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BSE AUDIT DISCLOSURE 2

SUBJECT: CALULATION OF POTENTIAL CHAINING INTO REGULATION

STATEMENT OF FACTS: - \
AN

in BSE Audit disicosurd 2 stalf racommended that the amount of management fee st ’]
and Project Blllings that are chained through to BST because of billings from

BSE subsidlaries and BSE affiliates be Qisaliowed for ratemaking.

The BSE subsidiaries that are billad a2 management fee and in tum bill BST Si- &
at FDC are: BAPCO, BIS, MCCA, Sunlink, BSAN, BSIN, Executive Servicaes. ..(-—-—
The BSE affiliatas that received Project Bllling that In turn bill BST at .
FOC are: BeitSouth Cofporation, BeliSouth Communications, Inc... BeliSouth 3 /-0
Communications Systems, BellSouth Financlal Services. (51-8/2). >

According to BSE Accounting Directive 005, Section 5.01, chalning Is defined

as follows: "When a carvier obtains an asset or service from a nonregulated /- / 0
affilaite that has obtalned tha asset or sarvice from another nonregulated -
atfiliate”.

In this case BST (the carrier ) receivas services from nosiregiatad affiliates
who first received servicas from BSE (another nonreglated atfillate).

BSE CALCULATION OF CHAINING PERCENT

BSE calculated a Weighted Average Chaining Percant. 8SE first caiculated a
percent of the billing to subsidiaries and affiliates that bill at FDC to

BST; to total BSE bills to all subskiiaries and affitiates. Then BSE 5
calculated a chaining percent for each Individual subsidiary or afflliate 3 -
that bills BST at FDC. The methods in general for calculating the chaining —
percemnt for each individual subsidlary or alfiliate is the parcent of {

subsidlary or affiliate expensas related to BST to total sub or affillate
axpensas.

Applying the Walighted Average Concept, thess percents were multiptled and a
weightad average was determined to be Applying the to total BSE
billing to all subsidiaries and affiliates in the amount of $§70,848,504

aquals a potentiai chaining of $1,296,527.

COOPERS & LYBRAND CALCULATION OF CHAINING PERCENT )

Coopers & Lybrand (CAL) In their audit of the 1992 Cost Allocation Manual,

calcuiated the chaining percent to ba lof Total BSE Headquarter Blllings <| F
to All Atfillates. However, the Coopers & Lybrand calculation included some R
differant numbars than BSE. Sea Schadula 2 following this Disclosura. L/




BSE AUDIT DISCLOSURE 2

SUBJECT: CALULATION OF POTENTIAL CHAINING INTO REGULATION
C&L did not use a weighted average, but applied the individual ¢chaining

amount calcuiated by BSE to the (otal Project and Management Fee billings for ~ { |- 5

subs that bill BST at FDC. Total amount chained roundad is $1,702,000; that —_

is | of $70,217,000. «7}

The total of project billings and managemant fees to all affiliates usad by

C&L, Is $70,217,000; rather thar the amount that BSE used of $70,648,504, C&L
workpapers said that $70,217,000 agreed to the 1992 year end total affillated
billings on BSEHQ interco trend report.

C&l also used a ditferent amount for billings to BSC. CAL usad a rounded
number of $740,000; whilie BSE used $272,468. The Company axplained that the
project bilings are mostly from BSEHQ to BSCHQ which are retained at

BSCHQ. Only BSEHDQ potential for chaining was included in the study.

CAL chained BCS at whila BSE chalned 8CSat | CAL said that BCS -
was not Included in the intormation they received trom the client when they
performed thelr analysis.

G2l chained BSAN at  while BSE chalned BSAN at
OPINION:

CL assumed that BSE individual chaining percents ara correct and applied the
parcents to tha individual subs or affiiiates who were billed by BSE.

The method used by 8SE to calculate the individual chaining percents is the
percont of sub or affilalte expenses ralated to BST o total sub or affiliate
axpensas. The Waighted Average concept was appiled !¢ this.

PSC staff did not have full and free accaess o the subsidiary books so we
were unabla to determine that In genseral and on an individual company basis
that expensaes ware an appropriatae way at arrive at the chaining percent. Nor
wera wa able 10 determine If the expanseas used were correct.

Wa agree with CAL’s caiculation becauss it Is maors conservative In
determining the amount of potential chalning. It takes into account the
total amounts BSE billed to nonreguiated subs on an individual basis, and
usad 100% chaining for subs that thay did not have Information for.

There are a cortaln amount of dellars that potantially chain [nto raguiation
through BSE billings to their subs and other atffillates. Wa cannot audit the
amounts at BSE to determine if these are raasonable as stated in BSE Audit

Disciosura 1.

RECOMMENDATION:

It is recommended that $1,702,395 be removad from B8ST aliocations to the
states. The amount to Florida is /&% and the amount to
regulation is

B
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COMPANY: BsT

TITLE: BSE — DETERAMINATION OF POTENTIAL CHAINING
PERIOD: TYE 123102
PREPARED BY CalL
SCHEDULE 2 TO DISLGOSURE NO, ——— 0 88E PROJ
9 staten BILLED TO AND MBMT FEE 1092 CHAINING ESTIMATED
I. B. BELLBOUTH ENTERPRIGES. 1902 TOTAL  FL 1002 TO AFFIL AS CALC BY BSE CHAINING POT.
(#) CORPORATE AND ENTERPRISE GROUP
b. Sunlink Corp. 3,260,078 1,630,138 130,800
{1)CSL CHASTAIN s.N7 (]
{2CEL B'HAM 9.657,620 2241840
o. Bellsouth lnformation Systeme -
{BIS) 3,865,357 980,210 489,651
{2) MOBILE 8YSTEMSE GROUP
b. Moblie Communicatlons Corp of
America and atfillates. MCCA 2,249,518 600,902 91,228
{3) ADVERTISING AND PUBLISHING GROUP
a. BAPCO 4,416,365 1,084,303 110,928
{4) INTERNATIONAL AND CORPORATE AND DEVELOPMENT GROUP
BSAN 101,083 17,122 . 45,970
BSIN 0 0
EXEC SERVICES 0 0 —
, BsG 99,768,528 20,088,273 — 829,000
BCI 200,991,149 52,720,081 140,942
BCS 238,217 16,202 100.00% 57,974
19,045,104 1,702,305
70.217.000
d'; Potential Chalning of BSE HQ billing to all Affiilates.




¥

LI

N TIO T 7Ry

WA . T
e v Y . -
<fvefor %}]ﬁ\y\p )



COMPANY: - BSB W\llb\%/b

TITLE: CHAINING ESTIMATE BY BSE
PBRIOD: TYE 12/31/92
DATE: SEPTEMBER 3, 1993

s CONFIDERTIAL

SOURCE: INTERVIEW WITH MALICE WHATLEY AND BSPI INFORMATION.

HOW CHAINING ESTIMATE WAS MADE, INTERVIEW AND NOTES FROM MALICE WHATLEY
MALICE WHATLEY IS AN OQUTSIDE CONSULTANT TO BSE.

» 113 BSE total custs billed out of BSE for project and management fees

|

were $70,848,504. BSE chaining est..tmate was ' that 18 $1.,296,528 5)’/
} .

of-potential-chaining., ™ SR s m
PROCEDURES FOR CHAINING.

BSE INCLUDED IN THE STUDY ONLY THOSE AFFILIATES THAT THEY BILLEDBOTH
PROJECT AND MANAGEMENT FEE THATIN JURN BILL AT FIC.

LEAD PAGE I

1. ({(column L) The amounts that BSE subs were billed by BSE for
management fee and project fees wre listed. Included in this were
companies that are not subs of BSE; but are billed by BSE and in turn
bill BST at FDC; they are BSC, BCI AND {BELLSOUTH COMMUNICATION
SYSTEMS, INC- SUB OF BBS). (The totalgs®f this column in chaining study
did not agree with answerto req-%1(%) outstanding request
. TR G AteendS o 08 SLE
i

audit of components:
The first column for the amounts billed to each affiliate could be
traced to either BSE books which we don't have access to or to each
subsg books (in this case 10 subs} to ﬁ 1ne if amounts stat
v ApSS f?s‘}’g)

chaini €.
ﬁfg a.r\,ulllsaj EZ-m c’O\r’]':‘Ecta lfl Pa—"A
2. (Column 2) Then BSE determined the total amount of costs billed out

to all affiliates (inclwding those not at FDC). This amount was
$70,848,504.

