning % Of kor BST and L 

34 
'for BSAN , incnased t o  8.00%; and 

€or BSN. inoreased t o  

BPI WP IX1 51-6/1-4/1,. CBL Wp 30.40. 
THRBOUOH 9/92. 

THIS INLWPMATION IS FROn 6/92 

Have decided not to  audft the dollars in t€Us chaining X .  

1 0  4 



CaPANY: 
TITLE: 
PERIOD: 
DATE: 
AUDITOR: 

BSE 
CHAMINC ESTIMATE BY BSE 
TYB 12/31/92 
SEPTEMBER 3. 1993 
RKY 

wp No. 51-8 

INTBFJIKW W I T R  MALICE WHATLEY AND ESP1 IMYIIWATION. 

4.G. SJNLR4K 

BS6 first listed all projects that Sunlink billed at to FDC companies. 
LO three projects direct to BST --estimated X chaining is 
I 1  1 project to BSE. chaining X decided before at 
I2 six projects to BCI -- estimated chaining X at 
13 1 project to BSAN. estimated before at 

To get a weighted average of all Sunlink these percentages were 
applied to a X of each project to the total projects including 
all item that are not billed out at FDC. (we do not have all 
Projects ). 

jdecided before. 
\ 

- 

This is a6 O f  6/92. ESPI WP NO 51-0/1-?/1. 

lq Total Sunlink weighted average chaining X is 
increapedto En Colmn 4. 

F 

This is 

Have to audit Sunlink books to determine if R to total is correct. 
Need to audit these projects i n  the books and see if the 0 agree. 

RE: CHAINING STUDY. FROM C&l WORKPAPER ESPI 30.42. 
Provide invoices from SUMINK TO BCI (FRON BCI) OF HOW MUCH SUNLINK 
BILLED BCI FOR THE FOLLOWING PROJECl'S IN THE FOLLOWING MONTHS. 

32, Si0155 BCI W 92 '4 S10171 BCI .JUNE 92 
Sl0164 BCI APR AND JUNE 92 i 
PROVDK THE INVOICFS FROM SUNLINK TO WHOEVER THEY BILLED FOR 
TlfE JACKSONBIUE WARBHOUSB FOR TlfE t(0NRIS OF JAN AND MARC% 92. 

11 



CCcIpANY: 

PBRIOD: 
DATE: 

TITLF! 

AUDITOR: 

.*TMS COLUMN IS ONLY THOSE CCMPANIFS WHO ARE FDC, SO w6 M31Y.T KNOW 
IF THE % OF ARE CORRECT. WE Ngeo To AUDI'I! ALL m S E S  
ON "HE BOOKS OF BIS TO DI3THRpmTs IF THE Z ARE CORRECT. 

30 The company increase colupln four to be rather than 
w e d  the same X as BM: for DC/Mpan Resources. 

Look up kIal.ice WhatlW'S Chaining Study tO determine a6 of What date this 
is. 

Provide the invoices billed to each of the 11 companies for the 
t h e  perf4 tu is lnwlved in once we find out the tlme period. 

12 
b 



COMPANY: 
TITLG: 
PERIOD: 
DATE: 
AUDITOR: 

UP No. 

BSH 
CHAINING ESTIMATE BY BSE 
TYB 12/31/92 

SOURCE: INTBRVIBW WITH W C E  WHATLEY AND BSPI INPORMATION. - 
4 1  --- sHBvI&s 

me concept is the sme is SUNLMK. 
GXCBPT HERE THEY GIVE THE COSTS ULaXTED TO SUB AND TOTAL 
SO WE COOLD LOOK AT THE BOOKS OF 
% OF TOTM. IS CORBBCP. 

sH(vI~  
=VICES AND DETERMINE IS 

13 'MTILL SER'lIm FOR ALL OF 1992 IS S 'RlgRB ARE 
FOUR CCMPANIRS MAT z)IBy B I U  AT FDC. tHIS UBIGHTED AVERAGE 

t s I s  \THAT IS BRMK;HT TO C O W  4. espi 51-8/1-8 , CfiL 30.49. 

HAVE DEClDQ NOT M AUDIT THBSB X. 

13 





November 2, 1993 

MS. Ruth Young 
Florida Public Service Commission 
3625 NW 82nd Avenue 
Suite 400 
Miami, Florida 33166-7602 

Dear Us. Young: 

As per our discussion on October 29th, the certain C & L workpapers 
are being reclassified from ESPI to proprietary and are being 
provided in response to Item 2-062 (enclosed). Additionally, 
similar workpapers which were made available for review in Atlanta 
have been reclassified to proprietary and are being provided in 
response to Item 2-097.10F [enclosed). 

All items have been reclassified except those concerning MCCA which 
BellSouth Enterprises maintains are ESPI. 

Please call me if you have questions or wish to discuss further. 

15 



Request: 

Response: 

Southern Bell Tel. & Tel. Co. 
FPSC Docket No. 920260 
Audit 
Date: 8/24/93 
Amended Response 

Page 1 of 1 
Item NO. 2-097.10F 

Please have a representative (Malice Whatley) 
explain her potential chaining study for 12/31/92 
while we are here this week in Atlanta (8/17/93). 
Prove a copy of potential chaining study. You 
supplied us with the representative and a copy of 
the ESPI study for our review. We need a copy of 
this ESPI study sent to Miami BST office for our 
further review. 

The Company amends its response of September 3, 
1993 to provide the attached BSE potential chaining 
study workpapers which were considered ESPI and 
were made available for review on Company premises 
in Atlanta, Georgia. 

This material constitutes proprietary confidential 
business information and is being produced subject 
to a "Notice of Intent to Request Confidential 
Classification" . 

Date Provided: November 2, 1993 

16  





. 
c 

. . -. . . ... 

Request : 

Response: 

Provide copies of all C 6 L workpapers on the 
attached lists. 

At the request of the auditor, the Company amends 
its response of June 4, 1993 to reclassify the 
following workpapers from ESP1 to proprietary. 

This material constitutes proprietary confidential 
business information and is being produced subject 
to the "Notice of Intent to Request Confidential 
Classification" dated June 9, 1993. 

Date Provided: November 2 ,  1993 

i 
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Ootober 2 1 ,  1902 

nwca mc na.prre. 

Vrmc Robert Jordan 

ne I 

Pleree f lnd Ottaohmd IDC ohargea frm W C O  to  BST thron h 
Septemb*r, 1992. Theme ohargae are provided a8 ertpport 80 
woet ion  reqardlng tho portion of W8 0harg.m to BAeco whiecboua:. 
h i l l e d  b a p , t c p  throngh FDC. - * 7/ 

T o t a l ~ ‘ o h + ~  and 
to Q 3 2 0 ,  9 and empeotivel Tho we dimonemod 

reprerentr total IDC charger dlvided & total Q C 1  expanmom, not 
what portion. of E88 ohaegem are allaoated thrwgh IN. 

OLA expanroe year-to-data a m  

If you haw add1tion.l qne#tionm, please ea11 M on 982-7057. 

i 
. .. I 

__. __ . . . ~ . . .  - . - .. - . _ -  -. . 
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RSE 

XCCA 

BSAN 

- .. . 

18-  Feb- 93 
1 1 : 3 8  .\3 

BCI CH.\ISING ESTKXATE 
1992  

I A l  ( 8 1  (CI I D J = l  BIX(Cl 
UEIGHTED 

CHAISISG WZEXPESSES PERCEYT ESTIXATED 
AFFILIATE ALLOC TO SUB CHAINING PERCENTAGE 

X OF TOTAL AVERAGE 
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ITEM NO. Z-OPI(8) 
ATTACHIENl 

1992 (000 omitted) b ~ a n a z m e n t  lee TW e Protect  B i l l i n g  

r' 
@ 

d BellSouth Coi 
9 BellSouth Ad1 

ll Stevens Cra. 
1%. BellSouth Infonnatioi 
13 
1q BellSouth Comunications Inc. &.- 
15- BellSouth Comunications S v s t d  
I!, BellSouth Financial  bervzrss 
1'1 BellSouth Ad- 

IO 

:poration A 
rertiaing 6 P u b l a  

L.W. Berry - 
lahies - 

n Systens - 
Sunlink - 

f ? E C E I V E D  
AUG 9 1993 
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Southern Bell  TO^. L'Tel. co. 
FPSC Docket NO. '920260-TL 
Audit 
Dater 09/09/93 
Item No. 2-097.88(1) 
Page 1 of 1 

Requemt: ConZidential requusmt ment to Karen xaett direotl I Re: 
W E  otantial chaining. Pleaso provide am much XnZo am 
pomafble in Miami Bsm sub ozrice or Miami aST oziice. 

, 
Responmer "ha ohnrgee raferanced in this requaat were billings Zrom 

BSE to Wc zor projaot Es6083. Theae mxpenmam ware 
charged to a dmpartmental expense account which i m  
mubject to general coat allocation to the submldiaries 
through tha BSC-XP Corporate Servioes Cost Allocation 
symtem. All other charges from BSE-Ha to 88c-Ha arm 
charged to DellSouth retained projects which are not 
billed to any mubridiariea and, therefore, cannot be 
"chained" or have impact on BST operation# or it# 
regulated earnlng3. 



Requemt I 

Reaponan : 

1 
southern Bell Tal. C'T.1. CO. 
PPSC Dockat No. '910260-TL 
A u d i t  ..---_ 
Dater 09/09/93 
Item NO. z-097.8~(2) 
Paga 1 of 1 

! 
. .  
I !  

Explain what the flow thru charges are for 8CI and how 
they diffar from projact chargaa. Plaase provida aa m u c h  
info as possibla in Miami BSE Sub office or Miami BST 
office. 

The transactions referanoad concern 8SE-HQ billing in 
January, 1991, for servicem performed during 1991 for BCI 

account balances. 

by 8eIlSouth Education SeNk.aa (BES) . BE8 was dimmolvad 
at the and of 1991, with 8SE absorbing the existing 

- 

Data Provided1 Saptombar 27, 1993 
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I EOUthern Bell T q l .  L Tal. CO. 

PPSC Docket No. 920260-TL 
A u d l t  
Date: 09/09/93 
Item No. 2-097.8A(l) 
Page 1 of 1 

Request: Confidential request sent to Karen Xaetz direct1 . Re1 
Plea68 provido as much info as BSE retained coots. 

poesible in Xiad BSE Sub office or Miami BET office. 

Reeponse: BST aeked BSE to provide the requested information. BSE 
has deolinsd to provide the information as the expenses 
retained by BSE do not afrect BST operations or its 
regulated earnings, Therefore, the Company objects to 
providing the requested information on the grounds that 
(1) the company does not have possession, custody or 
control of such information, (2) the entit that is in 
omsession of such dOCUmehts ia not subroct to the 

yurisdfctlcn of this commission, and (3) in any event, 
such information is neither relevant nor reasonably 
calculated to lead to the diacovary of adniesible 
evidmnce (a) related to transactions or ccst allocation0 
among thane companies, or (b) necessary to ehou that the 
Company'e Florida customers do not subsidize either the 
company's or ita affiliatee unregulated activities. 

I 

I '  
Data Providodr Baptenbcr 27, 1991 
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The following am billings from gsE-HQ to -s who bill EST at FDC or 
ius; hen-. they are the only componiar thmugh which mining can c c w r .  
The billinas have been mulitplkd by BSfs estbnata Of the % tha W M  -~ ~" 
chain into regulation 

% Potential FDC f 
enled Chaining $Chaining 
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approximately . t or 5- 
costs ultimately chain into regruanon through sub.eqUat 
8ffiliW.e bil l ings a t  FDC. 
one in that whenever there was a doubt ne t o  w h a t  amount chained, 
it was assumcd that the m a x i m  chained. 

The anrlysis is  a very CMlervative 

The pvrpose of this analysis is to estimate the amount of BSE'S 
bill ings that flaw through t o  regdation. The renrlt. 

overbilled BSE. The W e  factor i S  applied to the !Oca1 a.yIUnt 
of overbillingo to  determine the mOUIIt of the overbL1lbgs that 
eventually chain into r ewar ion .  

refunds would be necessary. 

used i n  situations where it is dete&ed that an af f i l i a te  

If M overbilling would 
into regulation, then 

/ 
potentially chain 
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southern Bell Tel. & Tel. Co. 
FPSC Docket No. 920260 
Audit 
Date: 09/29/93 
Amended Resuonse ~~~~ ~ ~ 

Item No. 2-551 
Page 1 of 2 

Request: Re: BSE 

This request contains both confidential and ESPI information 
and is sent directly to Karen Kaetz. It has the fOllOWang 
parts : 

A. 
B. 
C. 
D. 
E. 
F. 
G. 
H. 

Total chaining study; 
BAPCO chaining; 
MCCA chaining; 
BSC chaining; 
BST chaining; 
Sunlink chaining; 
BIS chaining; 
BSAN, SIN chaining. 

Please provide as much info as possible in Miami BSE Sub 
office or Miami BST office. 

Response: The Company amends its response of October 15, 1993 as 
follows: 

A.2. See response to Item 3-098 dated October 7 ,  1993 for the 
1992 balance sheet and income statemeat For BIS . 
See response to Item 5-033 dated August 6 ,  1993 for the 
1992 BSC annual report which includes balance sheet and 
income statement information. - I 

The Company asked BSE to provide the 1992 balance sheets 
and income statements for MCCA, Sunlink and BSAN. BSE 
declines to provide the requested information. 
Therefore, the Company objectstoproviding the requested 
information on the grounds that (1) the Company does not 
have possession, custody or control of such infomation, 
(2) the entity that is in possession of such documents is 
not subject to the jurisdiction of this commission and 
(3) in any event, such information is neither relevant 
nor reasonably calculated to lead to the discovery of 
admissible evidence (a) r@lated to transactions or  cost 
allocations among these companies or (b) necessary to 
know that Southern Bell's Florida customers do not 
subsidize either Southern Bell or its affiliates' 
unregulated activities. 

64 



Southern Bell Tel. & Tel. Co. 
FPSC Docket No. 920260-TL 
Audit 
Date: 06/29/93 
Amended Response 
I t a  NO. 2-151 
Page 2 of 2 

Response Continued: 

D.l. Copies of the & T ills t -@r January, 
March, and May, 92 are being sen in the rnight mail 
on October 28, t93. BSS, SB, SCB and BSHRA were not in 
existence in 19 2. 

Date Provided: October 28, 1993 
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southern Bell Tel. & Tel. Co. 
FPSC Docket NO. 920260 
Audit 
Date: 09/29/93 
Item NO. 2-151 
Page 1 of 3 

Request: Re: BSE 

This request contains both confidential and ESP1 information 
and is sent directly to Karen Kaetz. It has the following 
parts : 

A. 
B. 
C. 
D. 
E. 
F. 
G. 
H. 

Total chaining study; 
BAPCO chaining; 
MCCA chaining: 
BSC chaining: 
BST chaining: 
Sunlink chaining: 
BIS chaining: 
BSAN, BSIN chaining. 

Please provide as much info as possible in Miami BSE Sub 
office or Miami BST office. 

Response: A.1. A copy of the December 31, 1992 Intercompany Revenue 
Trend Report was made available for review during the 
interview of Malice Whatley on October 5, 1993 in 
Atlanta, Georgia. As a result, copies of the requested 
invoices are no longer required. 

A.2. During the interview of Malice Whatley on 
October 5, 1993, supporting documentation was provided 
for the auditors' review which explained the Potential 
Chaining Study. As a result, copies of the requested 
financial statements are no longer required. 

The requested information was provided for review and was 
explained during the interview of Malice Whatley on 
October 5, 1993. 

B. 

C.1. During the interview of Malice Whatley on 
October 5, 1993, supporting documentation was provided 
for review which explained the MCCA chaining amount. As 
a result, copies of bills are no-longer required; - 

c.2. AS a result of the interviews of Malice Whatley on 
October 5, 1993, the auditor agreed to withdraw this 
request. 

.- - . 
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Southern Bell Tel. & Tel. Co. 
FPSC Docket No. 920260 
Audit 
Date: 09/29/93 
Item No. 2-151 
Page 2 of 3 

Response Continued: 

C.3. During the interview of Malice Whatley on 
October 5, 1993, supporting documentation was provided 
for review which explained the MCCA chaining amount. As 
a result, copies of the bills are no longer required. 

October 5, 1993, supporting documentation was provided 
for review which explained the BSC chaining amount. As 
a result, copies of the bills are no longer required. 

FolK02W002822 was explained to the auditor during the 
interview of Malice Whatley on October 5, 1993. 

E. 1. Documentation supporting the "percentage of total BCI 
expenses allocated to subsidiaries" was provided for the 
auditors' review during the interview of Malice Whatley 
on October 5, 1993. 

October 5, 1993, the auditor agreed to withdraw this 
request - 

D.1. During the interview of Malice Whatley on 

The information contained on CbrL Workpaper,'Bates Number 

E.2. As a result of the interview of Malice Whatley on 

E.3. As a result of the interview of Malice Whatley on 
October 5, 1993, the auditor agreed to withdraw this 
request. 

F.l. As a result of the interview of Malice Whatley on 
October 5, 1993, the auditor agreed to withdraw this 
request. 

G.l. As a result of the interview of Malice Whatley on 
October 5, 1993, the auditor agreed to withdraw this 
request. 

October 5, 1993, the auditor agreed to withdraw this 
request. 

G.2. As a result of the interview of Malice Whatley on 
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Southern Bell Tel. & Tel.' Co. 
FPSC Docket NO. 920260 
Audit 
Date: 09/29/93 
Item NO. 2-151 
Page 3 of 3 

Continued Response: 

K . l .  The Company does not have possession of the income 
statements and balance sheets for BSAN and BSIN for 
December 31, 1992. The Company has requested BSE to 
provide the information and has been refused. Therefore, 
the Company objects to providing the requested 
information on the grounds that (1) the Company does not 
have possession, custody or control of such information, 
(2) the entity that is in possession of such documents is 
not subject to the jurisdiction of this commission and 
(3) in any event, such information is neither relevant 
nor reasonably calculated to lead to the-discovery of 
admissible evidence, (a) related to transactions or cost 
allocations among these companies or (b) necessary to 
show that Southern Bell's Florida customers do not 
subsidize either Southern Bell's or its affiliates' 
unregulated activities. 

- - -  

Date Provided: October 15, 1993 

6 8  
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far both management fees and project fees for 1992. 
COnE FROM THE WTITY THAT WAS B u J b D .  

The INVOICES SHOULD 

srL 4- 0.a 
B. BABCOCHAMMG% 

Provide 8AeM income statement for 9/30/92 which 
expenses were 
Provide backup docrpentation an how BAPCO came up W l t h  $320,289 in 
charges that w e  bllled AT FDC a6 of 9/30/92. 

shows that G M  
the amount used i n  the dmhiw stubg. 
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- .? CccIpANy: BSE 
- TITLG: WINING ESTIHA'LZ BY BSE 

.I . >, 
ir 

" 

PERIOD: TYE 12/31/92 
MTB. 3. 1993 
AUDITUR: RKY n' 

r 
L i  GIVE THIS REQUEST A NEW NUMBER. 

2-000?THE W R C E  OF TH6s6 QUESTIONS CCWS FRW "HE BPI INFORPUTION 
PROVIDQ) To US BY MALICE WHATLEY IN THE MPMATION OF THE WTDlTIAL 
CHAINING SNW. 

c. HCCAQUMINC 

I' 

Provide to b i l l s  for  JanUary throu&Jrme 1992 which ShOU the illlounts 
Only Unlts and Agency agreeaents. These 

the amounts used i n  Malice Whatley'S chaining 

d*+w.n*.,, 
Provide access to BST book t o  

Provide the bills from BS6 to flCCA for January thnbune 19% 

une 1992 for these charges. 

Provide access to either MCCA books or  BSE oks to show how much w a s  
3. 

bi l led to MXA or bi l led  from BSE to  MXA.& &7&e 
BELLSOUTH COW. CHAINING 

, BST. AND BSE FOR 

PUlKOZW 002822 INCLUDES 'PWO BSC TYPES 
ALLOCATIONS ON TOP AND 

llated conparties 
a t  PDC, tarlff. 

and praviling. ew.? 
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TIEE:  
PERIOD: 
DATE: 
AUDITOR: 

F. SvNLINKcHARlING 
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CCNPANY: BSB 
TITLB: CHAINING BSTWTB BY BSB 
PERIOD: 12/31/92 
M1S: SWIWBLpI 3, 1993 
AUDITOR: R W  

[ 
1 

GIVE THIS REWEST A N6W NLMBER. 1 

2-OOWTHB SOURCG OF 'IliESE PUSSTIONS amSS FROH THB B P I  INFYlIMATION 

CHAINING SlWW. 
PROVIDED TU us Br MALICB WHARFT IN RIB GXPWUTION OF THE F Q T ~ I A L  

' *' ,.... #,+ 
... . .! - . .  . .... 
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I. 
Part of the audi t  program includes a deterPfMtlOn of the  types of c-es 
t h a t  are expenses of BSB that make up t h e  management fee. are 
either external charges being billed to BSF or in t e rna l ly  getW3ted 
Chaegeg  bY BSE. 

The object lve of thfs determination w a s  t o  see if they are costs i h a t  are 
external ly  or in te rna l ly  generated t o  M E  t h a t  would not be allowed for 
state ratemaking. 
the  affiliates follow the  W. Le.. tariff, prevailing market rate, o r  
FDC. 

scum mrTATIcm 

Also. for amount8 b i l l e d  to  BS6 f m  a l l i l f a t eS .  do 

We cannot determine the specific types of cos ts  t h a t  BSE is imtrrfng and 
if they are proper for ratemaking hecause Bsp has  objected t o  providing 
answers t o  our reqwsts that would f a c i l l t e  t h e  selection of a sample of 
expense it-. 

The Company has objected to our requests 2-097 (1) (2) (3) (4)and  (5 ) .  These 
items are: BSE Financial statements as of 12/31/92; BS6 Cmulative 
General Ledger as of 12/31/92: BSB Cumulative Transaction Ledger as of 
12/31/92: M E  Chart of account of general ledger: and a printout of a l l  
d l s b ~ ~ ~ e n e n t s  over t5O.WO during 1992. 

Because of this we have no idea of the  types of expenses ln BSB's FM: 
calcul+ion to determine i f  BSB w a s  b i l l l n g  a t  FDC or  less. 

7 5  
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II. 

m t d  A u d i t  821-23-39-A-6. OCroBBR. 1992 OF!!Tm m m  
j\ I 4 -- BSB ALL D g P A R ' I M ~  WP 54-411 

A. Accordtng t o  the above i n t e r n a l  audl t ,  
(0 
I\ 

fa 
'3 

A C C O m I U  t O  t he  Internal A W t  
tb 

PSC staff sub.itted t h e  following mts 2-130.A.i.2 AND 3. 

~ a r  many executives a t  BSE take advantage of this financial counseling? 
List the m t s  w d  separately t o  C&L, AYCO Gorp and Creative Financial  Group 
for the year 1992. 

hra these charges that are considered w a g e s  and subject to RCA. Fv2A and 
incone tax witholding a l loca ted  as part of the management fee t o  BSB 
subs? If 60. how auch in 1992 t o  each sub? 

Provide copy of BSC Financial  Counseling Plan effectfw 1992, 

The capany  aSM BSK t o  provide t h i s  Mornation and BSB Stated t h a t  
there were 1S officers in BSK and its subs w h a  participated during 
1992. BS6 "... declined t o  provide the amounts paid t o  the three 
approved suppl iers ."  Rlis objection w a ~  based upon the fact tha t  
Southern Bell does not have possession or custody of t h e  nfomatlon. BSE 
is not subject to  tha Jurisdiction of the caalssion. and the 
information is na t  relevant. 

me answer t o  the request also stated t h a t  t h e  Management f e e  t h a t  BSK 
charges to its a f f i l i a t e s  is not an allocation of BSE-HQ ac tua l  
costs. It is on a fee based formula. They concluded from this that 
none or the exepnses are allocate t o  the BSB subs. 

scow rJl4rTAnm 

In order t o  deternine if BSE is b i l l i n g  a t  FDC or less, BSE performed ce r t a in  
calcu.l?Aons and a l loca ted  certain expenses t o  come up with mX: and ampared t ha t  
t o  the management fee. As we could not audit t h e  specific type of costs and 
detemim the specific amounts, we cannot determine whether t h i s  was included i n  
the  FM: calculation. whether it would make an impact on the FDC calcualtlon, and 
w h e t h e r  it is reasonable for ratemaklng. u 

b 



COMPANY: 
TITLB: 

DATE: 
AUDITOR: 

868 

ISSOES FOR A U D I T  RSFQRT 
SEPLB43m 28. 1993 
RKY 

summr OF WORK PBBFORMBD. OUTSPANDINC ITMS. 

8 
9 
I O  
It 

\3 
a 
14 

According t o  the above internal audit. 

Information in Ure InternaL A M ~ T  stat . .. 

. .  PSC staff Suhitted the following requests Z-i30.b.4 

what is the R e s e a r c h  Study for? What expenses were incurred i n  1992 by 
BSB employees for tNs research stutp? How w e r e  these expenses handled? 
w e r e  these allocated as part of the Bsg management fee? Is so. hov nuch 
in  1992 to each Butll 

capany says that only one employee participates i n  this study 
which involves a very small population of individuals who have a rare 
disease, and the expeme Is malntalned a t  the BSE sub level. 

SCOPE tIBiTrATIa 

Without access to the Financfal R e c o r d s  as stated above. we carmot 
deternine if i n  fact the experse is rnaimained a t  the BSE sub level.  

Z l  ACCOrding to the Irtternal A u d i t  Stated above. 
as+ 
a7 
3 0  
a1 
33, 
33 
39 3s 
3 b  

PSC staff suRitted the follWing tXqUeSt6 2-13O.C.5. 
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CCuPANr: BSE 
TITLE: M R Y  OF WORK PERFWMD, CUTSTANDING ITB(S. 