‘audit of components:
I tried to trace this amount to the Income Reconciliation provided in St-§
C&L workpapers , could not reconcile. outstanding req no. 2-097 (8)}(g). 3~

3. (Column 3) Then a % of bill to subs and companies that bill at FDC
to BST was taken as a % of total BSE costs billed out (all subs, not
only that bill at FDC) (Column 2). This amount could be recalculated,

4, (Column 4) Then BSE determined a chaining % for each affiliate
that bills at FDC (10 affilajtes). The explanation of how they j
determined the chaining % for each company 1s included after ftem

P R LD
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COMPANY * BSE

. TITLE? CHAINING ESTIMATE BY BSE

PERIOD: TYE 12/31/92
DATE: SEPTEMBER 3, 1993

-+ CONFIDENTIAL

SOURCE: INTERVIEW WITH MALICE WHATLEY AND BSPI INFORMATION.

AmpeiE——

5. Column 5 {s a weighted average of Column 3 X column 4; that is %
oftotal billed for each affiliate times chaining %. Total weighted
average is this is recalculated.

4A. BABCO CHAINING %

Bapco chaining % was determined to be by BSE: that is of what BSE bills bapco
billed to BST at FDC. 'The way this was determined was a ratio of total BAPCO FDC
charges billed out over total BAPCO G&A expenses at 9/30/92, ESPI 51-8/1-1,

The theory isthat all bills to BAPCQ from BSE gu into G&A so 1f BAPCO can determine
billed at . they can make a ratio. BSEB just got the mumber from BAPCO in a nemc
We have to audit BAPCO books to make sure this is correct.

Provide BAPCO income statement for 9/30/92 which shows that G&A e"‘“.‘ ) gw
expenses were the amount used in the chaining study. ‘11"‘ ARt §
Provide backup documentation on how BAPCO came up with $320,289 in ?5"1 Covdd nd
charges that were billed AT FDC as of 9/30/92. S¢.. S{-§ ‘

_.—-,-:';"

4B. MCCA CHAINING

BSE obtained information from MCAA that presents how much was billed

to BST for Rental Units and Agency Agreements. Tow total

of this is the Total Estimated Chained. Amounts billed to BST are considered

for potential chaing purposes 100%. The ratio is the total amounts billed to BST of
total BSE bills to MCCA; that isg | BSE rounded up to to use in column 4
ESPI wp 51-8/1-5. BSE used charges as ¢f 6/30/92.

So, ofwhat BSEbil MCCA is considered potential chaining to BST.

Provide to bills for January throug June 1992 which show the amounts
MCCA billed BST for Rental Only Units and Agency agreements. These amounts

should agree with the amounts used in Malice Whatley's chaining study. If not,
reconcile. ‘

Provide access to BST books to whe-what BST booked for Jamiary thru
June 1992 for these charges,

Provide the bills from BSE to MCCA for January thru June 1993. Provide
access to either MCCA bogoks or BSE books to ghow how much was billed to
or billed from BSE to MCCA,




COMPANY : BSE

TITLE: CHAINING ESTIMATE BY BSE
PERIOD: TYE 12/31/92 - @ﬁm ;
DATE: SEPTEMBER 3, 199 2GS e -
AUDITOR: RKY ﬁ i i i N
WP NO. 51-8
SOURCR: INTERVIEW WITH MALICE WHATLEY AND ESP] INFORMATION.

g

4,c, BELLSOUTH CORP.

Bellsouth Corp is not a sub of BSE, but an affiliate Co that BSE bill:
that in turn bills BST at FDC.

BSE obtained from BSC a printout of the total of all bills from BSC to
affilaited companies at FDC. (Make sure at FDC or s it all
affilaftes). From the total BSC bilrto all affiliates, the amounte billed back to
BSE were .
subtracted. The resulting amount is considered 100% chainged to BST.
{{ The BSE portion was considered |arbitrarily.

The fornu;a wag:
: total BST amountg at 100%
19 plus BSE amounts at t

total
This total is divided by BSC bills to affilites.
24 The result is BSE increased this to to be conservative.

That 1s the ameurit used in Column 4 above.

This % is based upon December 91 through June 92 information,
and included on wp no 51-8/1-6 ESPIL. '

<
\,r’“’“ Provide bills to BSHQ, BBS, BSS, BSRA, SB, SCB, BST, AND BSE FOR
MONTHS OF \JAN 92, MARCH 92, AND MAY 92. G @ _SES.

C&L WORKPAPER BATES NUMBER FO1KO2W 002822 INCLUDBS TWO BSC TYPES
OF ALLOCATIONS. GENERAL SERVICE ALLOCATIONS ON TOP AND
% ENTERPRISE ONLY/ENT & OF TOTAL ON BOTTOM.

3\
,(fi Is the top part a tgtal of all bills from BSC to affilliated companies
/\ at FDC? Or 1s it all bills from BSC to all affiliates at FDC, tariff,
and previling, etc.? :




COMPANY BSE

TITLE: CHAINING ESTIMATE BY BSE

PERIOD: TYE 12/31/92

DATB: SEPTEMBER 3, 1993

AUDITOR: RKY L .
WP NO. 51~8

SOURCE: INTERVIEW WITH MALICE WHATLEY AND ESPI INFORMATION,
e

4D, BCY

BCI billg four FDC companies BST, BSE, MCCA and BSAn.

on wp BSPTI S1-8/1-2 The total BCI expenses allopated to these four sube
was applied to the chaining %'s already £i for

these four sube., BSAN is explained below.

The dollar amounts were not included, just the pearcents as follows:

TALLOCATED PERCENT WEIGHT -
CHATN AVG.
b BST
1 BSE
¢ MCCA
19y BSAN

& The weighted average is % wvhich BSE increased to in Column 4,

S\l% Need to look at chaining ESPI to get question to provide the $ amounts
4 behind the percents of allocated from BCI. then need to look at BCT
~ ( books.

4F. BSAN, BSIN

Listed were projects that were billed to company’s that billed at FDC.
two projects Two projcts were billed to BST from both BSAN and BSIN and
one project was billed to MCcA. Total § for these thre projects wvere
determined. a % of total costs for each FDC project wag taken of all

30 costm: this % was applied to the chaining % of for BST and 4
3]l for MCCA for a weighted ave of 'for BSAN , Increased to 8.00%; and
34 for BSIN, Iincreased to

ESPT wi no 51-8/1-4/1, C&L wb 30.40. THIS INFORMATION IS FROM 6/92
THRROUGH 9/92.
Have decided not to audit the dollars in this chaining %.

10




COMPANY': BSE

TITLE: CHAINING ESTIMATE BY BSE
PERIOD: TYE 12/31/92

DATE: SEPTEMBER 3, 1993
AUDITOR: RKY

WP NO. 51-8

SOURCB: INTERVIEW WITH MALICE WHATLEY AND ESPY INFORMATION.

4.G, SUNLINK

BSE first listed all projects that Sunlink billed at to FDC companies.
|0 three projects drect to BST --estimated % chaining is
11 1 project to BSE, chaining % decided before at
12 8ix projects to BCI ~- estimated chaining % at ‘decided before.
13 1 project to BSAN, estimated before at \

To get a weighted average of all Sunlink these percentages were -
applied to a % of each project to the total projects including

all items that are not billed ocut at FDC. (we do not have all
proiects ).

This s a8 of 6/92. BSPI WP NO 51-8/1-7/1.

19 Total Suniink weighted average chaining % is This is
Ap Iincreased to én Column 4.

/\5( Have to audit Sunlink books to determine if % to total is correct.
%i’ff Need to audit these projects in the books and see If the § agree.

RE: CHAINING STUDY, FROM C&1 WORKPAPER ESPY 30.42.
Provide invoices from SUNLINK TO BCI (FROM BCI) OF HOW MUCH SUNLINK
BILLED BCI FOR THE FOLLOWING PROJECTS IN THE FOLLOWING MONTHS.

X

S\ S10155 BCI MARCH 92
\'4 510164 BCI APR AND JUNE 92
4 510171 BCI JUNE 92

PROVIDE THE INVOICES FROM SUNLINK TO WHOEVER THEY BILLED FOR
THE JACKSONBILLE WAREHOUSE FOR THE MONTHS OF JAN AND MARCH 92.

11
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COMPANY: BSE

4 TH BY BSB
T gDy s o e
DATB: SEPTEMBER 3, 1993 Fﬁwtha H
AUDTTOR: RKY
WP NO. 51-8
SOURCE: INTERVIEW WITH MALICE WHATLEY AND HSPT INFORMATION.
4.H BIS

BIS bills to 11 affilfates who in turm bill at FDC.

BSE CALCULATED THE % OF TOTAL BIS EXPENSES ALLOCATED TO SUBS FOR THE AFFILIATES
WHO BILL AT FDC., these affiliates are:
XTOTAL PER CHAINING PERCENT WEIGHTED AVERAGE

BXP ALLOC STUDY*® CHAINING* .

BSHQ T0 sSUB | - 4 %
DC/HR I X
MCCA S ] | & %
BSAN - . los %
BCL B L% %
BST ] % %
BAPCO SUPPT 4 % %
Lss % % %
SUNLINK 4 % %
BIN 3 % %
BSE k % x

40.60% 21.93%

*FROM PRIOR CALCULATIONS

**THIS COLUMN IS ONLY THOSE COMPANIES WHO ARE FDC, SO WE DON‘'T KNOW
IF THE % OF EXPENSES ARE CORRECT. WE NEED TO AUDIT ALL EXPENSES
ON THE BOOKS OF BIS TO DETERMINE IF THE % ARE CORRECT.

The company increase column four to be ‘rather than
used the same % as BSC for DC/Human Resources,

Look up Malice Whatley's Chaining Study to determine ag of what date this
is.

PFrovide the Invoices billed to each of the 11 companies for the
time period this is involved in once we £ind out the time period.

12
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COMPANY : BSE

TITLE: CHAINING BSTIMATE BY BSE
PERIOD: TYE 12/31/92
DATE: SEPTEMB

ER 3, 19 .
. e %Nwwmsm

SOURCE: INTERVIEW WITH MALICE WHATLEY AND ESPI INFORMATION.

41 --BXEC SERVICES

The concept is the same is SUNLINK.

EXCEPT HERE THEY GIVE THE COSTS ALLOCATED TO SUB AND TOTAL EXEC SERVICES
SO WE COULD LOOK AT THE BOCKS OF EXECUTIVE SERVICES AND DETERMINE IS THE
4 OF TOTAL IS CORRECT.

TOTAL EXBC SERVICES FOR ALL OF 1992 IS § THERE ARE
FOUR COMPANIES THAT THEY BILL AT FDC. tHE WBIGHTED AVERAGE
I8 \THAT IS BROUGHT TO COLUMN 4. espi 51-8/1-8 , CSL 30.49.

HAVE DECIDED NOT TC AUDIT THESE %.
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BELLSOUTH

TELECOMMUNICATIONS @

November 2, 1993

Ms. Ruth Young

Florida Public Service Commission
3625 NW 82nd Avenue

Suite 400

Miami, Florida 33166-7602

Dear Ms. 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.

Sincerely,

Jsnent

Karen Kaetz

15 A




Request:

Response:

Date Provided:

16

Southern Bell Tel. & Tel. Co.
FPSC Docket No. 920260

Audit

Date: 8/24/93

Amended Response

Item No. 2-097.10F

Page 1 of 1

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 Reguest Confidential
Classification"”.

November 2, 1993
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Request:

Response:

Date Provided:

Southern Bell Tel. & Tel. Cq[
FPSC Docket No. 920260

Audit

Date: 05-11-91

Amended Response

Item No. 2-062

Page 1 of 1

Provide copies of all C & [ 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 ESPI 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.

November 2, 1993

&
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B4S.
 Bars, FOC. Kk Y
12/ I/'

10.21.1992 19029 [N tF-,

padH  cORPERATL 7 INANCE

. CRRETIL
OM: ber 21, 1992 mmmmmmm
ober A0 R P Rt 87 DACLESED 1€ QMATHIRTED

5+ POR 105E BY AUTHORCED
EATPLOTTES ©F BELLSCUTIH G geiLStlri CURSUUSHT,

Tot Maliece Whatlaey
Fromt Robert Jordan
Rat BAPCO FIC Reguas

Ploass flod sttached FOC charges frew BARCO to 88T through
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Qt! %gs ! Profect Billing
1

BellSouth Corporation

9 BellSouth Advertising & Publum
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" Stevens Graphics —_—
L BellSouth Information Systems ___
'3 Sunlink
1 BellSouth Communications Inc. X
W BellSouth Communications Systen)(
W BellSouth Financial Services ~—
17 BellSouth Advanced Networks
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/ Southern Bell Tel. & Tel. Co.
FPSC Docket No. '9202640-TL

Audit

Date: 09/09/93
Item No. 2-097,.8B(1)
Page 1 of 1

Request: Confidentiml reguest sent to Karen Kaatz direotl{. Rat
BSE potential chaining. Please provide as much info as
passible in Miami BSE Sub office or Miami BST office.

plov L L -w:-detu.ﬁp - RUQov b

% MN &5c_ Lkl : Ca‘d-w-ta\
Forrvad ‘s

Responsa: The charges referenced in this ragueat were billings from
BSE to BSC for projsct ES608]. Thase expenses ware
charged to a departmental expense account which is
subject to general cost allocation to the subsidiaries.
through tha BSC-HQ Corporate Services Cost Allocation
System. All other chargee from BSE-HQ to BSC-HQ are
charged to BellSouth retained projects which are not
billed tec any subsidiaries and, tharaforas, cannot be

—Schained" or have impact on BST operations or its
regulated earnings. .

1
Dats Provided: s‘ptonbor 27, 19%3
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/ . Southern Bell Tal. & Tel. Co.
FPSC Docket No. '920260-TL
Audit

Date: 09/09/93
Item No. 2-097.BB(2)
Page 1 of 1

Requeat: Explain what the flow thru charges are for BCI and how
they differ from projact charges. Pleaase provide as much
intg as possible in Miami BSE Sub office or Miami 88T
office.

Reaponse: The tranaactions referenced concern BSE-HQ billing in
January, 1993, for services performed during 1991 for BCI
by BellSouth Education Services (RES). BES was dissolved
at the and of 1991, with BSE absorbing the existing
account balances.

Data Provided: Saptember 27, 1593
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Southern Bell Tel. & Tal. Co.
FPSC Docket No. 920260-TL
- o Audit
- ca Date: 09/09/93
/ - Item No. 2-097.8A(1)
et Page 1 of 1

Requast: Confidential requast sent to Karen Kaetz dirsctly. Re:
BSE retainsd costs, Plaasa provide as much info as
possible in Miaml BSE Sub office or Miaml BST office.

Reaponsa: BST meked BSE to provide the requested information. BSE
haas declined to provide tha information as the expensas
retained by BSE do not affect BST operations or ite
regulated earnings, Therefors, the Company cbjects to
providing the requested information on the grounds that
(1) the cCompany dees not have possession, custody or
control of esuch intormation, (2) the entity that is in

oasension of such documente 12 not subjesct to the
urisdiction of this commission, and (3} in any svent,
such information 1is neither relavant ncr reasonably
calculated to lead to the discovery of admiassible
evidence (a) related to transactions or cost allocations.
among thase companies, or (b) neceesary to show that the
Company’s Florida customers do not subsidize eithar the
Company’s or its affiliates unregulated activities.
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i BCE56-111 Filename;BSECHAIN —_—
- BSE-HQ Potential Chaining
12131092

The following are billings from BSE-HQ to affiligtes who bill BST at FDC or
less; hence, they are the only companies through which chaining can occur.
The billings have been mulitplied by BSE's estimate of the % that would

chain into regulation?

<1~ L Vatne N
/l/ DC s Potentis

- FDC$ %
Affiliate Bkied  Chaining $ Chaining
" + BellSouth Corp. L3 ‘ 5. el &;;s 85T
12+ BAPCO .26 T
\3 LMBerry — -
¥ Steven's Graphics @ G ot billie
w VBIS + BSC A
LT e
§ wBSAN
1-:: v Sunlink
W) ~BC!
. xS {J o

E8Y Totai
22 BSEHQ Bilings to all Affliates : 30t

/‘“ - pas clit~*t ML-.J’.

M BSEHQ 1892 Operating Expenses
a5

FLUX ANALYSIS 1990 1991 1992

Ry Cos!s Chaining as % of Total Costs Billed

3 Costs Chaining as % of Total Oper. Expenses

e

\S"éa,u(,e w FX b-‘(,b'(g; &.lﬂnfﬁd.? (¥ 30.20 3+-&4 .