DATE: 
ISSUES FOR AUDIT R6FORT 

AUDITOR: 

Provide a list of all spolllses that were paid for in 1992 and tha amounts 
and reasom for travel. 
allocated as part of the BSE managesent fee? 2s so. hou nuch in 1992 to 
each sub7 

scopg LMITATloN 

The c o n w  stated that BSE tracks the cost of any spousal eKpanses for 
retention by BSE-Hw. BSE d e c b e d  to provide the requested list of 
expenses and objected on the same basis as above. 

Har w x e  these expenses handled? Were these 
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MMPANY: BSE 
mLS: 
PWIOD: Ty6 12/31/93 
DATE: JULY 22. 1993 

SUMMARY OF BSE ACCOONTING DI- 

AUDITOR: RKY 

APPLICATIC+l OF THE JCD TO BSE, INC AND SUBS. 
mWP hLS0 

A D 5  
2.02-- a l l  a f f i l i a t e s  of BSE are affected by the  JCO. 
1066 then lorn,  if BSE o m  ererol6e fnflW0M0 then affcoted bu JOO, 
2.03 Rules a l so  apply t o  transactions between nonreg a f f i l i a t e s  i f  the  
costs associated with these 
transferred,  i n  whole or i n  part , t o  the regulated txcrki6-r through 
transactions with noru-eg affiliates. 
as chalning. 

5.01 CHAINING TRANSACPIONS 

J W  rules w i l l  apply if transactions between non reg a f f i l i a t e s  are passed 
ultimately in to  regulation. 

"When a carrier obtains an asset or  service from a nonregulated a f f i l i a t e  
that has obtained the asset or  service from another norregulated 
a f f i l i a t e . "  

5.02 
because c o s u t h a t  are included i n  a chaining t ransact ion that are 
several  layers removed from the  ultimate d@6tiMtiOn can be d i f f i c u l t  
t o  ident i fy .  

6.01 -TION 

Following the  JCO is the  prlmary responsibi i ty  of the Chief Financial 
Officer of each BSE sub. 

Where BSE owns 

transactions are Subsedswntly 

Such transactions a re  referred t o  

Thsese are chaining t ransact ions defined as follows: 

BSE requlres t h a t  a l l  in terco transactions comply w i t h  the JCO 

7.01 COHPLUNCE COORDINATOR 

BSE Comptrollers has a JCO Compliance Coordinator avai lable  on its 
Flnanclal A C C O M t i n g  Matters staff t o  assist each BSE sub i n  resolving 
issues. 

84 



MARKET BASED PRICING OF SERVICES WDER THE JCO 

MIS DIRECTIVE IS To HAKE SURE ALL COMPANIES COMPLY W I T H  JCO AND 
PROVIDE ADDITIONAL GUIDANCE IN ESTABLISHING A MARKET RATE. 

2.01 This section defined prevailing market rate: and 2.02 lncludes 
may questions that are asked t o  determine if an adequate market rate 
exists. 

3.01 This sections explatnes how t o  es tab l i sh  an outside market 
and the documentation necessary t o  estabish an outside market. 

4.01 Discussed Third Party Sales -- m u s t  be t o  independent party 
unrelated t o  BSC. 

5.01 Dedicated Services -- MUst be investigated t o  insure that these 
services are provided t o  outside parties and are  similar enough t o  
constitute an adequate market. 

6.01 Contractual angments. Contracts may differ as a result of 
services provide 86" and therefore pricing differences. "In order t o  
establish an outside market, BSE companies m u s t  be ablve t o  show that 
contracts with a f f i l i a t e s  areprices according t o  similar contracts with 
outside parties". This may require producing evidence. 

7.01 Competitive Bidding. 
competitive bid prices. see AD 007 FOR DISCUSSION. 

FCC declined t o  amend the JCO for 

8 5  



COHPANY: 
TITLE: 
p3RIOD: 
DATE: 
AUDITOR: 

BS6 
S W Y  OF BSE ACCOUNTING D m I V E S  
TYB 12/31/93 
JULY 22, 1993 
RKY 

W NO. 51-3 0 
AD 008 - effective JAN 1991- FGVISED AUGUST 1991. 

ALSOSEWNO - 
1.01 AND 1.02 -- If no prevailing market price exists, the price 
charged to regulated is FDC. 

DETEFMINING FM: 

2.01 talks about cost apportionment based on cost-causative measures. 
2.02 and 2.03 discuss the Cost Pools. 

...................................................... - 

3.01 talks &ut the general allocator-- how unatrributable costs are 
apportioned to reg and nonreg. 

3.02 "The only costs subject to the allocation of unattributable costs 
should be true internally-generated costs." 

There is the General Allocator and the Marketing Allocator. 
section discusses both. 

4.01 Determining Appropriate Apportionment Factors 

"When costs cannot be directly assigned, they must be grouped into 
homogenous cost pools and apportined based on some apportionment 

This 

factor. 
the accurate allocation of costs." 

Selecting an appropriate apportionment base is important to 

FCC specifically says revenues cannot be used as an apportioment base. 

5.01 Variances from FDC 

The JCO states that if market rate is not available BSE subs (nonreg 
affiliates) must charge at fDc to regulated utilities. has 
decided that charging at less than FDC is ok if the nonreg affiliates 
has procuderes in Place to be ablve to prove that charges do not 
exceed FDC. "This includes apportioment of all costs a6 prescribed by 
the JCO with all supparting docmentation." If the nonaffiliate charges 
less than FDC, they must still have all supporting docmentation stated 
in the JCO. 

86 



coMpAwy: 
TITLE: 
PERIOD: 
DATE: 
AUDITOR: 

WP NO. 

BSE 
SUMMARY OF BSE ACCOUNTING D e  
TYE 12/31/93 
JULY 22, 1993 
RKY 

51-40 

~ l s o  the sub must obtain approval from the JCO Compliance Coordinator 
in BSE comptrollers. 

Nonreg affiliates cannot exceed FDC. 

7.01 Rate of Return Requirements. 

FCC authorized return effective 1/1/91 is 11.25% after Mx basis 
and 15.76% on pretax basis. 
authorized return, how to apportion net investment to get to billable retutn, how 
to acmulate total costs and determine billable taxes. 

10.01 The ROR must not exceed the authorized amount. 
be made and overearnings refunded. 

11.01 
costs or R&D exepnses. These issues are addressed on a case by case 
bab-is . 
AD 009 APPORTIOMfEN’I OF INDIRECTLY ATPRIBUTABLE COSTS UNDER THE JCO. 

S66 WP NO 

if so must refund. 

Tnis AD describes h o w  came up with 

True ups should 

talks about appropriate method of apportioning excess capacity 

........................................................................ 
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AD 0010 

ALSO S E  WP NO. 
1.01 To be sure the transactions with reg affiliates and chaining 
transactions follow the JCO and CAM, 
appropriate domentation toSupport the pricing methodology used". 
"This documejntation is subject to audit by BellSouth Internal Audit, 
exernal auditors, state commissions. FCC auditors, and other regulatory 
entities for JCO compliance. " 

Each sub must have 
1. Initial transaction approval (if after 9/1/90] 
2. General Documentation 
3. Specific Docmentation. 

JOINT COST ORDER -ATION REOUIREMWTS. ........................................................................ 

each BSE sub "must have 

the following documentation: 

The general documentation consists of three questionnaires, One for 
Market based Pricing( updated semiannually), FDC Pricing( updated 
semiannually), and a comprehensive Service Information Matrix (updated 
SUarterlY. 

Specific Documentation for affiliates using market based pricing are 
copies of invoices to the reg entities, copies of invoices to 
nonaffiliate, and recent copy of price lists, and listing of customers 
in which nonreg affiliate provides a similar service to ensure adequate 
outside market. This is not liuiited. 

specific Docmentation for affiliates using FDC is FDC system output 
supporting cost allocations, employee tine redts, support for all 
directly assigned or attributed costs, such as vouchers, support for 
comuptation of allowable return, and FDC studies, if available. 

Where subs bill a flat rate each month instead of FDC, subs must ensure 
not more than FDC. If more than FDC,. need to refund. 

4.01 Documentation submitted with bills. 

BST will be required to demonstrate compliance with FDC during rate 
proceedings. "!me audit trail requirements include chaining 
transactions, which would require BST Comptrollers to obtain, from 
nonregulat d affilaites, the detail of each transaction in the chain 
from theAregulat.4 affiliate dealing directly with BST and from any 
other nonreg affiliates involved in the progression of the transaction." 

AD 022 WCIIMGNTIITION iU3OUI-S FOR AFTILIATE TRANSACl'ION APPROVAL.. 

S6E WP NO. 
........................................................................ 

88  



I 

STATUSI Revised 

ORICRUtoR: Jennlfer H. Pox (404) 249-4553 
. .. 

BellSouth Enterprises Accounttnp D i r e c t i v e  005 1s revised effective 
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1 . .  

' .  Bellsouth Enterpriser, Inr. 
Financial Accounting Hat ters  
Accounting Directive 

AD 005 

Effectlvet Jan. 1991 
awlred; A U ~ .  1991 

1 '  

Introduction 

1.01 On February 6, 1987, the Ptderal CoaWniCatiOW Couisrion 
released the Report urd Order on Joint urd C o w n  Coats 

(JCO), CC Docket No. 86-111. In gcneK.1, the Jm. U mended by the 
Order on Reconsideration released October 16, 1987, Pc*SCribtr coat 
allocations standards that a repulatcd carrier must uae to reparate 
costs between regulated and nonrepulatd activities wb- its reaourcea 
are  jointly used to provide nonrepuletd products o r  rerrlcer. The JCO 
also prescribes certain affiliated tr8nsaction rrguire.cntr for the 
regulated carrier in dealing vith its  oonregulated afflllates. The 
affiliated trmsaction rules are contained in Section 32.27 of the FCC 
Part  32 rules. 

(PCC) 

- 

I 

2.01 The Section 32.27 rules apply to a11 trmractions which 
lnvolve the transfer of assets, products. or aervlces betveen 

regulated carriers and nonregulated affiliates. Affillates are defined 
as follovs: 

Business entities, regardless of legal for., tht 
directly o r  indirectly control, through one or .ore 
intermediaries, or are controlled by, or  are under 
common control with the accounting co~pany. 

2.02 Therefore, a11 affiliates of BellSouth Enterprisu (UE) are 
affected by the JCO, vhether these affilirtes take the form of 

corporations.partnershlps, o r  joint vature interests. Additlooally, 
affiliates in which BSE OMS less than 1002 are elso affected by these 
rules if BSB can uerciae control over o r  signfficurtly influence there 
ent i t ies. 

2.03 n e  rule~ also apply to transactions b e t w e e n  nonregulated 
affiliates if the costs associ8ted v i th  these tranaactiom are 

subsequently transferred, in *ole or in part, to the regulated u r r i e r  
through trmsactionr with nonrepuhtcd AffilhtU. Such truuaciions 
are referred to as chaining transactions (see 5.01 to 5.03). Because it 
is soactlies difficult to  determine if Costs could evmtually chain 
into regulation, effective 9/1/90 BellSouth Enterprises implemented a 
nev policy requiring that a l l  intercompany transactions comply v i th  the 
provisions of the JCO (BerSwth Policy hul, Section 6, Paragraph 
2). Accounting Dircctlve 022 provide guidance i n  iaplcwntlng this 
new policy. .. .- 

90 
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AD 00s 
Revised: Aw. 1991 
Effective: Jan. I991 

2.04  The PCC's u l t i u t e  goal i n  t h e  JCO 11 to  ensure th8t 
ratepayer. pay just and reasonable rates for telephone 

service.  The achieveaent of t h i s  goal requires  c u r d i n (  y a i n r t  
cross-subsidy of nonrep la t rd  ventures by r e c h t e d  services. 

pricing aierarehy: MU of products, Supplit., or S c n i C u  

3.01 

a f f i l i a t e s  to the regulated entities: 

The PCC set for th  the fol lowily pr ic ing  hierarchy vhen pricing 
productr, supplies,  or services from the nonregulated 

t The nonrcguhted a f f i l i a t e  must p r i c e  prodUCtl, 
suppl ies ,  or services  sold to  the regulated 
e n t i t i e s  using the prevai l ing u r k e t  rate, i f  one 
exists.  The prevailing market rate  i s  defined u 
the pr ice  charged t o  n o n a f f i l i a t e s  f o r  the same 
goods or services. 

z If no prevailing market rate exists,  the  price 
charged t o  the regulated a f f i l i a t e  must be 
based on the JCO f u l l y  d i s t r i b u t e d  costing 
standards. 

3.02 

serv ices  
be  used first i f  such a rate exists. 

3.03 

services:  

The regulated entities must use the same pr ic ing  hierarchy 8s 
stated in paragraph 3.01 vhen s e l l i n g  products, supplies, or  

t o  t h e  nonregulated a f f i l i a t e s  except t h a t  a tariff rate nut  

The fo l lov ing  Accounting Direct ives  provide d e t a i l  guidance on 
applying the JCO rules to t h e  s a l e s  of products, supplies, or  

No. 007, narket Based Pricing of Services Under the Joint Cost 
Order 

No. 008, Applic8tiOn of h 1 l Y  Distributed Casting Under the 

No. '009, Apportionment Of Ind i rec t ly  At t r i6u tab le  Casts Under 

Joint Cost Order 

the J o i n t  Cast Order 

: . .  

s 

. . . ._ 
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llellSouth Snterpriaes,  Inc. 
Financial Accounting I(.ttera 
Accounting Directive 

AD 005 
Revisedl Aug. 1991 
Effective1 Jan. 1991 

4.01 fhe Fa aet forth the following pr ic ing hierarchy vhen pr ic ing 
asset t ransfers  between regulated and nonregulated affi1iates: 

t r ln r fe ra  should be pr iced  a t  a t a r i f f  rate 
if auch a rate exists. 

Absent a t a r i f f  rate,  asaet t ranafera  should 
bc priced using e prevai l ing pr ice  list held out 
t o  the general public i n  the normal course of 
businesa if auch a pr ice  list ia ava i l ab le  m d  i f  
a c t u a l  aales  have been u d e  to th i rd  p a r t i e s .  The 
prevai l ing price list must be that  of the s e l l i n g  
a f f i l i a t e ,  not t b t  of competing vendors. The 
s e l l i n g  a f f i l i a t e  must be ab le  to prove that 
a c t u a l  bona fide t h i r d  par ty  s a l e s  were made 
basad on the price list. 

I f  no actual bona f ide  t h i r d  par ty  s a l e s  have 
been u d e  t o  substantiate a prevai l ing market 
rate, transfers of assets from the nonregulated 
a f f i l i a t e s  to the regulated a f f i l i a t e s  NSC be 
pr iced  at the U W B  of net  book value o r  
estiuted f a i r  z t  value. Eovever, u a e t  
t r a n s f e r s  from the regulated a f f i l i a t e s  t o  the 
nonregulated a f f i l i a t e s  m u s t  be pr iced at  the 

of net book value or e s t i u t e d  fair u r k e t  
v.luc. 

4.02 Accounting Directive No. 006, Jo in t  Cost Order  Requirements 
k s e t  Transfers, provides d e t a i l  guidance on applying the 

JCO ru les  to asset transfers bctveen the  regulated and nonregulated 
a f f i l i a t e s .  

Umining m c t i o a a  

5.01 Although the FCC d o u  not govern transactioru betvcen 
nonregulated a f f i l i a t e s ,  the JCO rules must be applied to 

these t r ans rc t iona  if costs passed &tween nonregulated a f f i l i a t e a  w i l l  
u l t imately e n t e r  regulation. Such t ransact ions are referred t o  as 
chaining transactions. Chainlns t ran tac t iopr  are d e f i n e d  u follows: 

f o r  

*&en a c a r r i e r  obtains an asset o r  s e r v i c e  f r m  a 
nonregulated a f f i l i a t e  that hrr obtained the asset 
or s e r v i c e  from another nonregulated a f f i l i a t e .  

92 



BellSouth Enterprirer, Inc.  
pinancial Accountin( Hatterr 
Accounting Directive 

A0 005 
Revised: A U ~ .  1991 
Effective: Jan. 1991 

5.02 costs thrt are included in a chaining transaction that .are 
several layerr removed from the ultiute dertinath (I..., 

billings t o  the regulated effillates) may be difficult to identify as 
JCO transaction. Therefore, hllsouth enterprises requlrer that a11 
intercompany trmrrctions comply with the JCO. 

5.03 All intercompany transactions must comply vith the JCO. 
This lncluder ensuring that billingr from a f f i h t e r  that are 

included i n  costa billed to the regulated entities Were determined in  
accordance vith the JCO rules. 

Impluen ta t 1- 

6.01 Each BSE subsidiary is responsible for ensuring all 
trmsac t Ions v i t h  affiliates are in  compliance 

with resides vith the Chief 
Financial Officer of each Company. I n  many cases, application and 
implementation of the rules require a great deal of judgment and 
interpretation. In order to develop a consirtent approach to  
implementation throughout BSE, Accounting Directives have been 
developed which address u n y  of the impleaentarion issuer vithin the 
BSE subsidlaries. These directives vece developed based on the Jca 
requirements as vel1 as the policies of BellSouth Corporation m d  
BellSouth Enterprises. 

JCa Compliance CoordiMtOr 

7.01 In order to ensure JCO compliance vithin the BSE subsidiaries, 
a JCO Compliance Coordinator is available on the Financial 

Accounting Hatters staff in BSE Comptrollers to assist each company in 
resolving all JCO issues. This includes assisting companies in 
identifying those transactions that fall within the jurisdiction of the 
JCO rules, Identifying and resolving JCO related issues, assisting in 
the interprctatlon of the N h S ,  assisting companies in  implementiq 
those rules, uintaining overall docurencatloo of BSB's compllance. and 
assisting in the coordination of  JCO audita u they relate to the BSZ 
subsidiaries. 

7.02 Ouestiona regarding JCO interpretation or implementation 
should bd directed to the JCO Compliance Coordlnator v i t b i n  

BSE Comptrollers. 

the JCO ruler. The primary responsibility 

. -  
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BellSouth Enterprlrer, InC. 
Pinanclal Accounting Matterr 
Accounting Dlrective 

AD 006 
Revised: Aug. 1991 
Effective: Jan. 1991 

ISSun: 

STATUS: 

Joint Cost Order Requirements for Asset Transfers 

OllICIllATOlt: Jennifer M. Fox (404) 249-4553 

QWIPACT: Dam CIrlson (404) 249-4238 

BellSouth Enterprises Accounting Directive 006 Is revised effective 
January 1, 1991. List of major changes: 

1. Section 4.06: Asset transfers between nonregulatcd affiliates m s t  

2. Section 6:03: Subsidiaries must obtain approval from 8ellSouth 

be done at net book value. 

Enterprises for asset transfers exceeding a net book value of 
s2s,o0o. 

B. R. Brcvcr 
Assistant Vice President 

b bmptroller 

Operations Hanag- 
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A D O 0 6  
Revired: AUK. 1991 
Effective: Jan. 1991 

. .  
BellSouth Sntrrprlaer, Inc. 
rlnurcial Accounting Matters 
Account ins Dlrac t i v e  

i '  

i 

Introductioo 

1.01 The Iedersl Conmunlcations Commission (NC) Joint Cost Order 
(JW) seta forth certain pricing requirements when artets are 

transferred between regulated carriers end their nonregulated 
affiliates. Si-mply rtated, there rules are as followrr 

k r e t  transferr murt be priced at a tariff rate 

Absent a tariff rate, asset transfers muat be 
priced uring a prevailing price list held out to  
the general public in the norul course of 
businers if such a price list is available and if 
actual d e s  have been made t o  third parties. 

if auch a rate exirtr. 

If no actual bona fide third party sales have 
been made to substantlate a prevailing u r k e t  
rate,  transfers of assets from the nonregulated 
affiliates ta the regulated affiliates Nit be 
priced a t  the a of net book value or 
estimated fair market value. Bowever, asret 
transferr from the regulated affiliates to the 
nonregulated affiliates must be priced at  the 
EIcBgp of net book value or e s t i u t d  fa i r  urket 

if a tariff or prevailing price ir  not 
available. 

1.02 This Accounting Directive provides guidance in implementing 
the above rules within a11 BellSouth Enterprises (BSE) 

subsidiaries. Attachrents 1 urd 2 show the hierarchy that must be 
followed when applying the u s e t  transfer rules. 

Defining Asseta 

2.01 A key factor in understanding the =ret transfer ruler is 
identifyin(: when an u s e c  h u  bem truferred. In rol t  wy., 

be M u r e t  transfer 
or an inventory transfer, depending upon the facta surrouading the 
case. If the transfer was deemed to be an lnvmtory transfer, the ruler 
for pricing productr, supplies, or  services must be folloved. Bowever, 
if the transfer v u  deemed to  be an asset transfer, the above asset 
transfer rules must be followed. The application of the Ltwt transfer 
rules may produce a different answer than if the inventory rules were 
applied. 

particular tramaction could be interpreted to 

. _ .  

ma 

Beusom COROORATION EXCEPI UNDER Y R I m  A m  
FOR USE OR DISCLOSURE OuTSIDe W 
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AD ' 006 
levlsedr  A\u. 1991 
Bffrctiver Jan. 1991 

2.02 ~n general, the  PI% v i11  look at om*rshIP of the asset to 
I f  an asset or  Inventor), i t e m  h.S been transferred. 

the a f f i l i a t e  is s i r p l y  performiw a purchasIn(: function on behalf 
the regulated a f f i l i a t e ,  a s e r v i c e  has been performed and the rulra  

[or pricing services would be appl ied .  Eouevec, I f  the a f f I l i r t r  
u i n t a l n e d  ovnership of the Item prior to trMSferrin( i t  to the 
regulated r n t l t y ,  t h t  F a  may dtem t h a t  M asset trMSfeC occurrd .  

asset for internal operat ing purposes as opposcd t o  rese l l .  

2.03 If the nonregulated affiliate h a s  M outsIde urkct  for the 
i t e m ,  the asset t ransfer  r u l e r  and the r u l e s  for prlciry goods 

and services  would produce the s u e  r e s u l t s .  Bovevec, I f  no prevailing 
market rate Is available, properly de f in lnp  the transaction type 
becomes Important because appl ica t ion  of the r u l e s  could produce 
d i f f e c e n t  results. 

Determining the Appropriate Asset Truufer Rule 

3.01 The asset t ransfer  r u l e s  u s t a t e d  in  paragraph 1.01 can k 
broken d o n  i n t o  a general  ru le  and residual  rules. The 

genera l  ru le  is t h a t  a regulated carrier m u s t  value transactions vl th  
a f f i l i a t e s  involving t ransfers  of assets Into or out of regulation a t  
t a r i f f  ra tes  or p r e v a i l i n g  prices vhenevcr possible .  This  requirement 
is Intended to  produce a result  comparable to  t h a t  vhich would occur In 
an arm's l eng th  transaction v i t h  nona f f f l i a t ed  th i rd  parties. TbIs 
requirement is consis tent  vi th  the FCC's goal  to  l i m i t  t h t  potent ia l  
fo r  cross-subsidization of nonregulatcd a f f i l i a t e s  by the ratepayer. 

3.02 Absent a t a r i f f  or prevail ing pr ice ,  carriers must value tbesc 
transactions by applying t h e  res idua l  rules. These rules 

requi re  regulattd and nonreguhted a f f i l i a t e s  t o  determine the ne t  book 
value and estimated f a i r  market value  (EPI(Y) of =se ts  sold to or 
purchased from each other. These values  .re coapared in order to 
determine the w u n t  the carrier vi11 record i n  its regulated boo& of 
accounts. Tbe value selected vi11 depend on vhether -sets are being 
t ransfcr red  into o r  out of regulation. Regulated carriers m u s t  record 
assets transferred t o  nonreguhted a f f i l i a tes  at the higher of net book 
value or EPHV. Bovever, regulated carriers must record assets receIvkd 
from nonregulated a f f i l i a t e s  at  the l o v e r  of n e t  poOk value o r  &FtiV. 

determine 

T h i s  would particularly he true I f  both aff i l ia tes  i n t e n d d  to US. the 

- 

3.03 The pa: explains I t s  reasons for  prescribing inconsistent 
r e s i d u a l  ru les .  The C o u i s s 5 O o ' s  goal is to  protect the 

ra tepayer  from the transfer of 
a s s e t s  out of regulation t o  nonregulated a f f i l i a t e s .  For assets 
t r ans fc r r ed  from nonregulatcd a f f i l i a t e s  into regulatiqn, the POC'r 
goal  is to protect ratepayers from rate  base i n f l a t i o n  due to assets 
being transferred a t  a r t l f l c l a l l y  high prices. 

fro. bearing losses which could r e s u l t  

. 
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BellSouth gnterprlses, Inca 
Pinancial Acc0untln.g Hatters 
Account Ins Directive 

A D O 0 6  
Revised: Aug. 1991 
Bffective: Jm. 1991 

&tabllrh.ent of Tranrfer ?ricer for Spcciflc kretm 

4.01 order to  comply with these requirenntr. BSh affiliates 
transfer asseta to the regulatd entities at the 

prevailing price for those assets. Bovever, the pravailiw price CLO ba 
used only if the nonregulated affiliate hu sales of similar type 
assets to the regulated entity NSC 
be the same as pricer charged to nonaffiliatcs for equlpment of sia1l.r 
type, y e ,  and condition. 

4.02 If prevailing price cannot be properly establlshed, the 
transfer price must be the lower of net book valua or UIIP. 

Net book value is defined as coat less accumulated depreclatloo, 
related deferred t u e s ,  and other reserves. 