® Q@ BS w ot ncluchd an Clad's Omalpcs (@ 3021 (ML assume! (D]
d 4o (932 Y6 bial offil. blUnp. on BSEHR imkace travet aspoed-

d t FACTS Schrde o o '

”O’t[ Gn Ll VIE Calcwlation “BSE'H'Q‘:; offflokd biings Hhed
| Pak;--\-ie...Lh..( ebain Q{;ta.mimarluﬁ Ha cliced 3 erfimets on "B ol3elaz,
i ol wouvaen  Tuidus G -

e ire — -

by 9/ B3E | ‘:
A~ D G-;M..L'.;) : ' Folkeay 002433
S e T A .
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BLS 86~-111
Chaining Analysis
13/31/92

Included in the anneyed workpapers ( 50.28 to$e.53 ) is the BSE
chaining analyais:¥5¥he result of this gnalysis shows that
approximately . % or $_ e nf BSE‘s billed operating
coets ultimately chain into reguiation through subsequent
affiliste billings at FDC. The analysis is a very coaservative
one in that whenever there was a doubt as to what amount chained,

it was assumed that the maximum chained.

The purpose of this analysis is to estimate the amount aof BSE'S
billings that flow through to regulation. The result, -ts is
used in mituations where it is determined that an affiliate has
overbilled BSE. The above factor is applied to the total awmount
of overbillings to determine the amount of the overbillings that
eventually chain inte reculatiocn. If an overbilling would
potentially chain into regulation, then
refunds would be necessary.
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Request:

Response:

64

Re:

Southern Bell Tel. & Tel. Co.
FPSC Docket No. 920260

aAudit

Date: 09/29/93

Amended Response

Item No. 2-151

Page 1 of 2

BSE

This request contains both confidential and ESPI informat@on
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.

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 statemant 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. —_— =

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 objects to providing the requested
information on the grounds that (1) the Company does not
have possession, custcdy 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
know that Southern Bell’s TFlorida customers do not
subsidize either Southern Bell or its affiliates’
unregulated activities.




Southern Bell Tel. & Tel. Co.
FPSC Docket No. 920260-TL

Audit

Date: 06/29/93
Amended Response
Item No. 2-151
Page 2 of 2

Response Continued:

D.1. Copies of the @ills t% BSE
March, and May, 92 are being Helfilt " 1n the

r January,
rnight mail

on October 28, 1993. BSS, 5B, SCB and BSHRA were not in

existence in 19%2.

Onotmer Cone b frons BST- Bupr
<ty sant fisc - LI

D Ter Kw H ~mo Bic %ow&w.\_/

DAL 8T s 47,42;0.

Date Provided: October 28, 1993
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*;st’ 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 ESPI information
and is sent directly to Karen Kaetz. Xt has the following
parts:

A. Total chaining study:

B. BAPCO chaining;

C. MCCA chaining;

D. BSC chaining;

E. BST chaining:

F. Sunlink chaining; -
G. BIS chaining: :

H. BSAN, BSIN chaining.

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

Response: A.l1. 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 regquired.

o “3b A.2. During the interview of Malice Whatley on
&}B. October 5, 1993, supporting documentation was provided
PJWJ for the auditors’ review which explained the Potential

ij}\ Chaining Study. As a result, copies of the requested
financial statements are no longer required.

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

C.1l. buring the interview of Malice Whatley on
October 5, 1993, supporting documentation was provided
for review which explained the MCCA chaining amount. As

T e - a result, copies of bills -are no—-longer reguired: - ——

C.2. s a result of the interviews of Malice Whatley on
October 5, 1993, the aunditor agreed to withdraw this
regquest.
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Date: 08/29/93
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During the interview of Malice Whatley on

October 5, 1953, supporting documentation was provided
for review which explained the MCCA chaining amount. As
a result, copies of the bills are no longer required.

During the interview of Malice Whatley on

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 reguired.

The information contained on C&L Workpaper, Bates Number
FO1lK02W002822 was explained to the auditor during the
interview of Malice Whatley on October 5, 1993.

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.

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

As a result of the interview of Malice Whatley on
October S, 1993, the auditer agreed to withdraw this
request. _ '

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

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

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

request.




Southern Bell Tel. & Tel. Co.
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Audit
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Continued Response:
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Date Provided:

68

The Company does not have possession of the income
statements and balance sheets for BSAN and BSIN for
December 31, 19%2. The Company has regquested BSE to
provide the information and has been refused. Therefore,
the Company objects to providing the regquested
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.

October 15, 1993
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nmmt: - BSE

TLE: CHAINING ESTIMATE BY BSE

mréom YR 12/31/92 Jo: X’A QCA)
DATR: smxa 3, 1993

AUDITOR: ! k/QLTZ__

(| GIVE THIS REQUEST A NEW nuua:-:n. FRum: Rt %W'Jé-

2-0007THE SOURCE OF THESE QUESTIONS COMES FROM THE ESPI INFORMATION
PROVIDED TO US BY MALICE WHATLEY IN THE EXPLANATION OF THE PCTENTIAL
CHAINING STUDY.

A. }+THE LEAD PAGE OF THE CHAINING STUDY INCLUDES AMOUNTS THAT BSE SUBS
AND OTHER AFFILIATES WERE BILLED FOR MANAGEMENT FEE AND PROJECT FEES FOR
- 1992,

: -EK AS WE CANNOT CONFIRM THIS THROUGH THE REVENUE TREND REPQRT, B:ECAUSE You
’  OBJECTED TO PROVIDING IM '2-097-14, PROVIDE THE Té#al INVOICES BSE BILLED
B.:\PC-:: SV Nk
M LA BsAW
RIS Brs  BsC
) for both management fees and project fees for 1992. The INVOICES SHOULD
COME FROM THE ENTITY THAT WAS BILLED. :
G~ i below de A2
\Jgjmb B. BASCO CHAINING %

g-1s

‘el Provide BAPCO income statement for 9/30/92 which shows that GRA
a5 ©Of expenses were the amount used in the chaining study.
Provide backup documentation on how BAPCO came up with $320,289 in
charges that were billed AT FDC as of 9/30/92. _
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COMPANY: BSE W
TITLE: CHAINING ESTIMATE BY BSE  __

:,;:

' PERIOD: TYE 12/31/92 y
DATE: SEPTEMBER 3, 1993
AUDITOR: RKY

e e

GIVE THIS REQUEST A NEW NUMBER.

frah ey

2-0007THE SOURCE OF THESE QUESTIONS COMES FROM THE ESPI INFORMATION
PROVIDED TO US BY MALICE WHATLEY IN THE EXPLANATION OF THE POTENTIAL
CHAINING STUDY.

C. MCCA CHAINING

1. Provide to bills for Januarcy t.hrouéadme 1992 which show the amounts

T MCCA billed BST for Rental Only Units and Agency agreements. These
%% amounts should agree with the amounts used in Malice Whatley's chaining
w)} . study. If not, reconcile.

&b+wm:‘~ﬂ_-
2. Provide acgess to BST books to wme what BST booked for ,Jan thru
fc( une 1992 for these charges. 47— V. &V Mﬁﬂ.‘v/ﬂ.f %KJT
\‘&f‘é‘ 3. Provide the bills from BSE to MCCA for January thru June 1993,

h Provide access to either MCCA books or BSE pooks to show how much was
billed. to MCCA or billed from BSE to MCCA. & ) T‘ 7

-

1. Provide—B3¥ bilis B3HQ, BBS, BSS, BS?«, SB,. SCB, BST, AND BSE FOR

WHONTHS OP~SAN-92,{ FIAR I
2. C&L WORKPAPER BATES NUMBER FO1K02W 002822 INCLUDBS TWO BSC TYPES

OF ALLOCATIONS. GENERAL SERVICE ALLOCATIONS ON TOP AND
ENTERPRISE ONLY/ENT & OF TOTAL ON BOTTOM.