4.03 In determining the EFMV, carriers and their - nonreguhted 
affiliates may use appraisals, competitive bids, market 

surveys or other appropriate valuation methods. Valuation methods 
determined through independent third party sources provide rtrorqer 
evldence of the EPMV. 

4.04 Applicatlon of these N h S  can result in different transfer 
prices for the same type asset- Por example, if a nonregulated 

affiliate transfers furniture and office equipment to carrier under 
the resldual rules and EFW is lover than net book value, the 
transactior, must be recorded at E m .  Conversely'. if the same trpc 
furnlturc and office equipment is transferred from a carrier to a 
nonregulated affiliate under the residual rule and BFMV is lover t h o  
net book value, the transaction must be recorded at  net book value. 

4.05 In general, the nonregulated affiliate must record on Its 
boob any write doms associated v i r h  the transfer of U S C ~ S  

under the Jolnt Cost Order when UFWJ is less than net book value. Ihlr 
accounting treatment ensures that the loss associated with the transfer 
does not enter regulation. 

4.06 

to third pctier. The sales price 

It is BellSouth policy t h t  all fixed asset transfers betveea 
nonregulated affilhter be done at net book value. 

1 

m a  
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BellSouth lnterpriseri Inca 
Financial Accountiry Hattecr 
Accounting Directive 

A0 006 
Revlard: A y .  1991 
effective8 Jan. 1991 

Other Cooaideratiool 

s.01 Certain rtudies, analyses or.eva1uationr vi11 be required to 
support the net book value and BFMl of assets transferred into 

or out of regulation. In UI arm's l w t h  environment, parties to the 
transaction develop the lnforutlon required to reach M inforaed 
decision on the rearonablenear of the price arked bY the reller md 
offered by the buyer. Cach party bears the coata of obtaining the 
required information. Accordingly, i f  tbe tranrfer i r  out of 
regulation, the carrier should bear the cost incurred to determine the 
minimum tranrfer value ( i .e . ,  the determination of the exiatence of a 
tariff rate,  prevailing price, o r  in  the absence of both, the net book 
value and 8FXV of the assets transferred). The nonceplated affiliate 
should bear the cost of reviewing the supporting inforution a d  MY 
additional rtudies o r  analyses it u y  perform to reach M inforaed 
decision. Conversely, if the transfer i r  into regulation, the 
nonrcgulated affiliate vi11 bear the cost of determlnlng the r u i m u m  
transfer value ( i . e . ,  the existence of a prevailing price, or i n  i t a  
absence, the net book value and BFMV of the asseta transferred). The 
carrier this inforution and the coat 
of any additional studies or  analysis it may require to evaluate the 
affillate's proposal. 

Documentation Requir-tr 

6.01 During rate proceedings, FCC and state regulatory commission 
compliance and attestation audits, and BellSouth telecouuni- 

cations, Inc. (est) vi11 be required to demonstra:e compliance with the 
rules f o r  affiliated transactions. 

vi11 bear the cost of revieviry 

98 

6.02 Documentation for asset transfers should include the 
following: 

1. Prevailing Pricer: Copies of price liatr 
together v i t h  the list of third party 
tcsnractions relied on t o  establlah the 
prevailing price. 

2. E W r  ,Documentation of the method used urd a 
copy of MY rtudies perfornd to ertabllrh E M  
(appraisals, market surveys, competitive bids. 
ctc.) 

3. Net Book Value: Docurentation to support the 
method of determination and the value at vhich 
the transactlon ir booked. 

.- 
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Account ing D i r e c t  ive 

AD 006 
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Bffective: Jan. 1091 

6.03 Effective 9/1/90, documentation fo r  a11 f1x.d asset transfers 
must be submitted to  

the BSE A s S i S t M t  Vice Preaident b Comptroller for approval prior to 
the transfer (aee Accounting DIrectivc 022). Although asset transfsrr 
bclav this threshold do not require BSB approval, documentation must k 
maintrincd by the parties to the transaction. Ouestionr regardint m y  
transfers should be referred to the JCO Compliance Coordinator of the 
Financial Accountily Mattera Group In BSE ComptrOllerS. 

vith a net book value exceeding 525,000 

99 
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ASSETS TRANSFERRED BY REGULATED CARRIERS TO 
NONREGULATED AFFILIATES 
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ASSnS TRANSFERRED TO REGULATED CARRIERS 
BY NONREGULATED AFFlLlAES 

- - .  

YES I"' e, 



. .  .: .. * 

ISSUB: Harket Based Priclng of Services Under the Jolnt Cost 
Order 

S A W S :  . Revised 

ORICmmR: Jennifer M. Fox (404) 249-4553 

CONKACT: Dam hrlson (404) 249-4238 

I 

BellSouth Enterprises Accounting Directive 007 is revised effective 
January 1, 1991 t o  require that a11 hteCC0Bpany transactions comply 
vith the Joint Cost Order and to provide additional guidance in 
establishing a market rate .  

Staff Manager 

B.  a. Brever 
bsistant Vice President 

b comptroller 

NO1 ?OR USE OR DISC- OVTSIDB TEE 
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Introduct loa 

1.01 The Federal Co-unitations Couirsion (FCC) Joint Cost Order 
(Ja)) sets forth c e r t a i n  requirements that  noareplated 

a f f i l i a t e s  must follov in  b i l l i n g  i t s  regulated a f f i l i a t e s .  
Nonregulated a f f i l i a t e r  must cha rm p r e v a i l i r y  market r a t e  for  
products, suppl ia r ,  or re rv ices  ( h e r e a f t e r  r e fe r r ed  to  u 'goodr or 
srrvlcasm) so ld  t o  i ts  regulated a f f i l i a t e s  i f  a prevai l ing market r a t e  
exlr ts .  Absent A prevailing u r k e t  rate, t h e  nonrcgulated a f f i l i e t a  
muat charge f u l l y  distributed costa  (FCC). The purpose of t h i s  
Accounting Directive is t o  provide .u idance  t o  the nonrcgulatcd 
affiliates in determining i f  m appropr i a t e  markat C a t C  exis t s .  
Application of the PDC rules are contained i n  Accounting Directive No. 
008. 

Prevailing Nuket  Rate Defined 

2.01 A f f i l i a t e s  should use the p reva i l i ng  market rate, if 
evai lab le ,  ia pricing goods and serv icer  provided to 

other BellSouth affiliates. The preva i l ing  u r k e t  rate i a  defined es 
t he  price charged to nonaff i l ia tes  fo r  s i n i l a r  goods or services. The 
s e l l i n g  e n t i t y  must currently provide the s u e  o r  s imilar  services t o  
th i rd  parties in order to e s t a b l i s h  a preva i l ing  market rate. It there 
is a competit ive market for t h r  services but the  a f f i l i a t e  is not 
act ively p a r t i c i p a t i n &  i n  that  market with t h i r d  p a r t i e s ,  the a f f i l i a t e  
has not es tab l i shed  a urket  rate. 

1.02 I n  some cases determining If an adsquare market rate e x i r t s  
r equ i r e s  a signif icant  mount of judgment  due to factors  

a f fec t ing  p r i c e s  as vel1 a t  the s t r u c t u r i n g  of particular sales.  
Questions which frequently arise include: 

Eov many sales to th i rd  parties c o n s t i t u t e  M 

adequate outside u r k e t ?  

. Vh.t conrti tutes A th i rd  par ty  s a l e ?  

Does a prevailing market fate u i r t  i f  dedicated 

t Eov are market rates e s t a b l i s h 4  for  services  

services are provided? 

provided under c o n t r a c t u 1  arrmgements? 

awarded under competitive bidding a C K u r p e m t r r t S l  
* Bow are market r a t e s  es tabl ished f o r  services 

Bow are market r a t e s  es tabl ished in v o l a t i l e  
i n d u s t r i e s  of constantly dunging pr iccr?  

.. 
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Kstablirhment of an outside brket  

3.01 I n  ordar to ertablish a market rate. the selling antity muat 
be able to provide evidence that Similar goodr or services are 

provided to independent third partier. The PCC dld not provide specific 
guidelines aa to hov significant third party trmractionr muat be 
before a prevaillng market rate is establirhed. It is BellSouth 
Corporatlon'a urket muat exirt a d  
that this determination must be made on a care by u s e  basir. In 
addition to comparing sales levelr to affiliates vecaus noruffllllates 
the tolloving qualitative criteria are useful i n  deterninlng i f  .n 
outside market exists: 

1. Do third parties have a need for tbis renicefproduct or i r  
the service/product provided to meet the unique needr of 
BellSouth's subsidiaries vithout regard t o -  the ncedr of 
third parties ( i . e . ,  is the provision of the rervice to 
third parties incidental?) 

the supporting documentation identify the third party 
market and contain a plan for urketing the service to 
third parties? 

3. Does the supporting documentation demonstrate the 
afflillate'r commitment to increase or deploy resources as 
required to meet the dersnd from nonaffiliated third 
part ics? 

3.02 If sales from nonaffillates exirt, BellSouth's decision as to 
vhether or not a market r a t e  exists vi11 be influenced 

greatest by affirmative responses to the qualitative criteria stated i n  
questlon form above. Generally, quantitative stmdardr ruch u the 
percent of revenues from sales to noruffillates to total raler from the 
product/service are useful u indicators aa to vhethec, or not 
qualitative criteria are being applied but standing alone do not prove 
or disapprove a urket rate. Such indicators only have relevance or 
meaning if they are considered in  light of the events m d  circuutrncea 
surrounding the particular transaction under revicv. Accordingly, 
sales of a product o r  service that produce revenue belov tbir benchmark 
trigger a re-evaluation of uiatence of a market rate. 

l b i r d  ?arty  Sales 

4.01 Only saler to outside third par t ies  qualify u nonaffiliate 
sales in establishing a market rate. Zherefore, saler to other 

nonregulated affiliates, joint venture partners, or company officers or 
employees do not qualify aa third wrty sales. The sale muat be to M 

porition that bona fide outside 

2. Does 

independent party unrelated to k11Soutb Corporation. . . -  
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Dedicated k r v i c u  

5.01 In aome caaes affiliates prcvlde dedicated S*rVicea to other 
BellSouth companicr In vhich staff and other reaourc*r are 

dedicated to the provirion of certain servicer. Although aimilar 
secvtcea may be provided to  outside partier on nondedicated barla, 
determining if ruch servicer constitute an outride merkat requirer 
special consideration. The fact that the renicer are dedicated u y  
Imply that an enhanced level of servlce is provided to the affiliete 
that is not provided t o  other customers. The nonreW1at.d Affilhte 
muit ensure that the services provided t o  outside p.rt1.r are similar 
enough to constitute an adequate market. 

Contractual Acrengutntr 

6.01 Some services are provided under long tern- contractual 
in which specific services are  -reed upon between 

the are lease arrangementr and 
maintenance contracts. The pricing of each contract depurds upon the 
combination of services offered, the length of the agreucnt,  and other 
specific terms. Therefore, each contract u y  differ rlightly in the 
services provided and as a result, the pricing u y  differ. In order to  
establish an outside u r k e t ,  BSE companies must be able t o  shov that 
contracts with affiliates are priced according t o  sinilar contracts 
vith outside parties. This u y  require producing evidence of hov 

-component parts are priced under contracts o r  producing evidence of how 
changes in terms (such as quantities and length of service) affect the 
price. If adequate cornprisons can be u d e ,  the nonrcgulated affillate 
has established a market rate. Eovever. If such compariaoru ace 
impossible t o  produce, a fully distrlbuted costing approach to pricing 
will be required. 

agreeaents 
two partier. Includtd in this category 

105 

Competitive Bidding 

7.01 Some BSE subaidiarics provide goods or services using the 
competitive bid process. The cstabliab~ent of a u r h t  price 

under such conditions becomes difficult in  that each bid Is a unique 
situation that ir  impacted by the specific needs of the customer. 
Several telecouuniutiona compuries have petitioned xbe ?CC requesting 
that the JCO permit regulatcd carrier t o  record servicu provided by 
an affiliate at the lowest competitively bid price regardless of 
vhether these s u e  services are provided t o  unaffillatd entities. 

7.02 The FCC declined to amend the JOO for colpetitive bid pricing. 
i t  reinforccd the N ~ C S  vhich requ1re.m affIlIate to 

prove I t  provides sidlar goods o r  serrices to nonaffillatca. If the 
nonregulated affiliate cannot adequately cstahlish a market price, the 
bid price must be based on cost u defined In  the JOO. It ia irrelevant . - 
if the nonregulated affiliate is avarded the bid based on lowest price. 

Rather, 

m a  
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i i  
The affiliate must be ab le  to prove that t he  p r i c e  vas established 
based on the  JCO s l f i l i a t e d  t rMSaCt iOn  rules. 

7.03 To establ lsh a market p r i c e ,  the nonregulated a f f i l i a t e  aust 
shov that simi1Ar COntrIcts  v i t h  similar p r i c i w  exist u i t h  

n o n a t f i l i a t c d  parties.  The noncegulated a f f i l i a t e  must be able to  ahov 
t h a t  such service8 Yere a c t u a l l y  provided t o  t h i r d  parties. The fact 
t h a t  the nonregulated d f i l i a t e  en tered  into t he  bid process v i th  third 
p a r t i e s  is not evidence tha t  market pr ice  exists. The nonregulated 
a f f i l i a t e  must have evidence tha t  s i m i l a r  bids vere actually awarded. 

1 . 0 4  Absent tbe a b i l i t y  t O  prove a u r k e t  r a t e ,  the nonregulatcd 
a f f i l i a t e  must use c o s t  based p r i c i n g  using the coat 

allocation procedures contained i n  the JCO. Accordingly, contracts 
warded  to nonregulated a f f i l i a t e s  as the loves t  p r i c e  bidder but  that 
are priced i n  excess of Cost would be in v i o l a t i o n  of the JU) I f  a 
preva i l lng  market rate did not e x i s t .  

- 

I 

changing Prices 

e.01 Sone BSE subs id i a r i e s  opera te  i n  v o l a t i l e  environments in 
vhich prices for goods and services are driven by external 

market conditions.  Therefore, p r i c e s  can change d a i l y  depending upon 
competit ive factors. Sales to  the  a f f i l i a t e s  must be priced according 
t o  the  p r i c e s  in e f fec t  for  t h i r d  p a r t i e s  at t h e  rime the sa le  I r  u d e .  
Subsequent changes do not n e c e s s i t a t e  that prior sales  be adjusted. 

Other I s s u e s  

9.01 Because services provided by the BSE subs id i a r i e s  are varied, 
t he  operating, f i nanc ia l ,  and u r k e t i n g  environments of each 

company are d i f fe ren t .  Therefore, a11 JCO issues cannot be definitively 
addressed i n  a policy paper. Rather,  the guidel ines  provided in  th i s  
Accounting Directive siaply Sene  as a b a s i s  t o  assist the BSE 
companies in determining i f  a market rate exists. Because the 
establ ishment  of a u r k e t  rate  requires a good understmding of the JU) 
rules and the  operating conditions of e a d  company, docuaentation of 
hov the  r u l e s  are  applied I n  each cas,e Is important. Documentation 
guide l ines  are addressed i n  Accounting Direct ive No. 010. In cares 
vhere  i t  is unclear if an adequate market rate exists, i t  Is importmt 
t h a t  the J c 6  Compliance Coordinator in BSE Comptrollers be inforaed of 
a11 C d C V M t  i s sues  In order to usist i n  the resolut ion.  

. . -  

I 
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Introduction 

1.01 The affiliated transactlon rules as contained in the Federal 
Couunicationa C w i s a l o n  (XC) Joint Coat Order (fa) 

prescribe certain ruler for pricing goods md services trmrfrrrd 
between regulated carriers and their nonregulated af f i l i a te s .  Simply 
stated, these rules are as follows: 

Nonregulated affiliates must price goods and 
services sold to the regulated entities using the 
prevailing u c k e t  rate,  lf one u i r t a .  

4 I f  no prevailing u r k e t  rate exista, the price 
charged 
on the JCO fully distributed costing standards 
(PDC).  

1 .02  This Accounting Directive provides guidance to those BellSouth 
Enterprises (BSE) subsidiaries that must use FDC i n  pricing 

i ts  goods or services. Use of market based pricing i s  addressed i n  
Accounting Dlrective No. 007. 

Determining h l l y  Distributed Cost 

2.01 The JCO costing standards require that costs be assigned 
between regulated and nonrewlated activities using the 

attributable cost method of cost apportionsent. Simply stated, i t  
requires apportionaeat based on cost-CaUSative'measures of use t o  the 
maximum extent possible. yhur valuing transactions under the FDC rules, 
these standards must be applied in the order listed below. 

1. Directly Asaim the costs of a11 resources 
w e d  exclusively (dedicated) for the provision 
of s e r r i c u  to the affiliate. 

to the regulated affiliate must be based- 

2. Directly Attribute joint rod c-n costa 
between scrvicu based on direct cost-causative 
H ~ S U K U  of use to  the r u i m u a   teat possible. 

3. Indirectly Attrlbute the remaining joint 
and couon costs between services based on 
their  linkage to costs dlrectly assigned or 
attributed t o  the maxiaum extent possible. 

4. Unattributable Couon Costs should be allocated 
based 00 the general allocator u described in- 
Section 3 of this Accounting Directive. 

FBIKW 885888 
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2.02 The apportionment hierarchy seeks t o  associate costs vlth 

their cause by establishing a hierarchy of a s a i ~ e n t ,  
attribution, and allocation princlples which form the basla of the coat 
apportionment process. The method reqttlres companies t o  directly aaaign 
costs to either regulated or nonregulated activities vhenever posaible. 
Common costs, vhlch are costa tht cannot be directly asaimed. are to  
be grouped Into homogeneous cost catqoriea or poola. Bomoientoua coat 
poolr are defined AS follovar 

Cost pools that are grouped to6ether that have the 
s u e  or aiailar relationship t o  cost objectives. 
The term also applies to  cost pools that, i f  
allocated separately, vould yield the s u e  or 
similar results as i f  allocated together. 

2.03 These cost pooh cur describe ury grouping of individual 
coats. msts are aggregated urd one base 1s selected for 

apportioning the group Instead of taking detailed costs in their most 
elemental form, one at a time. urd deciding hov they abould be 
apportioned. If a coat-causal measure of use exists, a cost u t e g o r y  is 
apportloned based on direct  analysis of the origins of the costa or 
based upon a coat-curative linkage to another cost category for which 
a direct analysis exists.  Costs that cannot be assigned or attributed 
based on any cost-causative measure are apportioned i n  proportion to 
the costs that CUI be directly assigned or attributed betvcur regulated 
urd nonregulated activities. 

Tbbe h e r d  Allocator 

3.01 Uruttributable costs arc apportioned t o  regulated and 
nonregulated services through use of the general allocator. 

the formula for the general allocator is as follovs: 

. Tot+ Nonregulated 
I Uruttributable - Unattributable 

Exp. Expenses EXPUUU 

% Remhted Tot a1 
Assigned-& Attributed Kxpenses I Uruttributable - Uni*ttributablc 
Total &signed L Attributed Kxp. Erpens6s Expenses 

.- 
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3.02 The only costs subjec t  t o  the a l loca t ion  of unattributable 
costs should be true intema11Y-generated costs. The coat of 

goods sold should be excluded fro. the numerator and the denominator of 
the general allocator because this is unique type o f  cos t  and r e l a t u  
t o  Items purchucd tor r e s a l e .  t o r  purposea of the JCO, Cost of gods 
so ld  should exclude overhead a1locationa. The general a l loca tor  l a  
based on a "rolling three-mnthm averam derived by uaing t h e  quarterly 
d a t a  ending t w  months before  the current  month. 

3.03 h y  new services vi11 use one-year project ions i n  estimating 
their  monthly costs order  t o  develop a typical  or 

representative three month averwe. This projected avet rge  vi11 be 
included i n  the general mllocatoC u n t i l  three months of actual data is 
avai lable .  

3.04 Because marketing Costs are l i k e l y  t o  be incurred for 
nonregulated ac t iv i t i e s  to  a disproport ionately h i& degree, 

t h e  FCC believes these costs are uniquely different from o t h e r  costs. 
Therefore, marketing costs must be segregated Md apportioned 
separately.  The FCC has def ined the following a c t i v i t i e s  as u r k e t i n g  
cos ts :  

Product Hanagemurc 
Sales 
Product Advertising 

* Custoaer Services 
Corporate Iugc  Adver t i s iw  
Publlc Rela t ions  

3.05 men apportioning u r k e t i w  costs ,  a s e p a r a t e  uckc t ing  
general d l o c a t o r  m u s f  be used to apportion unat t r ibutable  

marketing costs. 

D t t e m i n i r q  Appropriate ApportioMaIK ?actom 

4.01 men costs cannot be d i r e c t l y  usigned, they must be groupd 
lnto  homogenous cost pools and apportioned b e d  on a m  

a p p o r t i o ~ e n t  factor. S e l e c t i n g  M appropriate a p p o r t i o n w t  b u e  is 
important t o  the accurate a l l o u t i o n  et Colts. Factors vtilch ref lect  
cost causal  relationships should be U s e d  to t h  maximum extent 
possible.  Factors that measure or r e f l e c t  an . ab l l i ty - to  bear. 
r e l a t ionsh ip  the w u n t  of rcsourcea 
u s e d  by an activity.  SInce they do not represent e causal  rclatlonship.  
they may not be used to apportion costs. I n  particuer,  the  ICC 
specifically ident i f ies  revenues as an apportionment base char 
be used i n  any situation. 

are a r b i t r a r y  rrrd do not measure 

109 
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4.02 Accounting Directive No. 009 provides guidance i n  developing 
appropriate apport loment f ac tors for indirec t ly at  t ribu table 

Colts. 

Variances from h l l y  Dirtributcd W t s  

5.01 I n  some cases, BSC subsidiaries vhich h v e  00 market rate u y  
vish ' t o  charge less tbur FDC t o  the regulated entities for l 

particular product or service. The JCO states that if a market rate is 
not available, nonregulated affiliates must charge IM: for goods or 
services sold t o  the regulated ent i t ies -  BellSouth has determind t&t 
charging less than FDC iS acceptable Certain C U e S .  aovever, the 
nonregulated affiliate must have procedures in  place to be able to 
prove PDC. This Inchdes apportionment 
of a11 costs as prescribed by the JCO vith ell supporting 
documentation. Charging less than PDC does not preclude a nonregulated 
affiliate from folloving all the requirements of apportioning coats. 
Any BSB subsidiary that vishes t o  charge less than ?DC to  my affiliate 
must Compliance Coordinator in Me 
Comptrollers. 

5.02 In addition, FDC IS opposed t o  incrementa1 costing must k 
used. Each time a nev customer o r  user is added, all costs 

must be apportioned t o  a11 customers. Therefore, new customers vi11 k 
charged their share of fully distributed costs as Opposed to only the 
incremental costs of adding the customer. 

5.03 Nonregulated affiliates cannot uceed FDC in billings to the 
regulated affiliates. even if such costs would still be less 

than the cos t s  of the regulated entity to perform the service 
internally. The cost apportionment standards focus on the costs of the 
affiliate actually providing the service, i r r e s p e c t i v e  of the costs of 
other entities, internally or externally. this method ensures that the 
carriers share in the economies of scale and scope associated vith 
affiliation. 

that the charges do not exceed 

first obtain approval from the JCO 
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Time Reporting 

6.01 The FCC places special emphasis.oa reliable md ICCUCate tima 
because a s i ~ i f i c m t  amount of direct and indirect 

costs are  apportioned between regulated and nonregulated actiVitie8 
based on the apportionment of wages. Therefore, maintaining aupportiw 
documentation for reported time m d  a clear audit trail are ersmtial 
to  compliance uith the ?='a JCO rules. 

6.02 The FCC did not prescribe specific time report iq  procedures. 
Therefore, positive o r  exception time reporting I8 acceptable. 

The method selected should be one t h t  vi11 moat accurately accuutlate 
and apportion time. The methods available are u follows: 

reportin# 

Positive time reporting is used by employees vho 
perform u n y  different m d  distinct task o r  
functions on a frequent basis. It requires that 
employees report their time in no more than one 
hour Increments on a daily hasir. 

Exception time reportins is used by employees vho 
perform spccitic t-ks o r  functions yet. have 
occasion to perform functions outside of .their 
normal responsibllity. This method h also used by 
those employees who u y  have a requirement to 
exception report in line with their norul 
activities. This requires that such employees 
report exceptions on a daily basis in increments of 
no more t b  one hour. 

6.03 It is Important to note that those cmployccr time reporting 

6.04 Survey1 or studies u y  also be used when employees perform 
multiple. repetitive m d  miscellmcous functiona involving 

increments of time impractld to tiw report. time is therefore 
sampled o r  studied to determine the relative m u n t  of time spent on 
specific aCtiTitiU. I€ this method i s  used, SUNcy period. should be 
designed in a way tht represents the on-goiw businerr procur. 
SurveyC should be used only in those situatlona where i t  ir impractical 
for the employeu to track and report the .  If the ti.+ CM reasonably 
be tracked, positive or exception time reporting should be implemented. 

must report t i m e  in increments of w e  hour or less. 

.- 
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6.05 Employees must be adequately trained in the importance of 
accurate time reporting. Tuo hurls of trainiry should br 

Implemented to  educate employees on the methodr for time reporting. 
Avareness Training should focus on the relationship of direct time 
reporting to  the cost apportionment procesr. All employeer rhould 
underatand the rignificmee md consequences of inaccurate tine 
reporting. Implewntation training should foeua on the actual direct 
time reporting procedures relevant to m employee's rpecific function. 

6.06 In order to comply With the JCO, the folloving documentrtion 
should be retained one year after the close of the fiscal year 

to which the records relate: 

1. All underlying supporting docwentation not 
included in the employee's time report required 
to  test the reasonableness, reliability, and 
accuracy of tbe reported tiw. this includes 
reports of daily activities such u actvice 
orders, supervisors logs, calendars, etc., used 
as input t o  prepare time reports. 