Is the top part a totil of all bills from BSC to affiliated companies
at FDC? Or is {t al}l bills from BSC to all affiliates at FDC, tariff,
and previling, eto.?
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COMPANY : BSE
TITLE: CHAINING ESTIMATE BY BSE - T ——
PERRIOD: TYE 12/31/92

DATE: SEPTEMBER 3, 1993

AUDXTOR: RXY

GIVE THIS REQUEST A NEW NUMBER,

2-0007THE SOURCE OF THESE QUESTIONS COMES FROM THE ESPI INFORMATION
PROVIDED TO US BY MALICE WHATLEY IN THE BXPLANATION OF THE POTENTIAL

gmr:gc gfj;rmc - fetsrr dioo M w G P-Li?
Tuﬁﬂm% o kovs Gl @) 9 gttt

'{ BTt gapnny Gllnadtid b Seelen) oaw Etnunad o
y Bsr. i
;

(A Mee A
] hip - - ' o £ <.
2 Lt T B s R A ACT 2 pr wdrre s s -
Rldrad ondoa . L '

Conedtf

Ty

b T A w
1. RE: CHAINING STUDY, FROM CB1 WORKPAPER ESPT 30.42.
G\f Svage lnvolces from SUNLINK T0 BCI (FROM BCI) OF HOW MUCH SUNLINK
) BILLED BOT FOR THE POLLOWING PROJECTS IN THE POLLOVING MONTHS, >
v""n:v 510455 BCT MARGH 92 ~ I3 AU hne. BSE N aﬂzuc,y'm(.
810164 BCT APR AND JUNE 92
o SiQL71 BCY JUNE 92 bh/kjv&-‘* H\"JL‘*D Foc. /u1,:1>’

,Jk v 2. PROYVIDE THR IRVOICES FROW SUNLINK TO WHOEVER THEY BILLED FOR
THE JACKSONBILLE WAREHOUSE FOR THE MONTHS OF JAN AND MARCH 92,
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%
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COMPANY: BSE

TITLE: CHAINING BSTIMATE BY BSE
PERIOD: TYE 12/31/92

DATE: - SEPTEMBER 3, 1993

AUDITOR: REY

GIVE THIS REQUEST A NEW. NUMBER.
2-000?THE SOURCE OF THESE QUESTIONS COMES FROM THE ESPI INFORMATION
PROVIDED 70 US BY MALICE WHATLEY IN THE EXPLAMATION OF THE POTENTIAL
CHAINING STUDY.
G. BIS CHAINING 1.
2 Ivorces 51 ; BsT; BSE;
1. PROVIDE INVOICES, BILLED T0: BS HQ; B ST ; Bex |
198 2 had booes.

FOR THE TIME PERIOD . GM i
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" COMPANY: BSE

TITLE: SUMMARY OF WORK PERFORMED, OUTSTANDING ITEMS,
| . ISSUES FOR AUDIT REPORT

DATE: - SEPTEMBER 28, 1993

AUDITOR: RKY

TYPES OF EXPENEES ON BSE BOOKS

I.

Part of the audit program includes a determination ofthe types of charges
that are expenses of BSE that make up the management fee. These are
either external charges being billed to BSE or internally generated
charges by BSE.

The objective of this determination was to see if they are costs that are
externally or internally generated to BSE that would not be allowed for
state ratemaking. Also, for amounts billed to BSE from alliliates, do
the affiliates follow the CAM, i.e., tariff, prevailing market rate, ar -
FDC.

" SCOPE LIMITATION

We cannot determine the specific types of costs that BSE ig incurring and
if they are proper for ratemaking because BST has objected to providing
answers to our requests that would facilite the selection of a sample of
expense items.

The Company has cobjected to our requests 2-097 (1)(2)(3)(4)and (5). These
items are: BSE Financial statements as of 12/31/92; BSE Cumulative
General Ledger as of 12/31/92: BSE Cusulative Transaction Ledger as of
12/31/92; BSE Chart of account of general ledger: and a printout of all
disbursements over $50,000 during 1992.

Because of this we have no idea of the types of expenses in BSE's FDC
calcuigion to determine if BSE was billing at FDC or less.

Lrnfecte]
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COMPANY : BSE

TITLE: SUMMARY OF WORK PERFORMED, OUTSTANDING ITEMS,
ISSUBRS FOR AUDIT REPORT

DATE: SEPTEMBER 28, 19923

AUDITOR: RKY

II.

Internal Audit B2i-23-39-A-8, OCTOBER, 1992 OFFICER EXEPNSE
REVIEW -~ BSE ALL DEPARTMENTS wp 54-4/1

A. According to the above internal audit,

According tao the Internal Audit

PSC staff submitted the following requests 2-130.A.1,2 AND 3.

How many executives at BSE take advantage of this £inancial counseling?
List the amounts paid separately to C&L, AYCO Corp and Creative Financial Group
for the year 1992,

Are thege charges that are considered wages and subject to FICA, FUTA and
income tax withelding allocated as part of the management fee to BSE
subg? 1If sg, how much in 1992 to each sub?

Provide copy of BSC Flnancial Counseling Plan effective 1992,

The company asked BSE to provide this information and BSE stated that
there were 13 officers in BSE and {ts subs who participated during

1992. BSE "... declined to provide the amounts paid to the three
approved suppliers,” This objection was based upon the fact that
Southern Bell does not have possession or custody of the nformation, BSE
is not subject to the jurisdiction of the connission and the
information i{s not relevant.

The answer to the request also stated that the Management fee that BSE
charges to its affiliateg is not an allocation of BSE-HQ actual
costs.. It is on a fee based formula. They concluded from this that
none or the exepnses are allocate to the BSE gube.

SCOPE LIMITATION

In order to determine if BSE is billing at FDC ar less, BSE performed certain
calcultions and allocated certain expenses to come up with FDC and compared that
to the management fee. Ag we could not awdit the specific type of costs and
deternine the speclific amounts, we cannot determine whether this waes included in
the FDC calculatjion, whether it would make an impact on the FDC calcualtlon, and
whether {t is reasonable for ratemaking.
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COMPANY : BER

TITLE: SUMMARY OF WORK PERFORMED, OUTSTANDING ITEMS,
ISSUES FOR AUDIT REPORT

DATE: SEPTEMBER 28, 1993

AUDITOR: RKY

The company did provide with a copy of the plan.

2.5,

According to the above internal audit,

Infomat..lon in the 7Intez_:'na.:. Auagitr stat

PSC staff submitted the following requests 2-130.b.4 )

what is the Research Study for? What expenses were incurred in 1992 by
BSE employees for this research study? How were these expenses handled?

Were these allocated ag part of the BSE management fee? Is so, how much
in 1992 to each suly?

The Company says that only one eaplcoyee participates in this study
which involves a very small population of individuals who have a rare
disease, axd the expense is maintained at the BSE sub level.

SCOPE LIMITATION

Without access to the Financial Records as stated above, we cannot
determine if in fact the expense is maintained at the BSE sub level,

™. d .

According to the Internal Audit stated above,

PSC staff sumitted the £following requests 2~130,.C.5.
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COMPANY : BSE

TITLE: SUMMARY OF WORK PERFORMED, OUTSTANDING ITEMS,
ISSUBS FOR AUDIT REPORT

DATE: SEPTEMBER 28, 1993

AUDITOR: BKY

Provide a list of all) spouses that were paid for in 1992 and the agoumts
and reasons for travel, How were these expenses handled? Were these
allocated as part of the BSE managemsent fee? Is so, how much i 1992 to
each suby?

SCOPE LIMITATION
The company stated that BSE tracks the cost of any spousal expenses for

retention by BSE-HD). B8SE declined to provide the requested list of
expenses and oldjected on the same bhagis as above,

CONFIDENTIAL
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COMPANY: BSE

TITLE: SUMMARY OF BSE ACCOUNTING DIRECTIVES
PERIOD: TYE 12/31/93 7)’
DATR: JULY 22, 1993 \{A}) _
AUDITOR: RKY \\ )

WP NO. 51-40

AD 005 - EFFECTIVE 1/91 - REVISED AUGUST 1991.

prpp Y e L D L L L T - - - -

APPLICATION OF THE JCO TO BSE, INC AND SUBS.
SEE WP ALSO

AD S
2.02-- all affiliates of BSE are affected by the JCO, Where BSE owns
losg then 100%, if BSE osn exercise influcence than affected by Joo,

2.03 Rules also apply to transactions between honreg affiliates if the
costs associated with these transactions are subsedquently
transferred, in whole or in part , to the regulated carrkier through
transactions with nonreg affiliates. Such transactions are referred to
as chaining.

5,01 CHAINING TRANSACTIONS

JCO rules will apply if transactions between non reg affiliates are passed
ultimately intc regulation. Thsese are chaining transactions defined as follows:

"When a carrier obtains an asset or service from a nonregulated affiliate
that has obtained the asset or service from another nonregulated
affiliate."

5.02 BSE requires that all interco transactions comply with the JCO
because costythat are included in a chaining transaction that are
several layers removed from the ultimate destination can be difficult
to identify.

6.01 TMPLEMENTATION

Following the JCO is the primary responsibiity of the Chief Financial
Officer of each BSE sub.