2. A11 marketing and sales personnel m u s t  retain 
contemporaneous records of daily activities. 
This includes records such u telephone logr, 
appointment logs, and notes on the resulta of 
sales calls. They should include date and 
subject utter of sales contact, perron o r  
persons contacted, md the W v n t  o f  time spent 
with the customer o r  potential customer. 

3. All underlying data supportiry jud-ents used in 
identlfylng and apportioning nonproductive ti= 
u well as a description of the basit for 
apportioning nonproductive time. 

4. All underlying data supporting each departments 
implcwtation and ongoing uintuunce of the 
training requiresents for time reportiw. 

6.01 

compliance 
time. 

Time reporting procedures rhould be revicved at hart annually 
to determine that procedures are still adequate to ensure JCO 

and to ensure tht a11 emplOYeeS are properly reporting a11 

. .- 
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Ute of Return 

7.01 The FCC har determined that return (or cost of capital) ir UI 
appropriate component of the coat of providing re rv icer  to  the 

regulated entitlea. The appropriate rate o f  return 1s the 1CC 
authorized lnterrtate rate. this return Is derigned to  recover both 
debt and quity coata and v u  determined bared on M optimum debt to 
equity ratio. 

7.02 The Pa: authorized rate changer periodically. 8SC 
will inform those subsidiaries wiry PDC pricing 

principles what the appropriate rate la. Effective 1/1/91 the 
authorized rate ir 11.25X on M after tax h a i r  md l5.76X on a prc-tu 
basis. 

7.03 The PCC authorized after tu rate of return of 11.25X was 

Comptrollerr 

determined ar follovr: 

Veighted Debt Cost 
Veigbted Equity Cost 
Total After T u  Return 

3.89X 
7.36X m 

7.04 The above structure assumes e debtlequity ratio of 44.2X/SS.Bf 
and a debt cost of 8.82 and an equity cost of 

13.19L. The veighted equity cost vas grossed up to include the effect 
of tu expense as follow: 

Equity Cost b (1 - Statutory T u  Rate) - Pre-Tu Return on Weighted 
Equity 

7.05 The tax rate used to compute the gross up ir the statutory tu 
rate o f  MI. Tb8 t u  rate of each subsidiary rhould not be 

used. Therefore, Pre-Tu Return on Equity v u  u follow: 

7.36X t .62 - 11.87X 

7.06 Therefore, the weighted P r e - T u  Return Is 15.76X dcterrined as 
follovsr 

P r e - T u  Ieturn OD Debt 3.89~4 

Total ?re-Tu Return -imT Pre-Tu Return on Equity 11.872 

4 Note that the Prc-Tu Return on Debt - the After Tax  Return 
on Debt due to interest expense offsettinK.. the related . - 
revenue, thereby precluding a gross up of the Return on 
Debt. 

ma 
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Apportloninl the kt Inrestunt 

8.01 The pre-tax rate of return should be applied t o  the allocated 
net investment to determine the dollar amount of the billable 

return. The net investment must be apportioned to re(u1ated and 
nonregulated coaponentr using ?DC principles. Components of the net 
invrstment include: 

Net Hxed Assets 
Inventories 
Deferred Charges 
Other Noncurrent Assets 
Working Capital (current assets. ~ rvcntories)-(current 

liabili ties) 
Net Capitalized k a s c s  
Net Leasehold Improvements 

* Property, plMt and equipment net of accumulated 
depceciettorr, dtferrcd taxes and deferred credits. 
Investment tu credit should not be deducted. 

8.02 Factors should be determined in order to apportion the above 
investment categories to regulated m d  nonregulated activit ies  

based on cost causing factors. For instance!, .percent usage of capital 
assets may be AII appropriate factor for the apportionment of net fixed 
assets. The relationship of Accounts Receivable, Prepalds, Accounts 
Payebh, and Other Accrued Liabilities vi11 affect the mount of 
Vorkinc Cap1 tal apportioned to tbe regulated m d  nonreplated entities. 
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8.03 After tbe capital assets have been apportioned, the 
appropriate return should be applied to the average net 

Investment. The average net investment is determined as follovsi 

Net Invertment at Beginning of Period 

Total 
6 1  
Average Net Investment for the Period 

+ Net Snvestment at  Snd of Period 

..................................... 
8.04 The billable return is computed as follovsr 

Average Net Investment for the Period 
x FCC Authorized Pre-Tu Rate of Return 

Billable tcturn ..................................... 
Accwlatifq Total & S t 8  

9.01 After the apportionrent process i s  coaplete, all costs must be 
accumulated to determine the final bill amount. Costs should 

be summarized as follows for each regulated affiliate that Ia billed: 

Apportioned Costs (Direct, Indirect, and Unattributable) 

Total Billed Costs 

+ Return (After T u  Basis) 
t Taxes 

............................... 
9.02 The btllable taxes are determined by taking the difference 

betveen the return on a pre-tu basis and the return on M 
after-tax basis. 

T N ~  Guidelines 

10.01 The rate of return (ROW on transactions vith regulated 
affiliates must not exceed 11.252 during the calendar 

year. If the affiliate's aggregate return from PDC transactions vith 
regulated affiliates deviates €COD the 11.252 target, appropriate 
adjustments must be made to retarget earnings to 11.252. true-ups for 
estiuted overearnings should be booked in the current year. Final 
adjustments should bc made as soon as final actual results are knovn. 

mcE 
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t '  
Other fssuu 

11.01 In apportioning costs under the FDC principles, issuer arise 
regarding the appropriate method Of apportioning items such AS 

excess caprcl ty costs or research and development expenditures. these 
issues must be addressed on A care by case bar18 in order to determine 
the most accurate apportionment method in each circumstance. It Is 
important that these lssues be identified vhen they arise and that the 
JCO Compliance Coordinator is contacted for assistance in deteraining 
final resolution. 

S S e E Y  

12.01 BSE subsidiaries vhich do business with affiliates md do not 
have A market rate for their services must use the cost 

apportionment standards prescribed by the PCC. Systems and grocedures 
must be in place to allow for ACCUrAtC apportionment of costs, 
including the selection of appropriate apportionment factors. me 
effects of the JCO should always be considered prior to offering A new 
product or service to affiliates and procedures must be in place prior 
to the implementation of new services. 

12.02 Ouestions regarding application of the JCO should be directed 
the JCO Compliance Coordinator of the Financial Accounting 

Hatters staf€ in BSE Comptrollers. 
to 
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i . 

Introduction 

1.01 Under the fully distributed costing (PDC) principlea o€ the 
Joint Cost Order (JCO), costs which cannot be directly 

assipnrd or  ancibuted must be apportioned t o  activitiea through 
indirect attribution or  the general allocator (see Accoutily Directive 
NO. 008 for a description of the required costing hierarchy). Thia 
Accounting Directive provides midance In  selecting the apportloruent 
bases for indirectly attributable costs. Unattributabla coata are 
allocated t o  products and servicea based on the general ellocator u 
discussed in Accounting Directive No. 008. 

Indirectly Attributable Costs Defined - 
2.01 Costs that are indirectly attributable t o  a product are those 

vith two or more 
of the products o r  services. Although these types of costs u n  bc 
linked with specific products, the exact amount of the coats associated 
with each product is not hovn,  so a surrogate basis for allocation 
must be used to apportion the costs to the products or services that 
cause their incurrence. Of course, the costs must fluctuate with the 
surrogate urd there must be a method to directly aeaaure thia 
relationship. The fact that a Surrogate must be used to get the coat to 
the product level is what distinguishes m indirectly attributable cost 
from a direct cost. An example of indirectly attributable coars are 
certain types of benefit costs such as pensions or  insurance. 

for which there is a cost-causative linluge 

Apportionment of Indirectly Attributable Costs 

3.01 Indirectly attributable costs should bc apportioned to 
products and services based on their 1ink.p~ t o  coata which 

have been directly assigned or attrlbuted. Therefore, M allocation 
base must be selected urd an allocation formula and allocation rate 
developed. For instrnce. if  pensions are deterdned to fluctuate in 
relation t o  salary dollara, aalary dollara vould be the appropriate 
apportionment bue. The formula, allocation rate, rrd allocation of 
indirectly attrikrtable coats would be as follows: 

Total Pensions - Allocation Fate 
Total Salaries 
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3.02 In developlry the allocation rate, the numerator represats 
the total indirectly attributable costs that will k 

allocated, and the denominator represents the totel amount (labor 
dollars, labor hours, number of erployees. etc) of the allocation b o  
that will be used. This rate forms a relationship between what is kily 
billed out as direct cost and the Indirectly attributabla coats to k 
allocated. Consequently, with each direct dollar billed, a certain 
amount of indirect costs are attached to it. B d o w  is a more detailed 
dircussion of each step in this allocation process. 

3.03 The process of cost alloution be broken down into three 
basic steps: 

1. Choosing the cost objective (cost pool, product, 

2. Choosing and accumulating the costs that relate 

ete.) 

to the cost objective. - 

3. Choosing an allocation base which will link 1 
with 2. 

Choosing the Cost Objective 

4.01 Costs are apportioned to cost objectives in a hierarchial 
manner. A cost objective 1s defined as "a function, 

organizational subdivision, or  other work unit for which cost data are 
desired." Costs are accumulated in the accounting records in  general 
ledger accounts. Tbesc costs NSt ultiuteli be apportioned to produets 
and services and then t o  nonceplated or regulated customers (the 
ultimate cost objective). Therefore, depending on the type cost, the 
apportionment of a cost could flow according to the following p t h  
until i t  reaches tbe final cost objective: 

General Ledger Account 
I 
I 
I 

Cost Pools 

Products or Scrvicu 

'Cur tomers 

4.02 Before costs are accumulated, i t  is important to properly 
identify the cost objective in ucb phase of the apportionseat 

process. 

m a  
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Cost b o l a  I '  
. 5.01 After a l l  costs to be apportioned have been a c c w l a t d ,  tbe 

cos ts  must be grouped I n t o  homogeneous cost pools. Coats ~ l l l  
be pooled i n  e nu8b.r of d i f f e r e n t  vayr. They CUI be poold by 
departments, by nature1 ca tegor ies  (1.e. , people related. 
materials-related,  property-related, etc.) or they un be pooled 
behavior pat terns  ( I . * . ,  variable o r  fixed). Subsequent a l l o u t l o w  are 
then u d e  of the cost pools r a t h e r  than t h e  lndir idual  costs v h i d  
comprise the pool. Instead of taking d e t a i l e d  costs i n  their wst 
c lemtnta l  form, and ind iv idua l ly  deciding hov they should be a l l o u t d ,  
they arc aggregated and one b u e  is Selected f o r  a l loca t i ry  the group. 

5.02 A cos t  pool is c o n s i d e r 4  homogeneous i f  each signifiernt 
a c t i v i t y  vhose costs a r e  Included h8s the sme o r  a a1mii.r 

causal  relatlonshIp to  the cos t  ob jec t ives  8s the other a c t L v i t i u  
vhose c o s t s  a r e  included In the cost pool <i.e., employer conxributiou 
to  s o c i a l  secur i ty ,  insurance, Savings 8nd hea l th  plans, etc. can be 
grouped together because they a l l  have the s u e  causal relationship to  
the f i n a l  cost  objective - the product or se rv ice .  XIIntenmce expense. 
hovever, A cost pool is also 
considered homogeneous I f  the a l loca t ion  of t h e  cost pool is not 
mater ia l ly  different  from the a l loca t ion  t h a t  vould resul t  i f  the coat 
of i f  labor hours and 
machine hours are used i n  proportionate AmOUntS to produce e product, 
cost  pools f o r  costs that ace u c h i n e  or ien ted  can be combined v i tb  
cos t  pools tha t  are labor or iented s i n c e  a l l o u t i n g  there costa 
separa te ly  v i 1 1  yield the same r e s u l t s  u a l l o c a t i n g  them togetber). 

vould not be ho8ogeneous to t h i s  group). 

t h e  a c t i v i t i e s  vere allocated separa te ly  (e.g., 

6.01 Once the indirect c o s t s  have been grouped into ho8ogenew 
pools, the f i n a l  s t e p  1s t o  a l l o c r t e  these cost pools t o  

the productfservlce.  This necessitates c h o o s i ~  ur a l l o u t l o n  b r a .  Th 
a l l o c a t i o n  base is important beuuse i t  is the key meam for  1 1 ~ 4  
t o t a l  i n d i r e c t l y  attr ibutable c o s t s  or  cost  pooh v i t b  cost objectives. 

6.02 The required cr i ter ion for choosing M a l l o u t i o n  b u e  is a 
cause-md-effect rclatiousbip.  I n  o tbe r  vords. the existeoce 

of the c o s t  objective should k the dominant factor I n  uusiry tbe 
incurrence of the costs I n  question. mere are tvo decisions t h t  must 
be u d e  v l t h  respect to  choosing M a l loca t ion  base. The f i r s t  one Is 
the type and number of bases t o  use l ad  the second one Is the ac t iv i ty  
l e v e l  of those bases. 

cost 

. -  
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6.03 Vlth respect to  the types of allocation beses, aome of the 
more couon allocatlon baser that are ured are labor hourr, 

labor dollarr, ucbine hourr, dIrect materiel usage, veight or  r lxe .  In 
determining vhIch type of base to use, It 1s lmportmt to cemembec that 
the coat pool md the allocation base muat be related to  each other, 
and both must be ldentlfied vitb the product or service belng coated. 
For exaaple, i f  costs are aCCUNhttd for a repalr rervice m d  the goal 
is to allocate frlnge benefit costa, aaterlals used vould not be an 
appropriate allacation base since materials have no relationrhlp to 
fringe benefits, nor are uter ia lr  necessarily identified vi tb  
providlng repair servicer. 

6.04 Another example of a bare that l a  not Identified vith the 
product being coated is the use of an allocation h a  

consisting only of direct dollars relat ing t o  rervlces that are 
performed only for affilhter in an attempt to allocate costa to all of 
the products and serv i tes  provided. Additionally, I t  Is importent to  
choose a base that vi11 fluctuate vith the Indirect coits king 
allocated. of eaployees or  payroll 
dollars depends on vhether the amount that is being allocated vi11 more 
likely fluctuate because I t  Is people-oriented ( i . e . ,  h u u n  resources 
costs  ) or  because i t  1s psyroll-oriented ( l . e . ,  frinpe benefit costa). 

For example, vhetber to  use number 

6.05 The more pools md allocation bases used, the more accurately 
the product vi11 bc C05ted. The fever used, the less 

accurately the product will be costed. The number of bases should be 
chosen after considering: 

1. factors associated vith the indlvldual products 
or jobs, 

2. necessary costs and effort in application, and 

3. material dlfferencer in final results. 

6.06 vhere resultr do not differ slgnifiuntly, the easiest method 
available and the l u s t  number of pools and alloution buu 

should be used. 
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6.07 A c t i v i t y  l e v e l  o f  the a l l o c a t i o n  base must also be addressed. 
The a c t i v i t y  l e v e l  o f  the a l l o c a t i o n  base re la tes  t o  the time 

period over vh ich  i nd i rec t  costs should be a l loca ted  t o  producta. Cast 
accountant# c o u o n l y  recognlxe tvo l e v e l s  o f  capaci ty u t i l i x a t i o n  - the 
n o r u l  a c t i v i t y  versus the annual a c t i v i t y .  

6.08 The n o r u l  a c t i v i t y  approach recognizes the f a c t  that  aome 
t o  produce items t b t  

v i 1 1  benef i t  the e n t i t y  fo r  u n y  years (e.g., se l f  constructed asaets 
or research and development expenditures). The n o r u l  a c t i v i t y  approach 
takes be spread over the periods 
benef i ted (e.g., if s e l f  constructed asseta have a use fu l  l i f e  of f i v e  
yeara, the costs r e l a t e d  t o  these assets  should be b i l l e d  over f i v e  
years ra ther  than in  the current year). This approach has the  e f f e c t  of 
averaging costs over a period o f  time and apply ing t h i s  average t o  the 
product lservice i n  each given year. With this approach, i n  aome years 
the b i l l i n g s  f o r  these costs vi11 exceed the  actual  costs incurred. I n  
other  years the actual  costs incur red  V I 1 1  exceed the bil led-amounts. 
Bovever, over time the costs i ncu r red  v i 1 1  equal the t o t a l  A ~ O U C S  
hilled. 

costs ere incurred i n  the c u r r e n t  year  

the p o s i t i o n  that these costs  should 

6.09 The annual ~ c t i v i t y  approach to cost a l l o c a t i o n  t&es the 
p o s i t i o n  that each year 's costs should stand on i t s  own. 

Therefore. each year's costs should be a l l o c a t e d  and b i l l e d  i n  the year 
incurred. This a t t i t ude  arises  from the videspread conv ic t ion  tha t  the 
year Is the key time period m d  adherence t o  the idea tha t  costs  f o r  a 
g i ven  year genera l ly  must c l i n g  or at tach to  the services provided or 
products produced during that year regard less of the re la t i onsh ip  o f  
t ha t  year's a c t i v i t y  t o  average l o n g  term a c t i v i t y .  With t h i s  approach 
t h e  u o u n t  o f  costs b i l l e d  v i 1 1  f l u c t u a t e  from year t o  year i f  costs 
Eluctuate from year t o  year. Bovever, in each year the costs  b i l l e d  
vi11 equal the costs  incurred. 
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i 
Accountiw Req uir-ts 

7.01 Vbrn devalopiry methods of a1locatlry indirectly attributable 
coats, certain rules must bt adhered to so that’ consistency 

can be achieved betveen costs that are allocated and the allocation 
basts used. Belov are a lIst of things that must be considered: 

1. The s u .  cost accounting period must b. used for 
accumulatiw the costs u f o r  establishing itr 
allocation base. 

2. Vhen developing allocation rates f o r  Indirectly 
attributable costs it should be noted that If a 
cost that 1s typically M indirect cost has been 
directly billed, i t  should be excludtd from the 
numerator. Additionally, this amount must be 
added to the denominator, i f  applicable. The 
treatment for billing purposes determines 
whether a particular cost goes in the numerator 
(cost to be allocated) or the denomirutor 
(allocation base), not the account that contains 
the wunt. 

3. Cost pools should be aggregated t o  the muimw 
extent possible providing the aggregation 
results i n  no material distortions in costing 
the product or  service. If the logical bases €or  
tvo different cost pools are different but 
interchanging the bates vi11 yield the s u e  or 
similar results, the cost pools should be 
combined m d  allocated using the s u e  bue. 

4. The activity level required 1s the norul 
approach. Since this approach is wed, methods 
m u s t  be established in the rate appllution 
system to recover costs that benefit future 
periods. 

. _ -  

6 FBIHW “ 3 4  
123 



BellSouth Enterprises, Inc. 
Ilnancial Accounting Hatters 
Accounting Directive 

AD 009 
Issuance: July 1989 

5, Whenever direct costs are used in establiahlng 
allocation baser for a period, the following 
rules must be adhered to: 

A. Consirtency la importmt in making 
adjustments to both direct and indirect 
costs for purpores of determining total 
costs. 

8 .  - e appropriate practices for defarrals, 
accruals, and other adjustments must be 
used in identlfying the cost accounting 
periods uong which m y  types of 
AdjUStmentS to expense ace distributed. 

6. Indirectly attributable costs based on estimates 
u y  be used in developing allocation rates. - 
Bowever, the estimates must be developed to 
represent A full cost accounting period. 

7. The allocation rates developed should be 
revieved at A minimum, annually. Additionally, 
if any change should occur in the interim that 
would cause A significant change in the 
allocation rate in use, a more representatiwe 
rate should be developed and implemented at the' 
time the change occurs. 

7.02 Ouestlons regarding the allocation of indirectly attributable 
as required under the JCO should be referred to the JCO 

Compliance Coordinator in BSE Comptrollers. 
costs 

. 
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ISSUfl  Joint Cost Otdrr  Docunentation Requirementr 

S A W S 1  ntrired 

O R I C W ~ i  Blair 5. h r r o t t  (404) 2 4 9 4 0 4 2  

COHTICTi A l  Smith (404) 249-4238 

BellSouth Entecpriaer Accounting Dirtctiv'c 010 1s reviaed e f f ec t ive  
July 1, 1992. Llrt of u j o t  chnnger: 

1. Section 21 General docusentation is defined to include - 
Queationruirea and a Comprehtnsive Service Information Matrix. 

2. Section 31 PDC studies be submitted semiannually. Informtion 
regarding refunds and coat of sen ices  provided free of d u r g e  muat 
be a u h i t t e d  annoally. 

3. Section S i  Octention period is f i v e  years. 

4. Appendicu added, 

b0PEM)lX 11 S u m u r y  of Documentation Requiruenta 

APPENDIX II: b r b t  ~ a s e d  P r i c i q  Questionnaire 

APPENDlX RI: PDC Questionnaire 

APPENDIX lV1 Comprehensive Service Inforration Matrir 

RBC0-x 

Staff nrnyer  

C Comptroller 
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1.01 In order to  ensure  t h a t  transactions vi& regulated a f f i l i i t u  
u vel1 u a l l  chaining t r m t a C t i O W  (see AD 00s) aro  priced 

i n  accordance vi th  the provi r iona  of the Joint Colt Order (JCO) a d  the 
BcllSoath Coat AllOuCiOn H m u d  (see AD 011). ea& B S  subsidiar j .  muat 
have appropriate doeuseatation to rupport  the pricing methodology urd.  

docu8entation ia s u b j e c t  to audit by BellSouth I n t e n u l  Audit, 
external a d i t o r a ,  atate comdsslo~. Pcc a u d i t o t t ,  and other  
regulatory entities for Jcd complimce. 

1.02 h c h  1)s subs id ia ry  doing bus iness  v i t h  a f f i l i a t u  musf 
mainrain the folloving doctuentat lon:  (1) I n i t i a l  Trursaetion 

Approval ( i f  consummated after 9/um)t (2) Gcneml Documentation; .nd 
(3) Specific Doccueatation. Accounting Directive 022, .Affiliate 
Transaction Approval'. addresses  documentation vbich must be s u h i t t e d  
for  th initial appSOTd of nev trans*ction types. After A transaction 
is approS-iSer the gu ide l ines  of ID 022. peneral documentation u 
rqui rd  AD 010 a u t  be submitted t o  B S 8  i n  order to  ensure oming 
compliance of the tr-ccion. Specific documentation p r o v i d u  d e u u  
hackup for ueh a f f i l i a t e d  bill submitted. 

1.03 Appcndh I m i + -  JCO documentation requiremenu. 

2-01 General documentation a d d r u s u  the p d  JCO concept. 
bw the concepti are implemented f o r  each tranaaetioa 

type. IE order to  -re consistent approach to  a d d r u a i a g  JW 
coaplirnce. the folloving ques t ionna i r e s  and matrices tuve 
developed to ass la t  B S  companies fn d a e r n e a t i a g  JCO compliancer 

1. Joint  Cost Order Ouestiwnrire - Harket h r e d  

2. Joint faat Order Q u e s t i d r e  - PDC Mcirtg 

Pricing (Appendix II) 

( A p W  m) 

(ApPcadh rv) 
3. bmprcbuui re  Service Inforvt iw Natrir 

2.02 n m  q u u t i o d r e r  should k completed for tach product or 
service rype that Is provided to  . f f i l l a t u .  m e  

quutionuaircs  vere developed t o  -e a c~~zistcnt approach t o  
addressing JW coapliaace aad to  -re that all re levant  fncts 
a f f e c t i w  compliance are ident i f ied.  Hovever. due te the divemi-  of , - 
products and serrieu provided by BSE subsidiaries, the q u e s t i o m i r u  

N O T I 5  
lsoT POB USE OR DISCLOSURE OVTSIDS 1HB 

BELLsovrB C O ~ T I O N  XCeR meR VRnrPT a(;REEIIpNT 
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2.03 The quut ionnai res  must be updated s e m ~ ~ u a l l y  and submitted 
the JCO Cornpli.net C 6 o t d i ~ t O r  i n  BSX Comptrollers by July 

31 and December 31 ea& year. Zhir documentation is the baais for 
emring JCO coclpliulce and ViU be provided  to  a u d i t o a  as deemed 
n e c u s u y .  

2.01 The Ceaprehensive Service Informat ion  h t r i x  provides a 

produet / sen ice  type. This d o c t m ~ t a t i o n  i S  C r u c i a l  k u w e  it is oft- 
the first s t e p  in de te rmin iq  if 1 &et rate exists. Additiorully, 
BSB rece ives  numerous data r e c p U c l t S  from r e d a t o m  auditors f o r  thls 
typc of in fo ru t ion .  Therefore. accurate m d  timely reporting of this 
information is important. The k t r h  p r e s e n t e d  in hppendiz Ip 5s WI 
e w p l e  formst. subsidiar ier  m u s t  p rovide  all i n f o r u t i o n  requested; 
hovever, the f o r v r  u y  be revised to meet i n d l v i d r u l  needs. 

2.05 n e  bmprehensive serrice I n f o r o a t i o n  h t r i x  aust'tw updated 
quarter ly  a d  submitted to the JCO Corplisnce Coordinator in 

BSg Comptrollers vithin one month after each quarter urd. 

to 

SUUV of a f f i l i a t e  and n o n a f f i l i a t e  revenues 

Spcdf ic  Documentdm 

3.01 I n  addition to the gem- documentation described above, 
each subs id iuy  must htl speeific documentation on f i l e  

vhich supports  the pricing of U e h  t-action. 

3.02 ?or a f f i l i a t e s  using urket h u e d  pricing,  spec i f i c  
documentation includes,  but is n o t  l i d t e d  to: 

* b p i -  of all imoicu to the r e g u l a t e d  entities 
v i t h  descriptions of serrleu and prices. 

C o p i e s  of invoices to  no lu f f i l i a f a  vhieb 
shov the pricing of s b l k  goods/serricu at 
si8ilrr prices. 

A recent copy of p r i c e  lists, if used. 

A l i s t i n g  of those customers in vhich the 
aonreguhted affillate prorid- a sirilar service 
t o  ensure WI adequate ou t s ide  marltet exists. 

. . -  



3.03 For atfillatas using PDC. specific documentrtioa i n c l u d ~ ,  b,,t 
is not l i a i t rd  to: 

PDC syatem ou tpu t  providing suppor t  for all cost  

E m p l w r  time reports. 

Support f o r  d l  d i r e c t l y  u s i m e d  or a t t r i b u t e d  

Support f o r  t b e  cornputstion of the al lovable  

+. studies,  i f  applicable.  

3.04 Some subs id ia r ies  hare found i t  COSt  e f f ec t ive  t o  b i l l  a t  
rate instead of a c t u r l  PDC each month. In them r i tut iom, 

the s u b s i d i a r y  m u s t  ensure  that a c t u a l  b i l l i n g s  do not u c e d  a e t d  
p~c. studies m u s t  be perfomed at l e u t  tuianaually .to C~IOLC 

compliance. R*: rtudieo m u s t  be submit ted to  BSX Comptrollem for  & 
fol loving periodm 

dlwtl0a.Y. 

costs, N& u vouehea. 

return. 

J r n u y  1 - June 30: Due: Ju ly  31 

Jplp 1 - Oce-ber 31: Due x February 28 

If M affil iate uses a cost f i o u t i o n  SYStu that allocates 4 bf- 

3.05 If billings t o  affiliates a c e d  PDC. refunds are required. If 
the PM: s t u d i e s  show t h t  b i l l i n g s  are expected to  u c d  mc 

on an aunual basis. an accrual for  t he  estimated refund must booked 
pr io r  to year end v i t h  f i n a l  a d j u s t r a t s  -de soon u possible after 
year end. I n  order to o c c u r a t d y  anticipate the expected refund, 
qua r t e r ly  or monthly FDC s tudies  uf be ncc+surJ. BSX Corptroll- 
m u s t  be informed of the  final refund amount by ? e b r u y  28. 

3.06 Addit ional ly ,  subs id i a r i e s  m u s t  i d e a t i e  tbose trrnwcti- in 
vhich services are provided t o  the regulate entiti- fttt of 

charge. zhe costs associated v i t h  p r o r l d i q  these services b. 
tracted and reported anuually to  BSE JCO Coordinator by ?eb= 
28. 

PDC on a monthly basis. mC s t u d i e s  are not necessary. 
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Accounting D i m t i =  gffcct imc July 
. Pinmcial ,  Accounting Matter8 )Le*iscdr Jul; 1 g n  

Documentation Submitted Vlth B i l l s  

4.01 During rate proeeedingt and Icc md state r e t o -  
co-ission comp1i.n- a u d i t s .  m i s o u t h  teie--iutiolu. 

Ine. (BST) vi l l  be required t o  demonstrate compliance vith the 
f o r  a f f i l i a t e d  t r ansa t t i om.  The re fom,  B s  Comptrollers mwt 
th.t a deta l led  a u d i t  t a i l  o f  ea& a f f i l i a t e d  trmsactim is 
maintained t o  comply v i t b  the JCO urd to  ensure adequate hforutim $8 
avai lab le  for required audits. The a u d i t  t rail  requiremenu inclrrd. 
chaining t raruact ious.  tfblch would require M Capt ro l l e r s  to ob-. 
from nonregdated affiliateS* t h e  d e t a i l  of u c h  t rmssc t ioo  io & 
ch. in  from the  nonreguhted affillatt deal lag d i rec t ly  VI& m.~d  
frol any o t h e r  noaregulated affi l iates imdwed in  the p r o m s i o h  of 
the  tr-ction. 

4.02 

being met. 

E.& BSB a f f i l i a t e  should coordinate with the bil led entity t o  
u ~ s u r e  t h t  the documentation needs of these eompmiu a m  

Retention Period 

5.01 A l l  documentation must be maintained f o r  at least f ive  y w  
after the f i s c a l  year end. 

Statement of Comdirace 

6.01 The ?W. requires t b t  BellSouth unagucnt provide a 
manag- t  r e p r e s m t a t i o a  letter in eonjunctioa via th 

annual JCO audi t .  Accordingly. t h e  Chief Financial Officer of u& 119 
subs id ia ry  must provide a .Statemeat of Joint Cost Order h p l i m e e .  to 
the Bsg Assistant Vice P r u i d c n t  L Comptroller. The B s t  Jal amplime 
Coordinator v i l l  coordinate the t i m i n g  of tbit l e t t e r  each y w .  
report format is contained in Apppcadlx 0. 
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Pinancia1 Accounting Hrtcerx ’ Reritedr a7 1;; 
Accounting Directive Bf fe t ivr i  J d y  1992 

General Documentatioo 

+ Questionruirea AD 010 hi-mlly Jd7 31 
Appendix If December 31 
Appendix 111 

+ Comprehensive Service 
Information I h t r i x  An 010 hurterly Apdl 30 

Appendix IV Jd7 31 
Ottobet 31 
J-ry 31 

PDC Studies  An 010 hi - Iu l ly  -731 
Pu. 3.04 l e b r u y  28 

Refund Information AD 010 AMudly ?ebmry 28 
(If Appliuble)  Pu. 3.05 

Services Provided P c r  AD 010 - d Y  February 28 
(If Applluble)  Par. 3.06 

Statement of Complirnce AD 010 -r krch 30 
Appendix V 

. . . -  
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1w i VLU 
Revised: J u l y  1992 
BffeetiV8: July 1992 

Joint Coat Order Questlo-ire 
Market Based ?ricins 

Page 1 

This q u u t i o m u l r e  is to  be completed auiamual ly  and submitted to 1)s 
Comptrollrra by July 31 and &cuter 31. This questionnaira a d d r u s u  
those products and ternices provided to  a f f i l i a t e s  at a market r a t e  u 
defined the Joint  Cost Order  ( re fer  t o  AD 007 for  midme8 in 
addressing market p r i e i w  issues under the JQ)). A separate 
q u e s t i o w i r r  should be completed for ea& transactim type priced a t  
warket rate.  A l l  questions should be m e r e d .  If additional da ta  l a  
n e c u s a ~  i n  order t o  address dl issoCI, 8u addendm should a 
attachd. 

1. In lapen’a  t e r u ,  describe in d e t a i l  the product or service 
provided. 

2. S p e e l f y  the approval date in accordance with AD 022 o r  the 
rr-ctlon starr date i f  p r i o r  to 91Y90. 

3. Is the product provided a s t a n d u d  Product or a customized product7 

4. If the product is a customized prbduet, vhrt controls are used to 
easure Joint Cost Order compliance (%.e-. are products similar 
enough t o  establ i sh  a urLt rats)? 

-a 
NOI POX OS3 OB DISCLDSIIRZ OVTSIDZ W 

BELLU)UIE CORPOBATION 

6 
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AD., 010 
Revised: July 1992 
Bffeetivc: July 1992 

Joint Cost Order Ouettionnairr 
k r b t  Based rricing 

p u =  2 

f .  Is b i l l i n g  done 00: 

Per b i t  hrir 

6. Bov often do prices chnge? 

7. Oh.t is the averwe price rmgc of the product offered? 

8. Vhat is the typiul 
dollar volume) 

of srlu per customer per year (not 

A f f i l i a t u  

Nonaf f i l i a t a  

9. a t  is the ave- d o b  Tokme per customer per ycrt? 

10. Do d e s  to BSZ f8.U outside the 8verage dollar volume in sales? 

132 
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Jo in t  bst Order Quutiontdrc 
krket  Based P r i c i n g  

p - 3  

11. Are p r i ce  lists used? (note: 1 p r i c i n g  schedule  in a contract is 
not considered a price list U d U t  i t  it the same pries  list 
offered t o  dl customcr~). 

- 

12. 1s the same price list used for 8l1 customers? I f  not, vhy not? 

13. If price lists are not used ,  hov are p r i e u  determined and vb r t  
cont ro ls  are used to ensure Jo in t  Cost Order compliance (1.e.. hov 
do you bov a f f i l i a t e s  are charged the s u c  p r i c e  u 
noluf f i l i a t u ) ?  

- 

16. Are vrittcn COntITCU cued? 

U. If v r i t t e a  contracts are used. vh.t c o n r r o k  are used t o  ensure 
Joint  cost Order eompl1ance (Le.. hov u e  c o a t n e t s  compared t o  
ensure appropriate pricing)? 

16. Are discounts  used: 

For  a f f i l i a t e  s d u  Discounr Raage 

?or aona f f i l l a t e  sales Discount Ranee 

. . . -  
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BellSouch Lnrerpriscs. rnc. 
Financial Accounting Matter1 
Account ing Dlrec tive 

Joint  Cost Order QUtstiorUllire 
Harket Bued Priciw 

p w  4 

17. I f  discounts are used, hov are they deteaintd? 

18. If discounts are used. vhat controls are used to ensure Joint 13.t 
Order compliance (1.c.. hov do you ensure on averrgc the discounts 
offered to BellSouth a f f i l i a t e s  r r e  Is much as discounts offered to 
nonaf f i l iates  )? 

c 
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Joint Cost Order  Questionnaire 
PDC P r i c i r y  

Page 1 

This questionnaire is t o  be completed s a i u r n u a l l J  and submitted t o  
bmpt ro l l e r s  by J u l y  31 and D e c e m b e r  31. Tbls questionnaire addresses 
those products and services  provided t o  a f f i l i a t e s  a t  PDC as defioed by 
the Joint Cost Order (refer to  AD 008 and 009 for guidance i n  
addressing PDC i s s u e s  under the JCO). A separate questionnaire should 
be completed for  each transaction type priced a t  PDC. All questionr 
should be uuvered. I f  a d d l t i o n r l  d a t a  is necessary io order t o  addre$= 
a l l  issues, an addendum should be rttacbed. 

1. I n  laynea's terms, describe i n  d e t a i l  the product or service 
provided. 

2. Specify the approval  date in accordmce  with AD 021 o r  truruetion 
stut date i f  p r i o r  to  9/1/90. 

3. Ident i fy  tbe reason for wing PDC p r l d n g  f o r  this producr;serrier: 

(a) 'Ihere u e  NO salu to n o n a f f i l i a t e s  

(b) The level of sales to noaaffiliatu l a  
iruuffieirnt to establish a urket rate 
AS defined by tbe JCO 

ARoual A f f i l i a t e  sal- s 
Annual Nonaff i l ia te  Salu S 

(c) Products offered to n o n a f f i l i o t e s  are not 
the s a ~ e  as products o f f e r e d  to  a f f i l i a t e s  

. 

F B I W  885916 

135 



-...__ _ _ _ _ _ (  __.-. 
Financial Accounting natters 
Accounting Directiva 

AD oia 
Revised: July 1992 
B f f e c t h :  July 1992 

Joint Cost Order Ouettionaain 
PDC Pricing 

Page 2 

4. I f  the reason for using PDC pricing 1s 3(c), explain tb. 
differences in products offered t o  r f f i l i a t t s  versus produe= 
offered to nonaff i l la tu  

5.  Is a system in place t o  b i l l  actual FDC costs each month? 

6. Eov often l a  the system reviewed and updated, iacludiaK a reviev of 
the allocation methodology, controls,  system requirements, etc.t 

- 

7.. I f  F X  is not bil led on an actual  batit ueh -tb. ldentify &e 
bi l l ing  method us& 

Hourly Basis 

Per Dnit Basis 

. f i t  Pee. 

Other (Describe) 

8 .  I f  PDC is not billed on an actual basis each mmth, h w  often ~fc 
studies done to ensure t h t  actual bi l l ings  do not exceed 

9: Vho perform the study? Vho reviws the study? 

. . . -  

11 
FBlKW BBJ917 
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Bel lSoutn intcrpriscr. rnc. 
Plnancial Accounting Hatters 
Accounting Directive 

aw .' UAU 
Revised: J u l y  1992 
Xffectlve: July 1992 

APPENDIX 111 

Join t  Cost Order Questionnaire 
PDC Pricing 

* P - 3  

10. I f  actual b i l L  exceed PDC, vhcn arc refunds issued? Vhcn are 
estimated accrurlr recorded? 

11. Vhat is the policy i f  actual b i l l s  are less thn Poc (1.e.. is the 
difference b i l led  to r f f i l i a t u ) ?  

12. Bov often is the PDC study revieved and  upda td  (1.e.. do you 
reviev the a l l o u t i o n  methodololl to ensure ongoing JCO - 
compliance)? 

A t t a c h  a descr ipt ion of the PDC system or IDC study, i nc lud iw  
descr ip t ion  of the aethodology used t o  a l l o c a t e  all costs under the 
JW. 

5 . . -  

m a  
NOT mx USE OR DISCLOSURE OVTSIDK TBE 

BEUSOVPB WEPORATI~ EXCEPT yRl[TTp 

12 
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BellSouth Znterprisa,  Inc. AD 010 
P i m c i a l  ACcouDtily b t ters  Revised: July 1992 
Accounting Direct i re  Effective: Ju ly  1992 

APPENDIX v 
COKPANI NAME 

SA- OF JOm ORDER QlMPLUNCE 
m TEE TEAR LHOED DECUIBER 31, 199X 

Section 5.0 of BellSouth's Cost Allocation nanual ( t he  .knual") through 
December 31, 1991 contains infomation regardins  a f f i l i a t e  t ransact ions 
among our company and BellSoutb Telecomunicati@=. Inc. For those serv ices  
vc provide using prevailing market rate, the p r i c ing  is supported by ac tua l  
outs ide sales to  third parties. lor  those services ve provide using f u l l y  
d i s t r i b u t e d  cost, system and procedures are i n  p h c c  t o  a t t r i b u t e  cos t s  
according to  the costing hierarchy mandated by the Federal  Communications 
Commission (KC) i n  Lhe Jo in t  Cost Orders and r r k t e d  rules. Although not 
disclosed in the Ma8~1, a11 C h 8 h I i n g  KraMaCtic+nt are priced i n  accordance 
v i t h  t h e  above criteria. 

Ye b e l i e v e  that ,  for the year ended December 31, 1991, all a f f i l i a t e  
t ransac t ions  among our company and BellSouth Telecommunications, Inc. are 
accura te ly  stated i n  the fianual. Systems and procedures. as implemented. 
meet t h e  requiremeuu of the a f f i l i a t ed  t ransac t ion  rules of t h e  Jo in t  Cost 
Order and conform v i a  Section 5.0 of the h u a l  u of (da te  
to be provided b j  BellSouth). 

P i th  r e spec t  to  u t d  and internal audi t s  corducted on a f f i l i a t e d  
t r ansac t ions  our company pa r t i c ip t ed  in ,  ve conf l r r .  t o  the b u t  of our 
knovledge and belief, the folloviw: 

Ve have d e  available all sipnlfiunt information that ve 
believe is relevant t o  the audit. 

There have been no developments t o  t h i s  da t e  tha t  vould 
materially a f fec t  the financial  stateseats f o r  the year ended 
December 31, 199X. 

V e  knov of no event to th i s  date that, alrhough not affecting 
such t i d a l  statemaits. has caused or is l i ke ly  t o  cause any 
material h g e .  adverse o r  othervise,  i n  the f inanc ia l  posi t ion,  * 
r e su l t s  of operations or cash flovs of the  Company.  

Date Same 

T i t l e  

Exceptions.  i f  q, to the above statements are as follovs:  

.. . -  

mrns 
WZ POX USE OP DISCLOSURE OVKfDE 

BZLUOUIB CORPOUTXM qcePr UNDER WlISpl AcReMarr 

14 
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ncl lSauth Enterpriser, Inc.  AD 011 Financial Accounting Hatters Revised: A u ~ .  1991 
Accounting Directive Xffective: J-. 1991 

I -  

M o m  ?OR UPDIIIR: BKusovrB'S COST ULUXTXOW )(IIIw. 

Introduction 

1.01 I n  compliance v i t h  t h e  Pederal C o u u n i u t i o n s  Couisaion (m) 
Jo in t  Coat Order <JCO) i n  Docket 86-111. DellSautb fi1.d 

&st A l l o u t i o n  I(Mcu1 ( M I  w i t h  the KX: vhich ou t l ines  our methods of 
cos t  a l l o u t i o n  between regula ted  and nonreguhted a c t i v i t i e s  v i t h i n  
BellSouth Telecouunica t ion t ,  Inc. (BST). The CM also outlines the 
f i m c i a l  re la t ionship k t v n n  the regulated carriers and t h e i r  
nonregulated a f f i l i a t e s .  The cos t ing  pr inc ip les  m d  procedures o u t l i d  
v i t h i n  the CAll and BellSouth's  adherence t o  those pr inc ip les  md 
procedures provide assurances t o  the PCC that nonstructural  sep.racion 
is being handled properly. 

1.02 To f a c i l i t a t e  t h i s  assurance, BellSouth must update the u 
f ollova : 

1) sixty drys p r i o r  t o  the e f fec t ive  da t e  of my - 
cost pool o r  t i m e  reporting changes for  BSZ. 

2) on a timely b a s i s  for any changes to  
a f f i l i a t e d  t r ansac t ions  o r  other  sections of the 
CAI(. 

3) s i x v  &ys p r i o r  to t he  implementation of a 
l i n e  of business transfer from a nonreguht rd  
a f f i l i a t e  t o  a regulated affiliate, and 

purposes (1.e. t a t  c l a r i f i ca t ion ) .  
4) quarterly f o r  J u n p u  f o r  c k r i f i u t i o n  

1- 03 BellSouth Corporation submits  Un h p e s  to  the PCC on a 
quarter ly  basis or u needed f o r  specill r w o p t  sueh LT u j o r  

reorganizat lonr .  These are submitted on the f i r s t  day of each 
quarter (January 1, April  1. Ju ly  1. and October 1) o r  011 the  f i r s t  day 
of be u d e .  There l a  a great 
d e a l  of vork required before m y  Un rev is ion  is f i l e d  v i t h  thc Icc. A 
company-vide team e f f o r t  i s  imperative t o  accomplish chi. task. 
e f f e c t i v e l y .  W changes which affect BSE subs id ia r ies  are i t -  (2) 
and (3) above. 

the month i n  vhicb a specid f i l i ng  w i l l  
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Dacwcntation rcpo iracnts 

3.01 Documentation submitted f o r  approval uwt contala a complete 
description of the trwactioa. includfnli 

* Ocscription of the product or service. 

* I d r n t i f i u t i o n  8ad r e l a t i o n s h i p  of ill prtiu involved. 

frepueney of trMuctlon (daily, ronthly,  y u r l y ,  on 

Expected future r e v e n u u . d  p r o f i t s  from a f f i l i a t e s  d 

request). 

noruf f ilhtes. 

~inrmei.1 resources required (maeury, penonarl, 
f a c i l i t i e s .  etc. ). 
Complete description of pr i c ing  methodology. 

I d e n t i f i u t i o n  of J o i n t  bst Order isruu.  i f  any, m d  bov 
JCO compliance vi11 be ensured. 

Strategic m d  f inanc ia l  importance to BellSouth. 

3.02 I f  u r k e t  k e d  pricing is used. a descr ip t ion  of the services 
provided to  n o n a f f i l i 8 t u  should be ,inclodtd. as veU u 

c u r r e n t  and expected revenues from D O r u f f i l i 8 t e ~ .  This  information b 
necessary t o  ensure t h t  m e n u u  repurted frm n o ~ f f i l h t u  u e  
similar and s i p i f i u n t  ea- to r~nvllJ estsbl i rb '  a p r e v d l i r y  
u r k e t  rate. It is . k o  laporunt to CpNC that the cwtwr base is 
s t a b l e  enough co u i n u i a  UI AdqU8te ou t s ide  urket i n  fu tu re  years. 

3.03 If f u l l y  distribuced costing ir used, a descr ip t ion  of tbe 
system urd eoa t rok  w e d  to d w t e  costs mst be included. 

R e s p o n s i b i l i t i e s  for v i n u i n i n l  the system .ad reviwiw C D I ~  
a l lou t io lu  m u s t  be identified. I f  8 S p Z U  is ao t  la p k u ,  rLc 
expected completion date of tbe system should be giveu. BilliDg caamt 
occur un t i l  M appropriate system is in place. 

. 

2 
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Strategic and li-ial Imrt- of T r u u a e t i o n  

4.01 t h e  s t r a t e g i c  md f inanc ia l  Importance of th. trurractim awt 
be docuaented. Only intmrc0a.p.y transaction8 t h t  urn 

s t r a t e g i u l l y  and f i w c i d l y  i apo r tmt  to Aellsouth v i l l .  k approved. 
such cricecia is d e t e m i n d  on a u s e  by case b u i s .  I r u p l e s  of . 
s t r a t eg ica l ly  iaportmt tr.nr=etiocu am tho.8 vhicb vill: 

Assist BellSouth in entering a des ired market. 

* enb.nu BelUouth's eommtitive structure. 

Msist BellSouth i n  furthering t e e h n o l o g i u l  d8velop.ents. 

enb.na BellSouth's capabi l i ty  t o  m e e t  customer 

4.02 The t ruuaec ion  m u s t  bave a pos i t ive  impact on AellSouth's 
f i nanc ia l  resu l t s .  This c r i t e r i a  is also d e t e a i a e d  on a u s e  

by case b u i s ,  but Uruple.5 of f inancial ly  important tr-ctlocu are 
those vhich vill: 

and 
demands on a t i r l Y  h i s .  

Improve BellSouth's Net Income or cash flov. 

Provide economies of scale. 

Utilize u c u s  or  idle upaeitycpr resources. 

4.03 In assuring the financial Importance of a transaction, 
alternative sources for a. service must be considered. 

Documentation must state vhcther tbe affiliate h u  other sources 
8vai lable  for the serriee, h w  e r r i l y  these services un be obtained 
from external sources, 8ad the .ex ternr l  versus I n t e n d  prices  of the  
service. 

- . . -  
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ueilsourn enrerprraer, lnc. 
pinancia1 Accountlag ht tera  
ACCOUnt iry DireCtiTe 

AD t. 022 
Issuance: A U ~ .  1991 
Effective: Jur. 1991 

Pixed &set Transfer. 

5.01 

submitted: 

Pixed Aaait t ranrfera  v i t h  a net book value exceeding S 25,000 
must k approved. The fo l lov iag  documentation must k 

Description of p a r t i e s  Involved and their relationship. 

h e r i p t i o n  of the uset(s) and hov the uset (6)  vere used 
by'the transferriag entity. 

Description of hov the uret(s)  vi11 be used by t he  

Original cost of the equipment. date of purchase, 

receiviag ent i ty .  

accumulated depreciation, deprec ia t ion  method, 8nd 
estimated useful l i f e .  

& t i n t e d  f a i r  market value of the asset, including 
methods used t o  deterdne such value. - 
Ruton  fo r  the t ransfer ,  including a l t e rna t ive  methods of  
disposal f o r  the selling entity and a l t e rna t ive  method6 of 
acquisition for  t h e  purt)urinp entity. 

Uanagucnt Cert i f icat ion 

6.01 me Cbicf Financial O f f i c e r  m d  President of a l l  aff i l ia tes  
involvad in  the t W 8 C t i o l r  must provide witten certification 

that they have revieuea the proposed t-ction and cnncur ch.t the 
t ransac t ion  is r t r a t y i u l l y  m d  fin8nciaIlY important t o  BellSouth m d  
that the transaction complies vi th  the J o i n t  b s t  Order. 

7- 

7.01 Documentation fo r  nev tr.auccions mast be submltted t o  the 
BsE mistant Vice Presidest  L C a p t r o l l e r  at least 45 days 

prior  t o  co-cion of the tr8nsaction. Simificmt resources should 
not be committed to  researching a potential intercompmg arrangement 
un t i l  approval  ia obtained. 

. -  . 
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Asrisunt Vice ?resident 
& Camptroller 
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In t redue t loo 

1.01 I f f ec t ive  September 1. 1990, a l l  new incercompmy t r m e t t -  
must be approved by the *.sirtrat Pice ?resident  L Campttellm 

of BellSouth hterprises, Inc. (m) p r i o r  t o  t h d r  i m p t u n t a t i o n .  
genera). provisions of t h i s  policy are contained in  the I S t  ?oliw 
n u l u l ,  Section 6 (Use of BellSouth Products  md Servlees), Par-* 2 
(Intercompany TruuactiOlu). I b i s  Accounting Direcrlve pr0-d- 
apcc i f ic  guldlnce to BSX subs id i a r i e s  i n  implementing th i s  nev poliw. 

2.01 The policy appl ies  only t o  nev transaction types v l th  a 
effect ive date subsequent t o  September 1, 1990. An ongoing 

service ex is t ing  prior t o  Sepceakr  1, 1990 does not require reviev .rd 
approval. lor example, if nonregulated aff i l ia te  A hr been p r o v l d w  
monthly equipment u in t eau rce  t o  regulated r f f i l i r t e  B since January 1, 
1990, t h i s  service does not require s p p r o n l ,  even if the service viLL 
continue t o  occur a f t e r  S ~ p t u b e r  1. Bovevcr. i f  aonremhted a f f i 1 i . n  
A begins to  sell  quipmeat  to  regulated af f i l i a te  B ef fec t ive  Sept- 
1, t h i s  transaction mist k, approved. 

2.02 A l l  transactions in vhich a BSE a f f i l i a t e .  (including Ip 
Beadquarterr), sells goods or scrvleu rquire app- 

regardless of Joint Cort Order (JCO) cons ide ra t ions .  Tr-ctlolu k 
vhirh a BSE a f f i l i a t e  receives gods or s e r v i c e s  f r m  the r e a t . d  
a f f i l i a t e s  u y  requlre approval based on W S o u t h  Corporation .~d 
1IellSauth Serrierr policies. 