7.01 COMPLIANCE COORDINATOR

BSE Comptrollers has a JCO Compliance Coordinator available on its
Financial Accounting Matters staff to assist each BSE sub in resolving
issues,
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COMPANY : BSE

TITLE: SUMMARY OF BSE ACCOUNTING DIRECTIVES
PERIOD: TYE 12/31/93

DATE: JULY 22, 1993

AUDITOR: RKY

WP NO. 51-$D

AD 007 - EFFECTIVE JAN 1992 - REV ISED AUGIST 1991

MARKET BASED PRICING OF SERVICES UNDER THE JCO

THIS DIRECTIVE IS TO MAKE SURE ALL COMPANIES COMPLY WITH JCO AND
PROVIDE ADDITICNAL GUIDANCE IN ESTABLISHING A MARKET RATE.

2.01 This section defined prevailing market rate; and 2.02 includes
nay guestions that are asked to determine if an adequate market rate
exists. -

3.01 This sections explaines how to establish an outside market
and the documentation necessary to estabish an outside market.

4.01 Discussed Third Party Sales -- must be to independent party
unrelated to BSC.

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

6.01 Contractual angments. Contracts may differ as a result of
services providea and therefore pricing differences. *In order to
establish an outside market, BSE companies must be ablve to show that
contracts with affiliates areprices according to similar contracts with
outside parties“. This may require producing evidence.

7.01 Competitive Bidding. FCC declined to amend the JCO for
competitive bid prices. see AD 007 FOR DISCUSSION.
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COMPANY : BSE

TITLE: SUMMARY OF BSE ACCOUNTING DIRECTIVES
PERIOD: TYE 12/31/93

DATE: JULY 22, 1993

AUDITOR: RRY

WP NO. 51-4 ¢

AD 008 - effective JAN 1991- REVISED AUGUST 1991.

e i ke S S T b A P A S, T T e A S S S

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

DETERMINING FDC

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

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

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

There is the General Allocator and the Marketirg Allocator. This
section discusses both.

4.01 Determining Appropriate Apportionment Factors

“When costs cannot be directly assigned, they must be grouped into
homogenoue cost pools and apportined based on some apportiorment

factor. Selecting an appropriate apportionment base is important to
the accurate allocation of costs."

FCC specifically says revenues cannot be used as an apportionment base.
5.01 Variances from FDC

The JCO states that if market rate i{s not available BSE subs (nonreg
affiliates) must charge at FDC to regulated utilities. BELLSOUTH" 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 apportiomment of all costs as prescribed by
the JCO with all supporting documentation.” If the nonaffiliate charges
iesshthan FDC, they must still have all supporting documentation stated
n the JCO.
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COMPANY : BSE

TITLE: SUMMARY OF BSE ACCOUNTING DIRECTIVES
PERIOD: TYE 12/31/93

DATE: JULY 22, 1993

AUDITOR: RKY

WP NO. 51-40

Algo the sub must obtain approval from the JCO Compliance Coordinator
in BSE Comptrollers.

Nonreg affiliates cannot exceed FDC. if so must refund.

7.01 Rate of Return Requirements.

FCC authorized return effective 1/1/91 is 11.25% after tax basis

and 15.76% on pretax basis. This AD describes how came up with

authorized return, how to apportion net investment to get to billable retiurn, how
to accumulate total costs and determine billable tawes,

10.01 The ROR must not exceed the authorized amount. True ups should
be made and overearnings refunded,

11.01 talks about appropriate method of apportioning excess capacity
coste or R&D exepnsee. These issuee are addressed on a case by case
bagis.

AD 009 APPORTIONMENT OF INDIRECTLY ATTRIBUTABLE COSTS UNDER THE JCO.

A R R P hnd D P D NP i S T g s e S s (0 00 W . A o s e
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COMPANY : BSE

TITLE: SUMMARY OF BSE ACCOUNTING DIRECTIVES
PERIOD: TYE 12/31/93

DATE: JULY 22, 1993

AUDITOR: RKY

WP NO. 51-b0

AD 0010 JOINT COST ORDER DOCUMENTATION REQUIREMENTS.

- — - -
ol e W TR WY R O S A e R A OS e E E d  de m -

ALSO SEE WP NO. ]
1.01 To be sure the transactions with reg affiliates and chaining
transactions follow the JCO and CAM, each BSE sub "must have
appropriate documentation 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 the following documentation:

1. Initial transaction approval (if after 9/1/90)

2. General Documentation

3. Specific Documentation.

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

quarterly.

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

Specific Documentation for affjiliates using FDC is FDC system output
supporting cost allocations, employee time repgﬁms, support for all
directly assigned or attributed costs, such as vouchers, support for
comuptation of allowable return, and FDC studies, if avajilable,

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, "The audit trail requirements include chaining
transactions, which would require BST Comptrollers to obtain, from
nonregulated affilaites, the detail of each transaction in the chain
from the regulated affiliate dealing directly with BST and from any
other nonreg affiliates involved in the progression of the transaction.”

AD 022 DOCUMENTATION REQUIREMENTS FOR AFFILIATE TRANSACTION APFROVAL.
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ITEN NO. 2-937

' ATTACHENT
BellSouth Enterprises, Inc. c AD 005
Financial Accounting Matters Revised: Aug. 1991
Accounting Directive Eftfective: Jan. 1991

L

ISSUR: Application of the Joint Cost Order to BellSouth
Enterprises, Inc. and Subsidiarles

STATUS: Revised

ORIGINATOR: Jennifer M. Pox (404) 249-4533

CONTACT: Davn Carlson (404) 249-42138

BellSouth Enterprises Accounting Directive 005 {3 revised effective
January 1, 1991 to require that all intercompany transactions cosply
vith the Jolint Cost Order.

RECOMMENDED:

ba.m P Ca_rl-nr--..

Dawn P. Carlson
Staftf Manager

APFROVED:

B, 6

B. R. Brever
Assistant Vice President

~ CONFIBENTIAL -

NOT FOR USE OR DISCLOSURE OUTSIDR THE
BELLSOUTH CORPORATION EXCEPT UNDER WRITITEN AGREEMENT
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115outh Enterprises, Inc. = AD 005
::nnnchl Accounting Matters l;vhm Aug. 1991
Accounting Directive Effective: Jan. 1991

APPLICATION OF THE JOINT COST ORDER TO BRLLSOUTH ENTERFRISES, INC. AND
SUBSIDIARIES

Introduction

1.G1 on Pebruary 6, 1987, the Federal Coanmunications Commission

(PCC) teleased the Report and Ocder on Joint and Common Costs
(JC0), CC Docket No. 86-111. In general, the JCO, as ssended by the
order on Reconsideration released October 16, 1987, prascribes cost
allocations standards that a tegulated carrier must use to separate
costs betveen regulated and noanregulsted activities vhen its resources
are jointly used to provide nonregulated products or services. The JCO
also prescribes certain affiliated transaction requiresents for the
regulated carcier in dealing vith its nontegulated affiliates. The

affiliated transaction rules are contained in Section 32.27 of the FCC
Part 32 rules. -

Scope

2.01 The Section 32.27 rules apply to all transactions vhich
fnvolve the transfer of assets, products, or services betveen

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

Business entities, regardless of legal form, that
directly or indirectly control, through one or more
intersediaries, or are controlled by, or are under
commopn control vith the accounting company.

2.02 Therefore, all affiliates of BellSouth Enterprises (BSE) ate

affected by the JCO, whether these affiliates take the form of
corporations,partnerships, or joint venture interests. Additionally,
affiliates 1in vhich BSE owvns less than 100X are also affected by these

rules §f BSE can exercise control over or significantly influence these
entities.

2.03 The rules alsc apply to transactions betveen nonregulated

affiliates if the costs associated vith these transactions sre
subsequently transferred, in vhole or im part, to the regulated carrier
through transactions vith nonregulated affiliates. Such transactions
are referred to as chaining transactions (see 5.01 to 5.03). Because {t
i3 sometimes difficult to determine if costs could eventually chain
into regulation, effective 9/1/90 BellSouth Enterprises {splemented a
nev policy requiring that sll intercompany transactions comply with the
provisions of the JCO (BellSouth Policy Kanual, Section 6, Paragraph
2).  Accounting Directive 022 provides guldance in implementing this
nev policy. -

-~

ROTICX
NOT FOR USE OR DISCLOSURE QUTSIDE THE
BELLSQOUTE CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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BellSouth Enterprises, Inc. . AD 005

Flnancial Accounting Mstters Revised:  Aug. 1991
Accounting Directive Effective: Jan. 1991
2.04 The FCC's ultimate goal in the JCO {s to ensure that

ratepayers pay Just and reasonable ratas for telephone
secvice. The achievement of this goal requires gusrding against
cross-subsidy of nonregulated ventures by regulated services.