2.03 Asset transfers f r m  a BSE a f f i l i a t e  w i t h  a net book va lm 
g r a t e r  than S 25,OOO mat be approved. 

- . . -  



. .  aellSouth Enteryrixer, T o e .  
Financial Accountiw k t t e r s  
AcCoUIItlng Directive 

Docruencatioa Real it-u 

3.01 Documentation submitted f o r  approval  must contain a c a p l e t e  
description of tbe t r a n s a c t i o n ,  ineludingr 

Dueription of t he  product or aervice. 

I d e n t i f l u t i o n  md r e l a t i o n s h i p  of all partiu inro1v.d. 

trequeney of ttansaetitm ( d a i l y ,  monthly, y u r l y ,  o 

&pected future rev-uu .nd P r o f i t s  from a f f i l i a t u  .nd 

tinmeial resources r equ i r ed  (monetary, personnel, 

Complete descr ip t ion  of pricing methodology. 

Ident i f iut iocr  of Joint b s t  Order issues.  i f  my .  .Ild bov 

Strategic ud finureid i.pott.nce t o  BellSouth. 

request). 

n a f  f i l ia tu .  

facilities, etc.). - 

JCO compliance vi11 be ensured. 

3.02 If market k e d  P r i C l n l  IS Used. 8 d e s c r i p t i o n  of  the semierr 
provided to a-ffilirtes should k included, u nll Y 

current md expected rev tOua  from n o m f f i l i r t u .  I h i s  i n f o r u t i o o  ir 
necessary to ensure t h t  c e v ~ p u u  senerated frem n o r u t f i l l r t a  u e  
similar m d  sipifiunt enough t o  acttmlly c t t a b l i x h  a prevailing 
market rate. It is d s o  important t o  ensure t h t  the eust-r base b 
s t a b l e  enough t o  u i n c a i n  an adequate  o u t s i d e  urket in.fucure y u r r .  

3.03 I f  fully dist r ibuted costing 1s urd .  desc r ip t ion  of the 
system and controla used to allocate costs must be ind0d.d. 

Respons ib i l i t i e s  for uintrinimc the system ud revievial cost 
allocations must be i dcn t i f i cd -  If a system i x  not i n  place, tk 
expected completion &re of the -tu should be given. B i l l i n g  e t  
occur u n t i l  u) appropriate system is i n  place. 



:.. . -  Belkhuth Cnterprires. A I * & .  AD 022 
I l n m c l a l  Account iv  k t t e r s  Issuance: Aug. 1991 
Accounting Directive tffeetirmi JUI. lp11 

4.01 

s t r a t y l u l l y  and f i m n c i s l l y  lrportmt to BellSouth w i l l  be a p p m .  
Such c r i t e r i a  ia determined on -e by u s e  h i s .  & u p k  of 
s r r a r c g i u l l y  impertamt truuaetioor are those vhirh rill: 

The strategic urd financial iW~rt.nn of the transaction 
be documented. Only int*rcompany t ransac t ions  t&t 

hssirt BellSouth i n  entering a desired uht. 

+ Enhmce BellSouthas competitive structure. 

ksist br l lSouth  in f u r t h e r h i  t c e h n o l g i u l  develop.mts. 

t Enhtnce k l l S o u t h ' s  capabi l i ty  t o  meet customer ne& & 
deunds  011 a t imely buls .  

1.02 The t ransact ion must have pos i t i ve  impact on Bcl1sourb.s 
results. This criteria is . k o  determined on a w e  

by c u e  basis. but u u p l e s  Of f i ~ c i a l ~ y  impor tmt  t r m s a c t i o m  are 
those vhleh vl l l :  

f i nanc ia l  

t Improve k l l S o u t h ' s  Net Income or cash flw. 

Proride economies of scale. 

Utilize excess o r  idle  capacity or  resources. 

4.03 I n  assessing the  f inmeid importance of a transaction, 
8 l t e ~ 7 ~ t i T e  sources  for a service m u s t  be considered. 

Documentation m u s t  state vhether the a f f i l i a t e  bu other  sourcea 
available f o r  the servlce, hov e8.%ily these services can be obtained 
from ex te rna l  sources. and the  u c c d  versus ln re rna l  prices of the 
service. 

3 
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. .  Bel lsouth En ccrpr Iles, Inc- AD 022 
Financial AccoUntlW )(.tt*rs ISsUracer Aug; 1991 
Accounting Directive Effective: Jan. 1991 

.I. . 

. -  

Fixed &set Truufera 

5.01 

submitted: 

Fixed Atset rransfera v i t h  a net book value exceeding J a.000 
  US^ k approved. The fo l lov ing  documentation rcut k. , . 

Description of partiu involved and their reht ioaubip.  

t Description of the asstt(s) and how the u s e t ( s )  vere 
by th t ransferr ing entity. 

receiving entity. 

accumulated depreciation, depreciat ion method. and 
e s t i u t e d  useful l i f e .  

t Description of hov the asset(S) V i 1 1  be used by the 

Original cost of the equipment. d a t e  of purchase. 

Estiutd f a i r  market value  of the asset. including 

Reason fo r  the t ransfer .  including al ternat ive metho& of 

methods used to  detern ine  such value. 

disposal for the selling e n t i t y  urd alternative meek+ of 
acquisit ion fo r  the purchasing entity. 

x.rugaent cerciflutioa 

6.01 The Chief Financial Off i ce r  and President o f  a l l  affiliates 
involved in the tr-ction must provide vrittcn cer t i f iut ia  

t h a t  they have r C r i C V e d  the PrOpbScd tr8nsacCion md concur th.t the 
t r m t a c c i o n  is s t n t e K i u l l y  rad fi-Ci8llY important t o  BellSouth u rd  
that the transaction complies v i t h  t h e  J o i n t  Cost Order. 

T m  

7.01 Documentation for  new tr-ctions a t  be submitted to the 
BSE Assistant Vice President  L Comptroller at last  45 d . ~  

p r i o r  t o  consumation of the t r ansac t ion -  S i l n i f i u D t  resources t h o a d  
no t  be committed to researching a p o t e n t i a l  intercompany a r r m p w n t  
u n t i l  approval  is obtained, 
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AUDIT DISCVXURE 

SUBmcT: B m  DtTZRPRISES’ (WE) BILLING TU NONRBCUUTED 
SUBSIDIARISS 

BSE INCCWB S T A T M p N 1  RBCOHCILIATICI( 

Part of BSE‘s bllllng to their subs Includes Projects that are speclflcally 
Eodcd to the 6ubs for vhlch the work wag k l n g  perfoned. mls 1s In addltlon 
to the nanagnent fee. 
are not bllled M Project costs or cwrldercd part of the mC calcualtlon. 

In order to detenlne that all cost# are used In the FDC calculatlon. BSK 
prepared an lncae statement reconclllatlon. 

fkwnses Allocated for mC. and CQS~S Retained. 
havlns access to their flnanclal records to doclnent these costs. 

BS8 also retalns certaln costs at headquarters that 

All cats at BSE are reaDnclled 

BSE has objected to us 

I, 

06 

. .  
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AUDIT DISCLOSURE 

S A W  OF FACTS: 

In an interview with Mike Hostinsky of BSC. he stated that BSE Holding 

and no management fee will be billed for 1994. At thls point in time, 
Mr. Hostinsky believes BSE will be a shell for legal and tax pvposes. 

In a Bellsouth report dated November 18,1992 a question w a s  asked "How 
did you arrive at one-half of 1% of the total employee work force as 
the nurber of employees who would be kept at the financial holding 
company headquarters?" 

The answer w a s  "Compared with several of our sister Bell holding 
companies, we have a significantly higher percentage of our work 
functions at the headquarters level. The projected corporate 
headquarters staff site is a goal tht will brlng us mare closely into 
allghnent with other similarly situated companies:' 

The philosophy of the combination as he states is if the function is 
51-1s primarily and operating colapany function of BSE holding campany, the 
/ people will be ushed down to thebusiness units. 

\ -  I Corporation will be the project billing from corporate to some 
subsidiaries when BSC will be doing the work. 

and BSC will leave 113 employees available for reassignment. 

When asked, Mr Hostinsky said he did not know of any sub teams that 
knew the costs associated with the force reduction: that there w a s  no 

,>cost study with dollars for the reduction. 
counts flow into budgets. 
incremental costs for this reorganization. 

PSC staff performed an anlaysis of these 113 employees 
that the annual amount associated with them is - 

,,+ Company staff will be disolved. BSE and BSC will be cocpbined under i> BellSouth Carp. BSE will bill the management fee only to end of 1993: 
l . \  

The only thing left at 

us with a study which noted that the combination of BSE 

The reduced in head 
He also stated that there w a s  no tracking of 

w 

154 



. 
AUDIT DISCLOSURE 

SUBEJCE ONBINATION OF BELLSOuRl- HAGQUARFPEBS (A%) WITH 
BELLSOUTH COW WAwUARTgRs (BSC) 

OPINION: 

As BSH will no longer bill a management or project  billlng as it is 
today i n  199 e costs of these fees that  chain in to  regulation a6 
dehcribed l r h ~ l o s u r e s  &and 3 should not be taken in to  account 
when settingkates. 

Also, as the work force will be reduced, there could possibly be 
further reduction i n  the amounts from the nonregulated affiliates that 

force  reductions, 
flow into BSP. dol la rs  have been associated with these work 

place a number on this. - 

7.7- Follow up i n  1994 on the costs that chain in to  regulation from 
nonrgulated affiliates including BSC. 
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BSC provided us uith a s h & - ~  to cmbine the uorktorce of USE and ESC 
headquarters. This study is called the "kmter Study" which had tw versions 
of the canbination. Version tl uill lean 113 nployn, mailable for 
reasigruent and Version B uill lean 199 employn, mailable for 
reasdigwnt. 

- - psc 
- 

. . 
---i .. 

..  

Also, a5 the uark force uill be rcduccd, ti!8re could pauibly be further 
redwtion in the a w n t i  frol the nonregulated affiliate3 that flou into 
EST. 

PSC staff p s r f a d  an anlayxis of thex 113 nploysu and wroxiaated that 
the annwl ancat asmisted vith h. 

Of tha 113 qloyeea. staff ua able to abWn 1992 'Paaitlon Rate Fiwa' 
for certain pay gradu for 66 of the ssloyees mailable for reawigmnt. YC 
asked tor anraga salar iu  i n  particular pey grades. but the c w w y  said 
they wre mt rwdily mailable and swlied w uith thew instead. 

The rest of th ewloyee wre anidmd mnuaagaent, unsupported and 
othcr. YS did not quest - dollars far thne h/pa of pmitions. 

Staff calculated that the m o t  of the 66 muloyen awilable for 
resuignnnt totalled t3,(83,W. %a %h&lc foilwing this Disimure for 
calculation. 

I 



w Consolidated Transition Force 
VI 
m 

Current Current 
Told BSC-IIQ BSE-IIQ 

1 Public Relations 
2 SccrctarybTrecwrcr 
3 Budge1 
4 Comprollcrs 
5 I n l d  Audit & Sceuri~y 
6 ItumanResourCes 
I T u  
8 Planning 
9 Legal 
IO Regulatory 
I I Information Scrviccs 
12 Support Scrviccs & Quality 
13 Slruclure 
14 DC 
I5 Exmulive 

53 
89 
54 
154 
50 

I69 
136 
45 
92 
6 
S 

55 
46 
31 
49 

49 
78 
28 
63 
50 

130 
136 
22 
59 
0 
0 
43 
0 
31 
28 

4 
I I  
26 
91 
0 
39 
0 
23 
33 
6 
5 
I2 
46 
0 
21 

Proposed 
BSC-SQ 

50 
84 
40 
98 
37 
83 
13 
32 
68 
6 
0 
42 
0 
31 
29 

Proposed BSE Proposed BSI' Available lor 
Business Unils Business Unlls Reassignment 

I 0 2 
1 0 4 
i 
34 
2 

I I  
19 
0 
4 
0 
0 
7 
46 
0 
8 

0 
5 
9 
42 
44 
0 
14 
0 
0 
0 
0 
0 
0 

2 
31 

0 
13 
6 
0 
5 
6 
0 
0 
12 

- 



Consolidated Transition Force  Matrix, VERSION A 

Current 
Total 

1 Public Rehions 
2 Sffiremy k Treasurer 
3 Budget 
4 Comptrollers 
5 Internal Audit 8 securi(y 

6 HumanRcsources 
7 Tax 
8 Planning 
9 Legal 
I O  Regulatory 
I I Informalion Services 
12 Support Services & Qualiv 
13 Struel~re 
14 DC 
I5 Executive 

53 
89 
54 
154 
50 
I69 
136 
45 
92 
6 
5 
55 
46 
31 
49 - 

1034 TOTAL 
WorlQwide Wireless 166 

1200 

- 

2 c 
11-30-92 Report 1141 

Current 
BSC-HQ 

49 
78 
28 
63 
50 
130 
136 
22 
59 
0 
0 
43 
0 
31 
28 

711 

692 

Current Proposed Proposed BSE Proposed B m  Available for 
BSE-HQ BSC-110 Business Units Business Units Reassignment 

4 
11 
26 
91 
0 
39 
0 
23 
33 
6 
5 
12 
46 
0 
21 

50 
84 
40 
98 
37 
83 
73 
32 
68 
6 
0 
42 
0 
31 
29 

I 
I 
I 

34 
2 

11 
19 
0 
4 
0 
0 
I 
46 
0 
8 

449 

0 
0 
0 
5 
9 
42 
44 
0 
14 
0 
0 
0 
0 
0 
0 

114 

2 
4 
13 
17 
2 
33 
0 

13 
6 
0 
5 
6 
0 
0 
12 

114 



Consolidated Transition Force Matrix, VERSION B l431 
,. 

I PublicRcladons 
CI 2 Sccrctary&Trensuru 
J 3  Budget 

d5 Intcmal Audit & Sccurily 
4 Comptrollers 

2;:;- 
d9 licgal 
,,I6 Regulatory 
J/ Information services 

&?' Support Services k Quality 

2 Ewutive 

13 SlruClurC 

a0 
--L TOTAL 

Cur r e n t 
Told 

53 
89 
54 

154 
50 

I69 
136 
45 
92 
6 
5 

55 
46 
31 
49 

1034 

Cur r e n I 
BSC-HQ 

49 
18 
28 
63 
50 

130 
136 
22 
59 
0 

' 0  
43 
0 

31 
28 

717 

C u r r e n 1 
BSEJIQ 

4 
I1  
26 
91 
0 
39 
0 

23 
33 

6 
5 

12 
46 
0 

21 

311 

1 

Proposed 
BSC-HQ 

33 
84 
40 
72 
37 
61 
70 
32 
68 
6 
0 
8 
0 

31 
29 

571 

Proposed BSE Proposed BST Available far 
Business Units Business Units Reassignment 

1 
1 
I 

52 
2 

21 
19 
0 
4 
0 
0 
7 

46 
0 
8 

' 168 

0 
0 
0 
5 
9 

42 
44 
0 

14 
0 
0 
34 
0 
0 
0 

148 

19 
4 

13 

& 
33 

3 
13 
6 
0 
5 
6 
0 
0 

12 

1 

141 

I)  Change rclkcu move of some media uld cmpbyce communicuionr cfforlr lo BST businus units, BdlSouth Classic lo BST Mukuing. and conroliirlion of olhu cxeculive suppon 

4) Change rencetr 12/94 completion of required conversion aciinlicr/procw improvments, pojccl Ruuirrurc r t ivi l iu  md outsourcing paymu activities. 
6) Change renew move of whmaiulion. asrerrmeni p o g m  ud BSLl funetionr lo BSE busiicu units. 
7) Change rclkar 12/94 reduclion due Lo clficicnciu. 

I?) Chmge rclkclr move of sppod Kniccr Io BST bwtncu unil. 

f funEtionr. 

!! 



Consolidated Transition Force Matrix, VERSION A o r  B Detail 
I- 

I- 
o, 

Cur r e n 1 Current Current Proposed Propwed BSE Proposed BtX Available for 
Told BSC-SQ BSE-SQ BSC-HQ Business Uoils Business Unils Reassignment 

Movement of Non-HQ employees: 
* From BSE to BST 

-BSAN 
- M I ,  

t From BSE IO Undecided 

From BSE Units to BSC 
4 H N  

-BSSI 

98 

31 

129 

43 
172 
- - 

129 

i 

.. 





CWW: 
T m :  

PERIM: 
OlllE: 
iYB11OR: 

w m  

I 3 
I 3 
3 k 
3 5 
I 6 

13 

- 
13 

I1 @6HoMIc1(1 
2 I 
3 3 
2 t 
2 5 
2 6 - 

I1 

2 @ 1- 
I 5 

30,w 40,w 
H,900 W,9M 
41,100 150,3W 
55,900 167,700 
73,900 73,900 

3,wO 60.000 
H,WO 134,700 
9,100 100,m 
55,900 111,800 
73,900 141,w 

55,900 55.900 

2 
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0 

13 1:: I I 0 
I 3 k+,900 H,9W 
3 5 55,900 167,700 
2 6 73,900 I47,BW 



6 
STRUCTURE 0 

112 112 
113 

5 t -  JA- G -1 

3,483,800 
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Corporate Transition Force Matrix 

Funclion/Depanmcnc -s 

Data as of 11-30-92 
.____-__-.- MaMgemal by Payg& 

Total Mgml NMgml Unsp Ohu I 2 3 4 ' 5  6 I 8 orc 

BSC-HQ 49 40 9 0 3 ' 0  0 5 6 I2 IO  2 2 --._ 
BSE-HQ 4 4 0 0 0 1 0 0 0 2 I 0 0 _-.. 

' 1  Current Slructure: 

* Toul 53 44 9 0 3 1 0 5 6 14 I I  2 2 

Proposed Structure: 
1 3 ---_ BSC-HQ 33 21 6 0 3 0 0 0 0 IO 10 

BSE Butiws Units I I 0 0 0 0 0 0 0 0 I 0 0 _.- 
BST Butinerr Uniu 0 0 0 0 0 0 0 0 0 0 0 0 0 --- 
Availabk forrcasdgmcnt 19' 16 3 0 0 1 0 5 6 4 0 0 0 

Appaoximalely one-half surplus. Remainder in burinus uniu. 

* Toul linu should 

i '  * 





1120193 Tramlllon Team Meellng 

Corporate Transltlon Force Matrlx 
w 2 Funclionilleparlment: 

Data as 01 11-30-92 --- Management by Paygrade-- -- 

Current Structure: 
BSC-HQ 

Secrelary 5 

Total Mgml NMgml Unsp Olher 1 

Treasury 

I 
BSE-HQ 

Treasury 

5 0 

73 59 14 

11 9 2 

Total 
Secrelary 5 5 0 

Treasury 84 68 16 

2 3 4 5 6 7 8 OlC 

0 1 0 0  3 0 1 0 

0 4 0 0  13 9 20 7 

0 0 0 

3 3 0 

0 0 1  0 3 1 3 0 1 0 

0 1 0  

0 4 1  

0 3 0 1 0 0 0 

0 16 10 23 7 4 3 

0 

0 

0 

'Total 89 73 16 0 5 1 0 19 10 24 7 4 3 0 

Proposed Structure: 
BSCHQ 

Secretary 5 5 0 0 '  1 0 

Treadry 79 64 15 0 4 1  
I Su btolal 84 E9 15 0 5 1  

0 3 0 1 0 0 0 

0 14 9 22 7 4 3 

0 17 9 23 7 4 3 

BSE Business Unlls 1 1 0 0 0 0 0  0 ,  1 0 0 0 0 

BST Buslness Unlls 0 0 0 0 0 0 0  0 0 0 0 0 0 

Avaflable lor 
Reassignment ( 3 3  1 0 0 0 0  2 0 I 0 0 0 

'Total 69 73 .I8 0 5 1 0 19 10 24 7 4 3 

0 

0 
' v,\ 'Tolal lines should balance. -$+ 



1/20193 Translllon Team Meellng 

Current and Recommended Functlon Report 

FunclloNDeparlmenl: lraaglly 

I- 
-3 
I- 

lnvaslor Relalbm 
Shareholder Relalbns: 
TNSI Assel Managernenl . 
Treasury Melhbds d Pmedures 
Flnandal Plannlng 
Cash Inveslrnents i 
Caplal Market kanchg 
Forelgn Currency Managemenl 

Banklng Relalbns and Daily Cash Managemenl 
. 

R-: 
Place a1 BSC-HQ 
Place at BSC-HQ 
Place a1 BSC-HQ 
Place ai BSC-HQ 
Comblne BSC-HQ and BSE, place at BSC-HQ 
Place el BSC-HQ 
Place at BSC-HQ and BST 
Plaw a1 BSC-HQ: move routlne dlrect suwofl of lnlemalbnal .. 
operatbns~o BSI- 
Comblne BSC-HQ and BSE. place el BSC-HQ and BST 



.. “. -- 
-.I 

2- I L 
I ” - .  
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4 
w * 1120193 Transillon Team Meeting 

Corporate Transltlon Force Matrlx 

bo 
3 c 

FunctlonlDepartmenl: 

Data as oi 1190-92 . Managernerd by Payg-- 

Total Mgml NMgml Unap Olher 1 2 3  4 5 8 r 8 OlC 

Current Structure: 

28 28 0 6 0 4 1 1 1 12 1 2 0 0 BSC-HQ 

BSE-HQ 26 26 0 0 0 3 0 1 4 13 3 1 1 0 

*Total 54 54 0 6 0 7 1 2 5 25 4 3 1 0 

I 

Proposed Struche: 

'. BSC-HQ 40 40 0 4 0 4 1 1 2 21 3 3 1 0 
BSE Buslness,Unlls 1 1 0 0 0 0 0 0 0 1 0 0 0 0 

BST Business UnHs 0 0 0 0 0 0 0 0 0 0 0 0 0 0 

'Total w 5 4  0 6 0 7 1 ,  2 5 25 4 3 1 0 

'Total lines should balance. 
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1/20/93 Tranrilion Tarn Meeting 
Corporate Transition Force Matrix 

.. . 

Function/Depnrtrnent: Comptrollers I Risk Management 

Data as of 11-30-92 
....-... ~ __....._. _..___ Managemen1 by Paygnde ..--_ .......-. ~ ..... _ _ _ _  

Unsp Other I 2 3 4 5 6 7 8 Ok 

2.0 2.0 1.0 9.0 12.0 16.0 5.0 2.0 - ** 
Currenl Structure: 

BSC-HQ 

BSE-HQ 2.0 11.0 - 8.0 25.0 20.0 7.0 1.0 1.0 - 
- Sublolal Complrollcn 4.0 13.0 1.0 17.0 37.0 36.0 12.0 3.0 1.0 - 

BSC Other Funelions 1.0 - - 1.0 1.0 - - - - - 

Tala1 1 154.0 127.0 27.0 5.0 13.0 1.0 18.0 38.0 36.0 12.0 3.0 1.0 0.0 I 
I 

hopused Structure: I 
I 97.0 79.0 18.0 - 4.0 11.0 1.0 14.0 21.0 20.0 5.0 2.0 1.0 - 

1.0 - - - 
I 98.0 80.0 18.0 - 4.0 11.0 1.0 t4.0 21.0 20.0 6.0 2.0 1.0 - 

- 1.0 - - 1.0 14.0 12.0 3.0 1.0 - - 
1.0 2.0 1.0 - - - 

Avallablc lor ~ i g n m e n l  - -  ' 2.0 - 3.0 2.0 2.0 2.0 - - - 

- - _ _ - _ _  
BSC-IIQ Complrbllcn 

BSC-IlQOlhcr Func~lonr I "-0 
Total BSC-HQ 
BSE Business U n h  
BST Business Units - - - - -  

154.0 127.0 27.0 5.0 13.0 1.0 18.0 38.0 36.0 12.0 3.0 1.0 - 
I 

Total 

* PO3 from Corporate Suppart; Po4 from BAPCO; PO6 lo BSC-HQ Olhcr Functions. 
** E X C I U C ~ ~  ornccr and secreiatia~ support. > .. 



c 
4 
m 

1RW3 Transiiion Tam Mecling 

Comptrollers 
Restructuring after June 30,1993 

Headcount at 6/30/93 97.0 
a3 ! v Less: 

Completion of required conversion activities/ 

AFR = 7-9 

process improvements (4.0) 

Planned phaseout of methods and procedures 
following full Renaissance implementation (1 6.0) I 

dutsourcing payroll to major subsidiary (6.0) 

Headcount at 12/31/94 71.0 

Reflects 53% overall reduction from 11/30/92 
I 



COMPTROLLERS 

a 
v3 

EXISTING FUNCTIONS 

BSC CORPORATE ACCOUNTING 

BSE ACCOUNTINQ SERVICES 

BSC CORPORATE CONSOLIDATION AND 

BSE FINANCIAL ACCOUNTING MATTERS 

BSC EXECUTIVE PAYROLL/COMPENSATION 

BSC REGULATORY/OTHER ACCOUNTING 

BSE MERGERS AND ACQUISITIONS 

BSC RISK MANAGEMENT 

BSE INTERNATIONAL SYSTEMS 

BSE INTERNATIONAL ACCOUNTING 

EXTERNAL REPORTINQ 

AND BENEFIT STANDARDS 

STANDARDS 

BSE OPERATIONAL REVIEWS 

BSC AFFILIATED INTERESTS 

BSE METHODS AND PROCEDURES 

'ROPOSED FUNCTIONS: 

CORPORATE ACCOUNTING 

CONSOLIDATIONS/EXTERNAL REPORTING 

ACCOUNTING STANDARDS 

PART TO BST; REMAINDER TO ACCOUNTING 

MERGERS AND ACQUISITIONS 

RISK MANAGEMENT 

STANDARDS 

TO INTERNATIONAL 

TO INTERNATIONAL 

TO INTERNATIONAL, BAPCO AND WIRELESS 

TO BSC LEGAL 
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1/20/93 Tnnrilion Twm Meeting 

t- 
W 
0 

Current and Recommended Function Report 

FunaionjDcparlmcnl: Internal Audit (Auth- 

Brief function dezriplion: 

4 W - Canputer Assisted Audit Procedures Group 
+. 

5 ISA - Information Systems Audit Group 

1 CM - Operations Manager 

1 Clerk surplus 
t 

kcommended olactmenk 

Place i n  EST Internal Audit groups (they supFort these groups) 

Place in  EST Internal Audit group i n  Birmingham 

CTW for surplus CM 

Already placed i n  another department i n  BST 





I- 
o 
b) TOTAL CORPORATE HUMAN RESOURCES 

/FORCE MATRIX 
Non- 

Current Structure (w/4 PG8 & Sec) Total Mgmt Mgmt 

BSC-HQ 130 105 25 
BSE-FIQ 39 34 5 

Total 169 139 30 

Future Structure (w/2 PG8 & Sec) 
BSC-HO 6743 60-69 7-14 

B!TI' Business Unit 
Available for Reassignment 

I Total 

36 6 
& s  8 

169 139 30 

_. 