Pricing Bierarchy: Sales of Products, Supplies, or Services

3.al The FCC set forth the folloving pricing hierarchy vhen pricing

products, supplies, or services from the nonregulated
affiliates to the regulated entities:

* The nonregulated affiliate must price products,
supplies, ot services sold to the regulated
entities using the prevailing market rate, if one
exists. The prevailing market rate is defined as

the price charged to nonaffiliates for the same
goods or services.

* If no prevailing market rate exiits. the price
charged to the regulated affiliate must be

based on the JCO fully distcibuted costing
standards.

.02 The regulated entities must use the same pricing hierarchy as

stated in paragraph 3.01 vhen selling products, supplies, or
services to the pnonregulated affiliates except that a tariff rate wsust
be used first if such a rate exists.

3.03 The folloving Accounting Directives provide detail guidance on

applying the JCO rules to the sales of products, supplies, or
services:

No. 007, Ha:ket Based Pricing of Services Under the Joiant Cost
Order

No. 008, Application of Pully Distributed Costing Under the
Joint Cost Order

No. 009, Apportionment of Indirectly Attributable Costs Under
the Joint Cost Order

ROTICE
NOT POR USE OR DISCLOSURE OUISIDE THE
BELLSQUTH CORPORATION EXICEPT UNDER VRITTEN AGREBEMENT
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. AD 005
BellSouth Baterprises, Inc.

F:nlncial Accounting ﬁ;tteta Revisedt Aug. 1991
Accouating Directive Effectiva: Jan. 1991

Pricing Bierarchy: Asset Transfers

4.01 The FCC set forth the folloving pricing hieracrchy vhen pricing -

asset transfers betveen regulated and nonregulated affiliates:

e Asset transfers should be priced at a tacriff rate
1f such a rats exists.

e Absent a tariff rate, asset transfecrs should
be priced using a prevailing price list held out
to the general public in the normal course of
business if such a price list is available and if
actual sales have been made to third parties. The
prevailing price list must be that of the selling
affiliate, not that of competing vendors. The
selling affiliate must be able to prove that
actual bona flde third party sales vere made
based on the price list.

e If no actual bona fide third party sales have
been =made to substantiate a prevailing market
rate, transfers of assets from the nonregulated
affiliates to the regulated affiliates must be
priced at the LOVER of net book value or
estimated fair sarket value. Hovever, asset
transfers from the regulated affiliates to the
nonregulated affiliates must be priced at the
HIGHER of net tock value or estimated fair market
value.

4.02 Accounting Directive No. 006, Joint Cost Order Requirements

for Asset Transfers, provides detail guidance on applying the

JCO rules to asset transfers betveen the regulated and nonregulated
affiliates.

Chaining Transactioas

5.01 Al though the FCC does not govern transactions betveen

nonregulated affilistes, the JCO rules must be applied to
these transactions if costs passed betveen nonregulated affiliates wvill
ultinately enter regulation. Such transactions are referred tn as
chaining transactions. Chaining transactions are defined as follovs:

Jhen a carrier obtains an asset or service froa a
nonregulated affiliste that has obtained the asset
or service from another nonregulated affiliate.

MOTICE
NOT FOR USE OR DISCLOSURE OUTSIDE THE
BELLSOUTE CORPORATION EXCEPT UNDER WRITTEN AGREEMENT
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BellSouth Enterprises, Inc. S AD 005

Revised: Ayg. 1991
Financial Accounting Matters '
Accounting Directive Effective: Jan. 1991
5.02 Costs that are included in s chaining transaction that uare

several lsyers resmoved from the ultimate destination (i.e.,
billings to the regulated affiliates) may be difficult to identify as e -
JCO transaction. Therefore, BellSouth Enterprises rvequires that all
intercospany transactions comply vith the JCO.

5.03 All intercompany transactions must comply vwith the Jco.

This includes ensuring that billings from saffiliates that are
included in costs billed to the regulated entities vere determined in
accordance vith the JCO rules.

I-gle-entltlon

6.01 Esch BSE subsidiary is responsible for ensuring all

tcansactions vith affiliates are in compliance
vith the JCO rules. The primary responsibility resides vith the Chiet
FPinancial Officer of each Company. In many cases, application and
implementation of the rules require a great deal of judgment and
interpretation. In order to develop a consistent approach to
fmplementation throughout BSE, Accounting Directives have been
developed vhich address many of the implementation issues vithin the
BSE subsidiaries. These directives vere developed based on the JCO

requirements as vell as the policies of BellScuth Corporation and
BellSouth Enterprises.

JCO Compliance Coordinator

7.01_ In order 1o ensure JCO compliance vithin the BSE subsidiaries,

a JCO Compliance Coordinator is available on the Pinancial
Accounting Matters staff in BSE Comptrollers to assist each company in
resolving all JCO dissues. This includes assisting companies in
identifying those transactions that fall vithin the jurisdiction of the
JCO rules, identifying and resolving JCO related issues, assisting in
the interpretation of the rules, assisting companies in implementing
those rules, maintaining overall docusmentation of BSB's compliance, and

assisting in the coordination of JCO audits as they relate to the BSE
subsidiaries.

71.02 Questions regarding JCO interpretation or implementation

should b¢ directed to the JCO Compliance Coordinator vithin
BSE Comptrollers.

NOTICR
NOT FOR USE OR DISCLOSURE OUTSIDE THE
BELLSGUTE CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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BellSouth Entetprises, Inc.
Pinancial Accounting Katters
Accounting Directive

) AD 006
Revised: Aug. 1991
Effactive: Jan. 1991

ISSUR: Joint Cost Order Requirements for

Asset Transfers

STATUS: Revised

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

CONTACT: Davn Carlson (404) 249-4238

BellSouth Enterprises Accounting Directive 006 is revised effective

January 1, 1991. List of major changes:

1. Section 4.06; Asset transfers betveen nonregulated affiliates must

be done at net book value.

2. Section 6:03: Subsidiaries must obtain approval froa BellSouth

Enterprises for asset transfers exceeding a
$25,000.

RECOMMENDED 3

Do P. Qoo

Davn P. Carlson
Staff Hanager

a G

net book value of

CONCURRED :

Opeta;ions Hanager

B. R. Brever
Assistant Vice President
& Coaptroller

NOTICR

NOT POR USE GR DISCLOSURE OUTSIDE THE
BELLSOUTH CORPORATION EXCEFT UNDER VRITTER AGREENENT
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BellSouth Enterprises, Inc. AD 006
Pinancial Accounting intte:: Revised:  Aug. 1991
Accounting Directive Rffectiva: Jan. 1991

JOINT COST ORDER REQUIREMENTS FOR ASSET TRANSFERS
Introductioa

1.01 The Federal Communications Commission (FCC) Joint Cost Order

(JO0) sets forth certain pricing requirements vhen assets ace
transferred betveen regulated carriers and their nonregulated
affilfates. Siaply stated, these rules are as follovs:

¢ Asset transfers must be priced at a tariff rate
1f such a rate exists.

¢ Absent a tariff rate, asset transfers aust be
priced using a prevailing price list held out to
the general public in the normal course of
business {f such a price list is available and if
actual sales have been made to third parties. -

¢ If no actual bona fide third party sales have
been made to substantiate a prevailing market
rtate, transfers of assets from the nonregulated
affiliates ta the regulated affiliates must be
priced at the LOUVER of net book value or
estimated fair market value. Hovever, asset
transfers from the rcegulated affillates to the
nonregulated affiliates must be priced at the
HIGHER of net book value or estimated falir market

value, 1f a tariff or prevailing price 13 not
available.

1.02 This Accounting Directive provides guidance in isplementing

the above rules vwithin all BellSouth Enterprises (BSE)
subsidiaries. Attachments 1 and 2 shov the hierarchy that must be
folloved vhen applying the asset transfer rules.

Defiulg; Aszets

2.01 A key factor 1in understanding the asset transfer rules i3

identifying vhen an asset has been transferred. In some cases,
& particular transaction could be interpreted to be an asset transfer
ot an inventory transfer, depending upon the facts surrounding the
case., If the transfer vas deemed to be an inventory transfer, the rules
for pricing products, supplies, or services must be folloved. Hovever,
£f the transfer vas deemed to be an asset transfer, the above asset
transfer rules must be folloved. The application of the asset transfer
rules pay produce a different ansver than if the inventory rules vere
applied.