-.. , 

&a e c 



1/P/93 T~~~~si l ion Team tdeeling 

FlXlCUOfVDepaNn WTOTALCORPHW 
Corporate Transition Force Matrix 

/ 

' Told 169 139 30 5 6 0 6 39 19 49 14 2 4 0 

Fulure Stntdure: (wjPG8 6 SS) 
BSC-HQ 83 69 14 0 3 0 4 14 10 27 8 1 2 0 
BsEBusimSsW 11 9 2 0 0 0 2 2 1 3 1 0 0 0 

6 0 0 0 14 5 13 4 0 0 0 
0 9 3 6 1 1 2 0 

6 39 19 49 14 2 4 0 

- 

6 ;  6 O $---To EST Business Udt 
Available lor reassignment 

' T U  169 139 30 0 6 0 

Total lines should bdanca 

/ 

n 

fi 

N O E  Tho greatest cmdbilQ d the Mum force numbers Is in the total number ralher than In the dislribullon by p a y m e  
because the jobs will ha evaluated aRer the new work modules am ddgned. 

io-*-a 

.. 



BSC 2a 
BSE 5 

BSC 7 
Salary, Staffing, etc. 

BSC 22 

Mechanization Planning 

BSC 7 
3SE 0 

Labor Policy & CWA Liaison 
Wage and Benefit Policy 
Contract Negotiation 

Interface with Federal Regulators 
Compliance Requirements 
Legislation Review and Lobby 
Develop Training Materials 

rod  7 2 
F- Labor X 

X X 
X 

X 
X 
X 

X 

Current Future 
BSC 7 
9SE 0 
rota1 7 2 
3- Safety and Environment 

9sc 1 1  
3SE I 

Current Future 

PlanninglAssessment Programs 
Executive Education - BSLl 

_EEO/AA/Research/test validation . 
Workforce Legislation Review 
Mgmt Staffing PIansProgram Dev. 
Expatriot services 
HR Planning 
BSI Personnel Services 

X 
X 
X 

rota1 12 5 I Hazards CommunicationsErponomics I 1 x 1  
H- SLaffing and Development I Executive DeveIoprnent/Succession I X I  I 

Current Future 
BSC 30 
BSE 3 
rota1 33 9-20 
I - International HR 

3 s c  
3SE I O  

Current Future 

OSE 37 + 2 = 39 

rota1 IO 0 I I I 
BSC 124 + 6 = 130 63 - 79 + (4AVPISec.) = 61 - 83 0 1  I 

FNKW 882553 

X - 
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Pmpolodslnrhn: 
BSC-HQ 
BSE Bwi- Unils 

Wireleu 
Adrcn*mg & Publishing 

BST Bwi- Uniu 
Av*ilablo for rct"ignmml 
ToUl 
Lur inliciplcd fnNre 

ToUl u of 121JIn4 
reducliaa - lea cal3 3 

i 



IRo193TMtiiionTeun Mecling 

Corporate Transition Force Matrix 

Fuocton DepJNnac Cowme Phoning & 

i 
Toul Mgm NMgmi 

n 21 I 
a n  I 

4s 43 2 

UNP ..Otha 

0 4 
2 5 

1 2 3 4 5 6  

I n z o I IO 
0 0 1 0 4 s  

2 9 1 0  3 0 5 1s 7 I O  

32 32 I 6 
Propoud sullclutun: 

B X 4 q  
BSE Businas Uniu 
BST Businas Uniu 
A n i M I e  lor rrrninnrnuu 2 I 3 

* Tom1 4s 43 2 2 9 
I 1  

0 0 2 0 1 1 3  1 I 

1 0 1 0 3 2 0 0 0  
I o 3 o s IS 7 I a 

/ 

1 
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IM193 TNaiiim Tam M a u q  
Corporate Transition Force Matrix 

FunctionlDepment: Support 

Cumnt Slmuure 

6%-HQ 

BSE-HQ 

Toul 

mu asof 11-30.92 r------------- 
I Total Mgmt NMgmt UmpOlhu I 2 3 4 5 6 7 8 O f c  I 
I 
I 43.0 21.0 22.0 oa 1.0 3.0 I O  8.0 20 5.0 0.0 1.0 OD 0.0 

I 
I 55.0 32.0 23.0 0.0 20 3.0 1.0 ILO 2.0 9.0 ID M on 0.0 I 

-- Mmr:ml by Rygndc 

I 12.0 11.0 1.0 0.0 1.0 0.0 0.0 4.0 0.0 4.0 1.0 1.0 0.0 0.0 

I 
I 
I OPnONIl Ropoga Stnuart: 

B%4Q I 8.0 8.0 0.0 
BSE Buunrr Uniu I *41.0 19.0 220 
Bsr Burinu uniu I I 0.0 0.0 0.0 
Avaihbkfarerrrigmrn I 6.0 5.0 1.0 

I 
(ZAFllrlradyplued) I 

oa ID IA 0.0 la 0.0 4.0 0.0 1.0 0.0 aa 
0.0 0.0 2.0 1.0 9.0 2.0 4.0 LO on OD 0.0 

0.0 0.0 0.0 oa on 0.0 0.0 0.0 0.0 0.0 0.0 

oa 1.a 0.0 0.0 za 0.0 I D  OD ID 0.0 OD 
L/ 

I 

[ 55.0 320 23.0 1 OD LO 3.0 ~ ID IZO LO 9.0 1.0 LO 0.0 0.0 
n 

lolll r: 



.' 
, IR0/93 Tranrltion Tam M ~ d i i g  

Corpornle *l*r~insilinii Force Mii l i ix  

* 10hl Ibiu rimuld balaitcc. 

1. 1 PG5 Is currently on BellSouth Cellular payroll and not included 'tn these figures. 

2. 1993 PG5 addttton will increase BSC-tlQ PG5 count to 2. 

i'. 



llLo193 Tramltionharn Meeting 

Current and Recommended Function Report 

Funclion/Department Securi t y  

I- 
v) 
N 

Drkl  lunrllon dcscripllon: 

Conduct Security Investlgations 

ttcnmmtndtd plactmtnl: 

Place I n  BAPCO (1 PG5) and ESCC (1 PG5). This was determined 
by hours p ro jec t  b i l l e d  t o  BAPCO 6 BSCC i n  i992. Area o f  
concern i s  these managers must also work f o r  other BSE Companfes 
which w i l l  create addl t lonal  a f f i l i a t e  b i l l i n g  roblems. Although 

per iod o f  one year while the actual work may have been 3 people 
over a 4 month period. 

the pro jec t  b i l l e d  hours equate to,one person t R I s  was over a 





1: j c  /: ji ' 

IR0/93TnraitimTcM hkuinl 

Corporate Transition Force Manix - F u n a i  EXECUTIVE SUMMARY 

I I I I I I  UaSOf 11.3 
Mm-1 ay RYlnde 

Twl Mgnc NMW Ulap oula I 2 3 4 5 6 7 8 Ofc 
curnot sb.dur 

BX-HQ . n.0 ao 0.0 in 13.0 OD on 1.0 1.0 OD 0.0 on on 120 
BSE-HQ 21.0 21.0 0.0 1.0 9.0 on on 1.0 0.0 in 0.0 on 0.0 9.0 

' Twl 49.0 49.0 on 10 no on 0.0 2.0 in in on 0.0 on 21.0 

RopOsdSlrnntlrr: 
. BX-HQ 29.0 29.0 0.0 2.0 13.0 0 0  0.0 1.0 1.0 ID OD 0.0 04 11.0 

BSE h i m r  UniU 8.0 0.0 0.0 4.0 0.0 0.0 0.0 0.0 0.0 OD 0.0 On 4.0 

A n i l & i c l a r m i  0.0 0.0 5.0 0.0 0.0 1.0 0.0 0.0 OD 0.0 0.0 6.0 
on 0.0 0.0 0.0 0.0 OD 0.0 0.0 on 0.0 on 0.0 

' T W  49.0 ao u) no 0.0 0.0 LO 1.0 1.0 on on on 21.0 

n ! 9,l" 

! 
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Southern Bell Tel. L Tel. Co. 
FPSC Docket No. 920260-TL 
Audit 
Date: 10/07/93 
Item No. 2-178 
Page 1 of 1 

Request: Provide the average amount of salaries paid to the 
following pay grades at SSE and BSC - 1, 2, 3 ,  4, 5, 6, 
7, 8. 

Response: Average salaries by pay grade are not readily available. 
Below are 1992 "Position Rate" figures for each pay grade 
requested. - 

1 
2 
3 
4 
5 
6 
7 
8 

1992 
pos i t ion 
w 

This material constitutes proprietary confidential 
business information and is being produced subject to a 
"Notice of Intent to Request Confidential 
classification." 

Date Provided: October 25, 1993 



4 
4 

. . . . __ . 

I Southern Bell Tel. L Tel. CO. 
FPSC Docket No. 920260-TL 
Audit 
Date: 10/07/93 
Item No. 2-179 
Page 1 Of 1 

\ 

Request: Provide any and all forecasts of expenses from BSE 
Corporate to EST for 1994, and from BSC to BSE subs in 
1994. 

Response: There is no forecasted billing in 1994 from BSE-HQ to 
EST. The BSC-HQ forecast Of 1994 billing to BSE iS 

1% . -  

This material constitutes proprietary confidential 
business information and is being produced subject to a 
"Notice of Intent to Request Confidential 
classification." 

Date Provided: October 25, 1993 
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KXEEXENT NO. PY-1157-8 

BETWEEN 

NORTHER3 !EIXCOM INC. 
- ;  .- AND - 

B&LUOUTH SERVICES INCORPORATED 
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1 1 

2 1 

3 1 

4 12  8 

2 

2 - -  6 
6 

A g r e e n e n t  N o .  PY-1157-9 . 
Appendix A 
Attachment #1 

. Page 1 o f  7 

LIST OF EQUIPMTXT A N D  PRICES 

NET 
PRICE 

DESCRIPTION 
-~ ~ 

FIRST 128 LINES I S D N  AND 256 LINES POTS 

BAY OF W - 1 0 0  LINE DRAWERS E/W: $126,000 - 128 MODIFIED OPTICAL ISDN LINE 

- 128 SINGLE XODE OFTICAL PATCH 
CARDS (OISLC) + 6 SPARE LINE CARDS 
CORDS WITn SMA CONNECTORS FROM 
LINE DRAWERS TO WDM BAY + 2 SPARE C O W S  - SUPPLIED EFLI 

BAY DMS-100 LINE DRAWERS MODIFIED S 3 6 , 0 0 0  

- 6 SPARE WDM DEVICES - 128 SINGLE MODE OPTICAL PATCH CORDS 
WITH SMA CONNECTORS FROM WDM BAY TO 
u;x + 2 SPARES 

FOR 128 WDM DEVICES EfW: 

- SUPPLIED EFLX 

DMS-1 RCU E/H: f 78 ,000  - 64 OPTICAL INTERFACE CARDS (DFAC) FOR 
UP TO 128  SUBSCRIBERS h 256 POTS 
LINES (DN) + 4 SPARE LINE CARDS 

CORDS WITH SMA CONNECTORS FROM 
LINE CARDS TO LSCIE + 2 SPARE CORDS 

- 128 SINGLE MODE OPTICAL PATCH 

- SUPPLIED EFhI 

LOW SPEED NETWORK INTERFACE ( L N I )  $332,000 
ENCLOSURES EACH E/W: - ISDN OPTICAL NETWORK INTERFACE - BASIC OPTICAL NETWORX -ACE - POWER SUPPLY ANn WDH 
- E & F O N L Y  
PORTABLE UNITS MODIFIED FOR 
PORTABLE TEST USE 
SPARE LM m L t Y  EQUIPPED 
SPARE CARDS (fONI) 
SPARE CARLS (BONI) 

( I O N I )  

SUB TOTAL $ 5 7 2 , 0 0 0  

198 sv 



ITEU QTY DESWPTION 

Agreement No. PV-1157-3 
Appendix A 
Attachment I1 
Page 2 of 7 

m 
PRICE 

, * 5 
2,9260 

7 

FIRST 128  LINES VIDEO 

1 VIDEO SWITCH/SEIECTOR E/W: - COmON EQUIPKENT - 128 SUBSCRIBER CARDS + 6 SPARE CARDS - 1.28 FIBEZ PATCH CORDS .WITH 
SMA CONNECTORS FROM vss 
TO WDM BAY + 2 SPARE CORDS - SUPPLIED EFLI 

1 TEST BAY E/W: - A SINGLE SER- PC - A LOCAL XAINTENANCE CONTROLLER - A VONI - INCLUDES EFhf 

1 CONTROL SOFTWARE FOR ITEM 6 

fssoo 8 1 VIDEO PATCH BAY E f W :  - PATM CORDS FROM THE BAY TO 

$254,000 

- s 10,000 

s 1,000 

$ 4,000 

THE VSS - INCLUDES 2 SPARE cows - SUPPLfED EF&I 

9 1 2 8  H I G H  SPEED NETWORK INTERFACE (HWI) 
zNCLOSuR25 E/W VIDEO OPTICAL 
NETWORX INTERFACE - INCLUDES E h F ONLY . 

2 SPARE WNI FULLY EQUIPPED 
6 SPARECARDS 
1 HNI MODIFIED FOR PORTABIS 

TEST USE 

$ 2 0 8 ,  ooo 

SUB TOTAL $477,000 @' 
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Agreement No. PY-1157-B 
Appendix 4 
Attachment #l 
Page 3 of 7 

NET 
PRICE 

ITEM QTY DESCRIPTION 

10 

11 

1 2  

SECOND 1 2 8  LINES ISDN AND 256 LINES POTS 

1 BAY OF DMS-100 LINE DRAWERS E/W: $ 1 2 6 , 0 0 0  - 128 HODIFIED OPTTCAL ISDN LINE 

- 1 2 8  SINGLE MODE OPTICAL PATQI 
CARDS (OISLC) 

CORDS WITH SMA CONNECl'ORS FROM 
LINE DRAWERS TO WDM BAY + 2 SPAR2 CORDS - SUPPLIED EFCI - INCLUDES 6 SPARE LUYE ChROs 

1 BAY OMS-100 LINE DRAWERS UODIFIED $ 3 6 , 0 0 0  
FOR 1 2 6  WDM DEVICES E/%: - 6 SPARE WDM DEVICES - 1 2 8  SINGLE MODE OPTIChL PATCH 

CORDS WITH SMA CONNECTORS FROM 
WDM BAY 13 LGX + 2 SPL9E LINE COFDS - SUPPLIED E 6 1  - 

1 DMs-1 RN EIW: $ 5 3 , 0 0 0  - 64 OFTICAL XNTERFACE CARDS (DFAC) FOR ' 

UP TO 128 SUBSCRIBERS h 256 POTS 
LINES (DN) + FOUR SPARE LSNE CARDS 

CORDS WITH SMR CONNECTORS FROM 
L I N E  CARDS TO LSCIE + 2 SPARE CORDS 

- 128 SINGLE MODE OPTICAL PATCH 

- SUPPLIED EF61 

13 1 2 8  L O W  SPEED NETWORK XNTEXFACE (LNI) 
ENC-SURES EACn E/W: - ISDN OPTICAL NETWORX INTERFACE (ION11 - BASIC OFTICAL NETWORK I-ACE (BONS) 

- E L P ONLY 
- POWEX SUPPLY mr! WDM 

2 SPARE LNI mL;LY EQUIPPED 

6 SPARECARDS (BO=) 
. 6 SPARE CARDS ( IONI)  - . 

$332, D O 0  

SUB TOTAL $547,000 
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Agreement No. P Y - 1 1 5 7 - U  
Appendix A 
httachnent fl 
Page 4 of 7 

NET 
PRICE 

14 1 

15 1 

16 1 

17 1 

18 1 2  8 

2 
6 

19 

. . 

201 

(ks24) 

SECOND 120 LINES VIDEO 

VIDEO SYSTEM E/W: 5 2 2 2 , 0 0 0  - 128 SUBSCRIBER CARDS + 6 SPARE CARDS - 128 FIBER PATEH CORDS WlT?S 
SnA CONNECTORS FROM vss 
TO WDX BAY + 2 SPARE CORDS - SUPPLIED EFCI 

VIDEO PATCH P=V P f W .  s 4.000 -- -, ... - PATCH CORDS FROM THE BAY TO THE VSS . - INCLUDES 2 SPARE CORDS - SUPPLIED EFhI 

MAINTZNANCE SYSTEM ADDITION EIW: $ 3 , 0 0 0  - A SINGLE BACKUP SERVER PC - SUPPLIED f F h f  -.__ 
COWSROL SOFTWARI: FOR ITPI 16 5 1,000 

HIGH SPEED NETWORK ZNTERFACE (mI) $174,000 
ENCLOSURES E/W VIDEO OPTICAL 
NETWORK INTERFACE (VONI) - E 6 F ONLY 
SPARE HNI N L L Y  EQUIPPED 
SPARE CARDS 

SUB TOTAL S 4 0 2 , 0 0 0  
WTTRIAL, ENGINEERING, 

AND S 2 , 0 0 0 , 0 0 0  

SUPPORT FOR SYSTEM $3 ,000 ,000  

5 5 , 0 0 0 , 0 0 0  



LIST OF RELATED STAND- EQVl- 

EQUIPMENT 

SOUTHLXN BELL: 

DHS-100 

PACXET 

TIB'IBER OPTIC CABLE 
AND H A R D W W  

VIDEO EQUI- 

DES CRI'PTION 

SWITCH 
ISDN BAYS 
SCN-100 
IAClSTZ 

DPN-15 

FKT-150 

FEEDER CABLE 

DISTRIBUTION CABIS 
DROP CABLE 
SPLICE CLaSURES 

LGX 

LSCIE 

VIDEO DMODULATORS 

CONTRACT # 

PR-12 3 2-B 

PR-12 3 2-B 

PR-2 1 6  6-A 

PR-1728-8 

PR-1?2 8-B 
PR-17 2 8 -B 
OmER VEXDZ'R 

VE!:3GR 

OTHER VENDOR . 

OTEIER VENDOR 
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Agreement No. PY-1157-a 
Appendix A 
Attachment #1 
Page 6 of 7 

EQUI- DESCRIPTION CONTRACT # 

BE PROVIDED 
EQUIPMENT 

fkC74l 

VlDEO P C  (BPC) O T M R  CONTRACT 

VIDEO PORT C O N T R O W  OTIIER CONTRhC? 
(SET TOP BOX) 

I S D N  T-NAL T2317 

I S D N  TA (PCTA) 

OWER CONlTGCT 

OF-R CONTRACT 

OTHER CONTRACT 
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Southern Bell Tel. L Tal. Co. 
FPSC Docket No. 920260-2L 
Audit 
Date: 06/01/93 
Amended Response to 
Item No. 1-084 
Page 1 of 3 

Request: Provide workpapers and separation cost studies which 
detail the assignment and allocation of investment and 
expenses by plant codes and USOA Accounts for the 
Heathrow Fiber Optic Field T r w + -  intrastate and 
interstate jurrsaxctzons. This info%on is required 
for the overall project undertaking including the CAW 
System purchused by SBT/BSS from Heathrow 
Telecommunacetions, Inc. 

Response: The Company amends its response of June 0, 1993 in which 
it stated that the requested information or a status 
report would be provided on June 29, 1993. - 
The response to item 1-059.1 clarified that the purchase 
of the coax facilities was from Telcom Int nrrL 
instead of t i e m  T eiecommunication, Inc. This 
investment is included in the assets used for this trial. 

The assignment of direct costs and the k t l O c P t b n  
procedures for cornon costs are detailed in the  
Accounting Plan for Cable TV transport (attechmemt 1). 
The procedure for loading overhead costs also are 
explained. 

Cost Office and separations workpapers, €or the month of 
January 1993, are provided. The following demonstrakes 
how the amounts flow through the process for the 
BUILDINGS account 2121. The other accounts are similarly 
handled. 

The Cost Office sumsrizes the investment and expenses 
for CATV transport monthly. This is &ne by extracting 
the investment in the "Bl' FRCs from the Florida Journal. 
?he other common investment costs are developed using the 
methodology outlined in the Accounting Plan. A l l  the 
costs are then input onto a spreadsheet along with the 
current overhead loading factors. This spreadsheet 
performs the loadings for overheads. A report iS 
produced that is provided to separations (attachment 2 ) .  
On page 2 under the column "2001-TEL PLANT IN SVC", for 
ACCOUNT 2121.0, is a balance of $230,004.32. The next 
few paragraphs will track this amount through the 
separations process to demonstrate how it is excluded 
from ratemaking. 

_ _  . 
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Southern Bell Tel. L Tel. co. 
FPSC Docket NO. 920260-TL 
Audit 
Date: 06/01/93 
Amended Response to 
Item NO. 1-084 
Page 2 of 3 

Response continued: 

Separations inputs the amounts reported by the Cost 
Office into the separations system. Report SS1037-13 
(attachment 3) under the column END-OF-MONTH shows the 
amount of $230,004 for account 2121 BUIL3INGS ADJ TO. 
This report shows that the CATV investment was entered 
into the separations syst'em. The following paragraphs 
tracks the investment averaging and exclusion process. 

Report SSlO37-10 (attachment 4) shows under the column 

BUILDINGS. This amount is the total investment in 
Florida for account 2121. It comes from the Ledger. 

Report SS1037-11 (attachment 5) shows the non-regulated 
investment under column END-OF-MONTH the amount of 
511,223,078 for account 2121 BUILDINGS NR. This amount 
comes from the Cost Separation System. 

Separations uses the average of two months data. Xteport 
SS1109-10 (attachment 6 )  shows account 2121 BUILDINGS rC 
average investment is $640,780,888 and the account 2121 
BUILDINGS NR is 511,477,042. These were computed by 
summing the current month and the previous month's 
amounts and dividing by 2. 

Report SS1109-13 (attachment 7) shows the (CATV) 
investment in account 2121 BUILDINGS ADJ TO is $230,004. 
The investment for account 2121 is the same for the 
current month and previous month so the average is- the 
same. 

END-OF-MONTH the amount of $641,934,192 for-account 2121 

Report SS1111-10 (attachment 8) account 2121 Building.REG 
is $623,303,846. It was derived by subtracting. the NR 
investment, in account 2121, of $17,477,042 from- the 
total average investment, in account 2121, of 
$640,780,888. The CATV investment, in account 2121, of 
$230,004 i s  not used in this calculation. This report 
shows the investment that is subject to regulation. The 
next step is to remove the adjustments from the Mlount 
subject to regulation. This is where CATV investment is 
removed. 
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southern Bell Tel. & Tel. Co. 
FPSC Docket NO. 920260-TL 
Audit 
Date: 06/01/93 
Amended Response to 
Item No. 1-084 
Page 3 of 3 

The process on attachment 3 through 8 takes the monthly 
totals by accounts €or total plant, non-regulated plant, 
and other adjustment to plant and develops a two month 
average. The total plant average is then reduced by the 
non-regulated average and the resulting amount is used as 
regulated plant in the separations system. 

Report SS1112-10 (attachment 9) shows the amount in 
account 2121 BUILDINGS REG is $623,303,846. This report 
also shows the amount in account 2121 BUILDIt?GS ADJ TO is 
$230,004. The are the average investment amounts 
computed above. 

Report 551112-10 (attachment 10) shows the amount in 

was derived by subtracting the adjustment to amount, in 
account 2121, of $230,004 from the total investment, in 
account2121, subject to regulation of $623,303,046. The 
$230,004 is the amount of CAW investment identified by 
the Cost Office and reported to Separations on attachment 
2. 

As demonstrated with the building account 2121, the 
investments reported to separations by the Cost Office 
are removed from the amounts subject to separations. 
This method was adopted to meet the FCC requirement to 
keep the investment in CATV trials out of the rate base. 

account 2121 BUILDINGS SUBJ TO SEP is $623,073,842- This 

Date Provided: June 29, 1993 
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Accounting Plan for Cable N fnnspor t  

..c---';>' Classification Lettcr 

rmw. 1-w 
mWan I 

90-08-045SV 

Assistant Comptrollers and Assistant Vice Presidents 
(Dc8ling with Accounting hirtterr) 

BellSouth Corporation. BellSouth Services. Southern Bell. and 
South Central Bell 

R T. Bishop. Comptroller 

Accounting Plan Tor Cable TV Transport 

Attached is the initial issuanec of C l u r i i a t i o n  Letter 1291 which details the 
accounting plan for Cable TV Tramport senices offered by Southern Bcll. This 
accounting plan contains the principles t o  be used in  assigning and allo~ating these 
COStl.  

Maint8ining this document i s  the responsibility of the Accounting Support 8nd 
Research group. Questions may be directed to Frank Dunn at (404) 529-8422. 

RECOMMENDED: 

&% 
R. P. Klein 
Segment Manager - 
Accounting Support and Research 
Comptrollers 
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m C A T l O N  
RECIONU ACCOUMIRG MA- 

ACCOUNTING P- YOR 
CABLE N TRANSPOXT 

F 

I 1.00 INTRODUCTION 

r' 

1.1 The trampon of broadband signals for a b l e  relevision oporaton is an 
interstate service regulated by the Fcdcnl Communication Commission (FCC). 

FCC Orders have granted Southern Bell the authority to construct and 
maintain certain n b l e  television (CATV) transport facilities. 

The FCC in the Hunter's Creek order and certificate rclcarcd 9-24-86 
StPtCP: 

T h a t  books of account for the broadband channel facllitier separate from 
books of accounts for the telephone facilities shall be maintained to 
prevent the construction and operation of the broadband channel Iacllltlcr 
from bclng rubtldlzed by other common carrier rerrlcer.' 

The FCC in the Lake Mary (Hcatbrow) community order and ccr t l f ia tc  
released 7-29-87 stated 

?hat books of seeounts tor the broadband channel facl1itir.s authorized 
berein shall he maintained scpsrately from books of account for other 
regulated services. That the interstate portlon of the autborizmd 
faell1tl.r shall not be included in whole or  In part in  the rerealre 
requlrement for any other rrgu1at.d communlutionr common ur r i e r  service; 
u d  (hat the propored a b l e  transport service shall mot be rubldlzed by 
rcrennc from any other regulated communiutlonr common carrier services.' 

The FCC requires the accounting procedures associated with thk service be 
revised so thrt these a~ucw and cxpcnser are kept in secpp~~tc  books. 

This service is provided over coaxial and/or fiber facilities. 

BellSouth's re;uhted subsidiary, Soutbcrn Bell Telephone and Telegraph 
Company (SBT). has provided (November, 1986) broadband channel r8eiiities 
in the Hunter's Creek subdivGon. Florida. The faeillciu are provided 
over both multimode fiber and coaxial cable% Most of the customers were 
provided service nsing coaxial facilities. 

13 
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1 :7 Beginning in the Fall of 1989. BellSouth's regulated subsidiary. SET. 
provided broadband channel facilities to Hathrow subdivision in Florida. 
The facilities werc provided over single mode fiber and c o d a l  a b l u  A 
limited number of customers (approximately 250) rcccivcd servicc over 
fiber optic facilities and the reminder were provided acrviec over cou;hl 
facilities. Where fiber is provided. n o m 1  telephone service will a h  be 
provided over the fiber optic faeiliries. One fiber will be used to 
provide Plain Old Telephone Service (POTS) and one fiber will be used for 
CATV. The C A N  fiber will also be capable of transporting ISDN. 

1.8 The Huntcr'r Creck and Huthrow C A N  system are switched digital systems 
wed for musport or CATV services. 

Thb recounting plan 4 not duigncd to address now technologics or future 
system designs as CATV systemr inmllcd in the future may not be switched 
digital systems. If CATV super trnnlting is deployed. then the network 
design will have to be analyzed and this accounting plan updated 
accordingly. 

200 DPSCRPTION OF ACXIVITIES 

2 1  

- 
The telephone company will pmvide the central office equipment, Controlled 
Environmcnal Vault (CEV). and outside plant equipment neCWsary to provide 
CATV broadband transport retrice+ 
a b l e  television company operating within a telephone exchange area. 
Coaxial or fiber optic cables will be installed from the C A N  company 
(hadmd) location to the telephone company central ofriec and then to the 
subscriber interface point (at customer premise) or from thc CATV company 
(headend) loation to the subscriber interface point. 

rcrvicc will be provided to the 

2 2  The telephone company will bill the a b l e  company a flat fee per month for 
each end service user subscribing u) CATV service The telephone company 
will also bill the cable company for nonrecurring charges provided for in 
the tariff (e.&, service establishment charge). The cable company will i n  
turn maintain end user eontact and bill the end user for the subscribed 
services. 

. . .  



ACCOUNl7NG PLAN FOR 
CABLE N 'IRANSPORT 

,.- . 

3.00 ACCOUNTING TREATMENT 

3.1 REVENUES 
3.1.1 Recurring revenue will be generated from a f l . 6  monthly rate for the 

mnrpon of the CATV signals 10 each service user. This biiling will k 
generated through the Customer Record Information System - Aecounu (CRIS) 

Non-recurring revenues will be generated from service utablkhment charges 
and mintenancs chargct This billing will be charged to the other Local 
Private Network revennc account. Account 50403100. The Unirorm Service 
Order Code WSOCs) that have been provided for this billidg are as 

systcm 

roiiows: 

IxEE mA2L 
Single Family Residence (Heathrow) W Q Q n  
Multi-Family Residence (Hathrow) WQQZU _ _ _  - 
Any Family Residence (Hunter's Creek) 22123 z z9YZ 

EUEE 
HPDSF 
W P D M F  

c.. 
Heathrow 

Hnntcr's C r a k  

32 AND EO- 

33.1 Purchases of cguiprnent or material will be charged to the appropriate 
investment or expense Field Reporting Code (FRC) and Eqaipmcnt Category 
Number (ECN) as follows 

213 
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CLASSIFICATfON L-CTrER 
REDZONAL ACCOUNTING LG\flpRs 

,- ACCOUNTING PLAN FOR 
CABLE TV TRANSPORT 

3 3 2  The accumulated depreciation accounts for the capital investment are as 
f0llow.c 

c-. 

3.2.3 Payments to vendors will be initiated through the voucher systcm or Billing 
Verifiation Authorization Payment Procus (BYAPP), at appropriatc. The 
cost of material should be charged to the appropriate FRC. 
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CWIVICATION LEl7zn 
R?XXONAL ACCOUNTIN0 YA- 

ACCO-G PLAN TOR 
CABLE N TRANaPORT 

A 

. 324 Investment for Power utea for CATV Tmnrport 

(1) Power Investment - (Jointly used 'EMERGENCY") - A determination will 
be made by the csuipmcnt engineer as to what percent of the power 
will be used by Telephone Ccatral Office Equipment, Cable TV Central 
Office Equipment, aod House Scrvicu The predominate user will 
have the total investment in emergency power equipment charged to 
ita respective field reponing code. 

Power Investment - (Dedicated) - The dedicated power supply 
invcstmcnt will be assigned to the central office equipment account 
that it serves. 

(2) - 
3.23 Outside Plant 

--. 

215 

( I )  Dedicated Outside Plant - Dediatcd 'COAXIAL' ciblq used for CATV 
will be assigned to the C A N  coaxial field reporting codc. FRC 
B4SC. Dedicated 'fiber' used for C A N  will be assigned to the CATV 
fiber field reporting c o d c , n l s r : e r g r o u n d  u b l e  or B645C for 
buried cable. Hooter's Crcck fiber is dedicated 100% C A T  

Jointly Uscd Outside Plant - Jointly used 'fiber' cable will be 
arrigoed to the POTS and CATV fiber field reporting code. B6SC for 
underground cable or BUSC for boricd cable. 

(a) Heathrow a b l e  investment will be manually allocated krween 
telephone plant and a b l e  tclevbion services plant based on 
the engineering duigned use and actual deDlovcd use. The 

- .  
(2) 

SO% to CATV tramport If the utilization of 

be r-cvicw-cd to determine ir adjustments are necessary: 



(b) The outside plant FRCS CB" prefixed) will be apportioned by 
using a weighted ratio. This ratio will be dcvdoped by 
assigning the Hunter% Creek invutmcat at 10096 and the 
Hathrow investments at 50%. The prrrllocatcd investment m d  
the assigned invcrunent will then be separately toul ld  The 
sum of the u r f p e d  investment will be divided by the snm of 
the prcur ipcd  investment The r a d t i n g  ratio will be the 
ratio of C A W  Transport investment to total investment in the 
'B' preflxed FRC. Thi ratio will be developed for the 
combination of FRCS B85C and BUSC 

arcaninned- .. - 
Investment at HnntcPs Crcck - X 100% =- 
Investment at Hathrow - X 50% I- 

Total assigned / total preassigned - - weighted ratio 
Total invmmcnt - - 

,-. . 

(e) The rcsnlting CATV Transport ratio will then be used to 
apportion the invatmeat in outside pknt FRCs BSC, BSSC, and 
B845C to CAW Tnmport. T h e  mtio will be updated as 
required. This will be rcauircd when the investment incresses 
over Sl0.000 or 5%. T h e  Miami Cat Office will compute the 
ratio and monitor it for n-ry npdating. 

FRC investment 4- x weighted ratio - S- CATV 
a u i p e d  investment 

The Network Engineering Group will be responsible for 
informing the Cost Office of any orders, estimates. or jobs 
being installed at these rubdivisions in connection with CATV 
Transport. 

(d) 

3 2 6  Central Office Equipment 

(1) Switching cqnipmcnt dedicated for C A N  will be assigned to the 
ccntrrrl office assets account for C A N  switching FRC 377C ECN 
607x1. 

. 
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? 
AOCOUNTIUC PLAN FOR 
CABLE TV TRANSPORT 

Pair Gain circuit equipment wed d u r i v e l y  for CATV will bc 
assigned to the CATV circuit equipment FRC zS7C ECN 1114x1. 

(3) At Heathrow iointly used circuit cquipmcnt will h* 
50% to C A N  accounu and 50% 
equipment ir insmllcd to operate with or support the outside p h i  
facilities. An example of jointly used circuit equipment iZ the 
wave division multiplcxer (WDW As cxplaincd in 3.25, jointly 
used plant is k ing  utilized cqlrifly by CATV and POTS and should be 
assigned evenly. IT the utiriution changct, this factor will be 
rccvrf~lcd. ._ - 

The entire investment at the Hunter's Creek CATV hudend location 
will be directly assigned to CATV transport. 

The entire investment in the video selector switch will be directly 
assigned to CATV Transport SRC 2212.IOO0, FRC 377C. ECN 60721. 

The central office cquipmcnt identified with ECNs wlll be 
apportioned manually by using a ratio developad by lrripning the 

' o m e  preassigned invatmutt. Thc rcsti1tiaR ratio will be thc 
ratio of CATV invatmeat to total innrtmcnt included in Ute ECN. 

aairncd 
Invatmcnt a t  Hnntcr's Crcck - X' 10096 I- 
Iavestmcnt at Heathrow -x 5osb-, 
Total investment - - 
Total assigned / total preassigned - - weighted n t i o  

The resulting CATV Tmnrport ntio will then be rucduL 
apportion the iovutment in central ofrice ~ l a n t  to CATV 
Transport. 1-he nu0 will be npdatcd u ne-ry. Thit will 
k. m u i r e d  when the investment in- over SlO.000 or 596 
The Miami Cost Orrice will compute the ratio and monitor i t  
for ncceznry updating. 

ECN investment 5- x weighted ratio - S- CATV 
assigned invatmcnt 

(a) 
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3.3.1 

332 

c-. 

3.4 

3.4.1 

3.42 

3.43 
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(b) The Network Engineering Group will be responsible for 
informing the Cost Office of any orders, utinurcr, or jobs 
being installed at these subdivisions in  connection with C A W  
Transport 

Central Office. Land and Buildings and Controlled Environmental Vaults 

Investments and expenses associated with central office. land and buildings 
and controlled environmentrl vaults will be loaded on the CATV investments 
using the factors developed in  the other common costs procedures in  36: 

ENOINEERING 
Engineering work for CATV activities will be performed by the o h d c  plant 
engineers or network equipment engineers. as appropriate. 

Time spent by network engineers and by outside plant engineers should be 
reported to the appropriate FRC. (Refer to 311. )  

ATION AND MAINTEN- 

Telephone company installation and maintcrrana personnel will install and 
maintain certain CATV equlpmcnt Therefore. field personnel should report 
a11 their time spent installing. maintaining, and testing this equipment 
to the appropriate FRO (refer to 3.2.1 for accounts). 

(I)  

(2) 

Dedicated equipment inshllation or maintenance will be assigned to 
the dcdiated accounts. 
Jointly used plant installation or maintexuncc will be split 50% to 
CATV accounts and 50% to POTS accounk (as explained in 32.5). 

Inmllntion of the C A N  video port controller (set top box) will be 
provided and Insratled by the u b l e  N company. The Telephone Company is 
providing the set top boxes to the Cable TV company under lease. The 
accounting for this investment will follow that of leased Customer Premise 
Equipment. 

Inside wire associated with C A N  will bc provided for by the homcowncr, 
contractor, or CATV company. 
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A C C O ~ C  PLAN ?OU 
CABLE TV TRANSPORT 

.... 

3.5 SERVIS;E 

35.1 The marketing and customer service functions for end-users arc the 
responsibility of the cable T’V company. 

3.6 - 
3.6.1 Common expenses associated with supporting investment are allocated to CATV 

Transport These loadings will be applied to wages associated with CATV 
Trrnrport using the ‘Generic Billing Application. personal computer 
program The outside plant wages assigned to FRCI B758t.f. B958M. 85% BSM. 
BSSR, BMM B45R. B45M B598M. 8645R. B845M. B498M. B4R. and B4M will have 
loadings applied. 

T h e  wages associated with CATV Transport Central Office Equipment will he 
developed and loaded as follows. The FRCs 377G 257C. 357C. and 57C will 
have expense ratios developed. The end of the month total investment in 
the FRC will be divided by the corresponding total expense. The result 
will he the cxpense associated with cach dollar or investment by FRC. The 
wasc ratio computed u c h  month LS part or the journal pr- will be used 
to compute the associated wages per dollar of expense. 

The investment assigned to the B prefixed FRC and the invutmcnt assigned 
to the ECN will be summarized by account and the wage ratio then applied. 
This will result in  the derived wag= for each account. The CATV Transport 
wages developed Cor FRC 377Q 257C. 357C and 57C will be loaded using the 
Generic Billing Application program. 

Each new 'estimate containing labor charges that arc capitalized will have 
the wage expcnsc portion of the estimate summarized. The wages wilt then 
be larded for nondirect expenses. These non-dircct expenses will be 
calculated and included In the monthly expense summary during the month the 
estimate closer These expenses will be calculated only once per estimate. 
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DLASSmCAnON LmTER 
REGIONAL ACCOmrrmO MA- 

.-., ACCOUNTING PLAN FOR 
CABLE Tv fRANbP0RT 

A list of common expense and investment loadings to CATV followr 

1. 
2 
3. 
4. 
5. 
6. 7. 

8. 
9. 

1. 
2 
4. 3. 

5. 
6. 
7. 

9. 
IO. 
11. 

a. 

1. 
2 
3. 
4. 
5. 
6. 
7. 

9. 
10. 

a. 

E.ctntive 
Plxnning 
Accauntin8 8 d  Finance 
Extern1 Relations 
Humn Ruourca 
Information Management 
Legs1 
Procurement 
Other General and Administrative 

WMMON 1NVF- 
Land 
Motor Vehiela 
Special Purpose Yehisic 
Garage Work Equipment 
Other Work Equipment 
Buildings 
Furniture 
Office Equipment 
ocnsral Plvporc Cornpnurs 
Capital Stock Tax 
ROJ. (gmn Up) 

Depreciation 
Motor Vehicle 
Special Purport Ychielu 
Ganse Work Equipment 
Other Work Eqnigment 
Land and Buildings 
Furniture and Artworks 
Office Equipment 
Ocncml Purpose Computer: 
Property T a x a  

am2m1 
6711 
6712 
6721 
6722 
6723 
6724 
6725 
6726 
6728 

AccouNT 
2111 
2112 
21 14 
2115 
21 16 
2121 
2122 
21?3 
2124 

ACCOUluT 
6521 
61 12 
6114 
61 15 
61 16 
6121 
6122 
6123 
6124 
7240 

C. _. 

2 2 0  
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ATING E X P E W  
1. Plant Operations Administration 
2 h&=hl6 

Thuc wmmon COIU will be computed using the Generic Billing 
Application program. This Personal Computer (PC) program will 
provide loadings for salaries and wag= 

3.6.2 In addition to the ovcrhuds attociated with plant wages, ulcuIr1Cd in 
34.1. the u p i u l  investments will hive overheads loaded. Investment 
related expenses include return on investment. property tax. capital stock 
tax. depreciation/amortiution expense i n d  plant specific operations 
expenses (PSOE) associated with the investment These charC) will be 
loaded on CATV Transport investment accounts listed in 3 1 1 .  Each 
invcttmcnt will have the Intracompany Investment Compensation (ICIC) 
carrying charge rates lorded to the investmcnt used for CATV Transport. 
Thc rates used will be the total (without PSOE). 

653s 

3.7 IiWs 
3.7.1 Federal and state income u x w  rppliable to  CATV are allocated b a d  on 

the rpccifially defined book inwmc for CAW. Appliable federal and 
state income taxes an accounted for in accordance with the deferred method 
of comprehcnsivc interpcriod tax alloution as set forth in the Accounting 
Principles Board (APE) Opinion 11. This process results in the recognition 
of income tax expense, or benefit. i n  the same pcriod that the related 
transaction is reported i n  pretax accounting income even though aomc 
transactions m a y  affect the determination of taxes payablc in a different 
period. 
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3.73 In computing the tax effects of timing differcorn. tax on originacing 
tranractiont is b a d  on current tax rata. The u x  dfccts of reversing 
diffcnnccr arc recorded based on the appliablc u x  rates reflected io the 
attounts as of the beginning of thc period. Since pumancnt diffarcnces do 
not affect other periods. intcIpmod !ax allocations are not utilized to 
account for such differcoat 

The income a x  expcarc ~ECOU~II  which arc used for CATV are as follows: 

Account 7210 - Invatmcnt Tax Credit 
Account 7120 - Federal Income Taxes - Current 
Account 7230 - State Income Taxa - Current 
Account 7250 - Provision for Deferred Income Taxu 

3.13 

3.7.4 Applicable sales taxes, gross receipt, income tax. etc. billed for CA-TV 
service will be summarized and reponed to SsparaLiOns. 

3.8 IuumxQm 
3.8.1 Billing and eallectiw charges will be calculated using rat= charged t o  

latcrcxchange Carrie= (IXC) for similar unieu. The contracted charge 
per bill will bc urcd for the bill s a t  to the CATV company. Thc rate for 
billing and collection for casual customers is $30 pcr bill and S.0.528 per 
message (in this case number of scrviCe nun) .  These costs win be 
reported to Separations as account 6623. 

' This claarc is io accordance with APB 11. Whcn SFAS 96 is enacted. BcllSouth 
Comptrollers will issue 80 Accounting Policy Letter which will provide guidance on 
accounting for income taxes. 

_- 
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ACCOUNTING P U N  FOR 
CABLE 'N TRANSPORT 

c. 

3.82 The CATV company will report new. changed. or deleted end user customer 
record dam to the hfajor Account Center (MAC). Thc Major Account Ccnur 
will process the new or change order (N or D) adding or dcleting.thc 
wrvice user. Thc service order processing function includes r d v i n g .  
editing, and processing the completed servicc order+ T h a e  service order 
processing eosu arc in mcount 6623. Customcr Services The cost of 
providing this scrvicc will be determined by summing the monthly service 
order activity by USOC counts. T h e  rvcragc cost for processing a service 
order will be used to calculate thc cxpensc in account 6623 for CATV. 

ACCOUNTING PLAN MONITORING AND CONTROL 

The= accounting proccdura are subject to thc ongoing internal auditing 
process and to periodic review by external auditors. lulrnagemont approval 
of time rcports and expense vouchers should cnsurc that the basic input or 
expenses is complete and accurate. The detail reporting of both rcvenues 
and expenses is intended to provide I s l u r  audit traiL 

34-00 

4.0.1 
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B I L L I N G  SUMMARY-OVERHEAD 

FLORIDA-HUNTERS CREEK & HEATWROW 

N O N M  OF JCINUCIRY 199s 

CORPORATE OPER. EXPENSE 
e r l l - - l l - D u I L " I - - W - w .  

1 EXECUTIVE A711 
2 PLANNING 6712 
3 A C C O M X N G  & FINANCE 6721 
4 EXTERN& RELATIONS 6722 
5 H U N  RESWRCES 67223 
6 INFORMATION M6T. b724 
7 LEGCIL 6725 
B PROCUREMENT 6726 
9 OTHER BEN ti ADPIIN 6728.9 

10 AIRCRAFT 6727 

I== 

236.26 

815.30 
157.58 
641.29 
245 - LB 
250. SO 
209.87 

2939.46 

98.29 

0.00 . 

PLANT NON-SPEC. OPER. EXPENSE 
-=I-IIIIUDIIl..UIIUIOPIPPYYIIt 

11 REBERVED FOR FUTwtE USE 6512.11 0.00 
12 NETWORK ADMIN 6532.2 0.00 
13 TESTINQ 6533-1 0.00 
14 PLANT OPER ADMIN 6534 6606.7s 
L5 ENGINEERING 6535 266.04 

.C'. 

16 TOTAL OVERHEADS 
(LN 1 - 15) 

12464.54 J 
------------I-- 

-.. , 

INVESTMENT RELCITED. COSTS 
IluIIIu~*.IIIIuIpsi~.~-l----=~= 

17 RETURN ON INVESTplplcT 
16 INCOME TCIX ON R.O.I. 
2 9  PROPERTY T A X  
20 DEPFZ/CVIORT EXPENSE 

22 PLANT SPEC OPER EXP 
21 c a P n A L  STOCK.TAX 

23 TOTFU I N V  C46TS 
(LN 7 - 221 

753.63 

0.00 
1ees.z  



mOl-IEL pull IN 5VC 
JkW 
230,004.32 
7S2,An.w 
Mo1447.65 
41J39.19 

1.W1S8;1.OS 
(300.291 

I,SO.lB 
~ , n ~ , w . ~  

4IL2b.13 
1,)ll.U 

S7,7lb.O4 
12Ll$97.Y 
847,V72.66 
304 9474 I 65 
6&,7u.J8 

0.00 
0.00 
0.00 
0 0 0 0  
0.00 
0.00 
b.00 
0.00 
0.00 
0.06 
0800 
0.00 

1ooS,4-fEL PUN1 1II OYC 
ILUweT €lfiE)pIE 

0.00 0.00 
(2,388.321 0.00 
Ill99b.W 0.m 

0800 0.00 
1,47a.09 0.00 

0.00 0.00 
(43.55l 0,00 

4,ns.u 0.00 
3$3.02 0.00 

0.00 0.00 
I12,027.UI 0.00 
l*95&7*351 0.00 
bIIL42J7 0.00 

124,1?3.TI 0.00 
l,El4.92 0.00 

0*00 1S,1111.14 
0.00 1 b45.00 
0.00 f,W4.00 

0#00 w9.11 
0.00 26.SI4.U 
0.00 BIm.4l 
0.00 69MV.tZ 
0.00 37,424 .Ib 
0.00 IM1426.11 
0.00 4,W.O( 
0.00 1M.W 

170,754.70 810,405.35 

0.00 I4,088,n 

os131 19s 

Nfl M E  
EFFEF 
01112 
WRI DEPRE 
M E  EVERSE 

0~001750 402.31 
0.006250 47M.37 
0.001000 500.4s 
O.ooH17 265.26 
O.OWO@S 13975.0 
0.oO)bbl -2.90 
O.OQ1710 9.13 
OAObTSO 8131.94 
0.004Y3 21.20 
o.oo(soo 10.1s 
0.00311U -221.24 

0.004917 4169.20 
0.00WW 4011.37 
0.001Lb7 111.18 

0.00 
0.00 
6.00 
0.04 
0800 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

 OMOW OW imm 

0.00 
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2001 M 100S12004 Wn 
U61fiEERKl6 PL?. UWR (LDDltlONS mlKKltEnrS YOITIOWS 1301llO1S TU 2001 UtmE' 

0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

141.04 
0.00 
0.00 
0.00 
0.00 
0.00 
0.W 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.bO 

341.04 ' 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

101.53 
0.00 
0.00 
0.00 

6,210.59 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

4 , 8 l b . b  
0.00 
0.00 

0 .oo 
0.00 

IS,84>.11 

0.00 

n.s 

2,m.n 

0.00 0.00 
0,Ob 0.00 

0.00 0.00 
0.00 0.00 
0.00 0.00 

lXl2 0.00 
0.00 0,00 
0.00 0.00 
0.00 0.00 
0.00 117,JbLZl 

111819.?b 0.00 
0.00 Y1,484.13 
0.00 0.00 
0.00 0.00 
0.00 0.00 
0.00 0 4 0  
0.00 0.00 
0.00 0.00 
35.a 0.00 

19bW.15 0.00 
0.00 0.00 
0.00 9.00 

21?0s6.U 0.00 
0.00 0.00 

42,lllJ.VS 319,050.05 

0.00 a.op 

0.00 a.oa 

0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

131.11 
0.00 
0.00 
0.00 

(lK?,WJZl 
13,U9.7b 

1ss1,484.811 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

l%J,046.171 

0.00 
0.00 
0.90 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0,OO 
0.00 
0.00 
0.00 
0.W 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 
0.0b 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

- om 
0.00 
0.00 
0.00 
0.00 
0.00 
0.90 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
0.00 
0.00 
0.00 
0.00 
o.ob, 
0.00 
0.00 
0.00 
0.00 
0.W 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.00 
0.e: 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

; 0.005 
0.W 
0.00 
0.00 

. 0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

35.19 
7,b(O.U 

0.00 
0.00 

11,W.62 
0.00 
0.00 

211,112.05 ' 

E6 -0  Z - 6  0 
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