-~

ROTICR
NOT FOR USE OR DISCLOSURE QUTISIDE THR
BELLSOUTH CORPORATION EXCEPT UNDER VRITTEN AGREEMENT

1

FOLKOZH 005876




96

v

BellSouth Entecprises, Inc. AD 006

d:  Aug. 1991
tal Accounting Hatters Revise ug

:.‘;2:3::1“ Dicective Bffective: Jan, 1991
2.02 In general, the PCC wvwill look at ovnership of the asset to

detersine 1f an assst or inventory item has been transfecred.
{f the afffliate is simply performing a purchasing function on behalf
of the regulated saffiliate, a service has been pectormed and the rules
for pricing services wvould be applied. Hovever, f€ the affiliate
saintained ownership of the ites prior to transferring it to the
regulated entity, the FCC may deem that an asset transfer has occurred.
This would particularly be true if both affiliates intended to use the
asset for intermal operating purposes as opposed to resell.

2.03 If the nonregulated affiliate has an outside sarket for the

jtem, the asset transfer rules and the rules for pricing goods
and services vould produce the same results. Hovever, 1f no prevailing
market rate is available, properly defining the transaction type

becomes ipportant because application of the rules could produce
different results.

Determining the Appropciate 4sset Transfer Rule )

3.0} The asset transfer rules as stated in paragraph 1.0l can be
broken dowvn into a general rule and residual rules. The
general rule is that a regulated carrier wmsust value transactions wvith
afffliates {nvolving transfers of assets Into or out of regulation at
tariff rates or prevailing prices vhenever possible. This requirement
is intended to produce a result comparable to that vhich vould occur in
an arm’s length transaction vith nonaffiliated third parties. This
requirement 1is consistent vith the FCC’s goal to liamit the potential
for cross-subsidization of nonregulated affiliates by the ratepayer.

3.02 Absent s tariff or prevailing price, carriers must value these

transactions by applying the residual rules. These rules
require regulated and nonregulated affiliates to determine the net book
value and estinated fair market value (EFNV) of assets 3014 to or
purchased from each other. These values are compared ia order to

-deteraine the amount the carrier vill record in its cegulated books of

accounts. The value selected vill depend on vhether sssets are being
transferred into or out of tegulation. Regulated carriers must record
sssets transferred to nonregulated affilfiates at the higher of aet book
value or EFMV. Bovever, tegulated carriers must record assets received
from nonregulated affiliates at the lover of net pook value or EFMV.

3.03 The FCC explains its reasons for prescribing inconsistent

residusl rules. The Commission’s goal is to protect the
ratepayer from bearing losses vhich could result from the transfer of
assets out of regulation to nonregulated affiliates. For assets
transferred fros nonregulated affiliates into rvegulation, the FCC's
goal is to protect ratepayers from rate base inflation due to assets
being transferred at artificially high prices.

-~

ROTICE
: NOT FOR USE OR DISCLOSURE OUTSIDE THE
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BellSouth Bntecprises, Inc. ' AD 006
Financial Accouﬁtlu l.‘lltlﬂ'l Revised: Aug. 1991
Accounting Directive Rffective: Jan. 1991

Establishment of Transfer Prices for Specific Assets

4.01 In order to comply with these requirements, BSE affiliages

sust transfer assets to the regulated entities at the
prevailing price for those assets. Hovever, the prevailing price caa be
used only {f the nonregulated affilfate has sales of similar type
assets to third parties. The sales price to the regulated entity must
be the same as prices charged to nonaffiliates for equipment of similar
type, age, and condition.

4.02 If ¢ prevailing price cannot be properly established, the

transfer price must be the lover of net book valua or LMW,
Het book value is defined as cost less accumulated depreciation,
related deferred taxes, and other reserves.

4,03 In determining the EFMV, carriers and their - nonregulsted
affiliates wmay use appraisals, competitive bids, wmarket
surveys or other appropriate valuation wethods. Valuation wmetbods

deternined through independent third party sources provide strooger
evidence of the EFMV.

4.04 Application of these rules can result in different transfer
prices for the saae type asset. Por example, if a nonregulated
affiliate transfers furniture and office equipment to g carrier under
the residual rules and EFHV is lover than net book value, the
transaction must be recorded at EFMV. Conversely, {f the same (ype
furniture and office equipment is transferred from a carrier to a
nonregulated affiliate under the residual rule and EFMV is lover than
net book value, the transaction aust be recorded at net book value.

4.05 In general, the nonregulated affiliate must record on its
books any vrite dovns associated vith the transfer of assets
under the Joint Cost Order vhen BFMV i3 less than net book value. This

accounting treatment ensures that the loss associated vith the transfer
does not enter regulation.

4.06 . It is BellSouth policy that all fixed asset transfers betveem
nonregulated affiliates be done at met book value.

NOTICR
HOT FOR USE OR DISCLOSURE OUTSIDE THE
BELLSOUTHE CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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1 1al Accounting Hattecs Revised:  Aug. 1991
Ecgzzgt:ng Directive Bffactive:r Jan. 1991

Other Conaideratiouns

5.01 Certain studies, analyses or-evaluations vill be required to

support the net book value and BFHV of assets transferred into
or out of regulation. In an arm’s length environment, parties to the
transaction develop the inforsation required to reach an informed
decision on the reasonableness of the price aszked by the seller and
offered by the buyer. Bach party bears the costs of obtaining the
required information. Accordingly, 3f the transfer i3 out of
regulation, the carrier should bear the cost incurred to determine the
minimun transfer value (i.e., the determination of the existence of &
tariff rate, prevailing price, or in the absence of both, the net book
value and BFMV of the assets transferred). The nonregulated affiliate
should bear the cost of revieving the supporting information and any
additional studies or analyses 1t may perfora to reach an informed
decision. Conversely, if the «transfer Is into rcegulation, the
nonregulated affiliate vill bear the cost of detersining the maximua
transfer value (i.e., the existence of a prevailing price, or in its
absence, the net book value and BYHV of the assets transferred). The
carrier wvill bear the cost of revieving this information and the cost

of any additional studies or analysis it say require to evaluate the
affiliacte’s proposal.

Documentation Requirements

6.01 During rate proceedings, FCC and state regulatory comamission
compliance and attestation audits, and BellSouth Telecommuni-

cations, Inc. (BST) vill be required to demonstra:ie compliance with the
rules for affiliated transactions.

6.02 Documentation for asset  transfers should include the
falloving:

1. Prevailing Pricea: Copies of price 1lists
together with the list of third party
transactions relied on to establish the
prevailing price. : ,

2. EFMV: , Documentation of the method used and a
copy of sny studles performed to establish EFMv

(appraisals, market surveys, competitive bids,
etc.)

3. Het Book Value: Documentation to support the
method of determination and the value st vhich
the transaction isrbooked.

HOTICE
NOT FOR USE OR DISCLOSURE OUTSIDE fTHE
BELLSOUTH CORPORATION EICEPT UNDER VRITTEN AGREEMENT
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dellSouth Enterprizes, Inc. AD 006

Financial Accounting Matters Revised:  Aug. 1991
Accounting Dicective Effective: Jan. 1991
6.03 Effective 9/1/90, documentation for all fixed asset transfers

vith a net book value exceeding $25,000 wmust be submitted to
the BSE Assistant Vice President & Comptroller for approval prior to
the transfer (see Accounting Directive 022). Although asset transfry
belov this threshold do not require BSB approval, documentation sust be
naintained by the parties to the transaction. Questions regarding any
transfers should be referred to the JCO Complisnce Coordinator of the
Financial Accounting Matters Group in BSE Comptrollers.

3
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BellSouth Enterprises, Inc. e AD .

Pinsncial Accounting Hatters Revised: Aug. 1991

Accounting Directive Effective: Jan. 1991

15SUB: Market Based Pricing of Services Under the Joint Cost
Ocder

STATUS: . Revised

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

CONTACT: Dawn Carlson (404) 249-4238

BellSouth Enterprises Accounting Directive 007 is revised effective
January 1, 1991 to require that all intercompany transactions comply
vith the Joint Cost Order and to provide additional guidance in
establishing a wmarket rate.

RECOMMENDED:

Doern P Corlon

Davn P. Carlson
Staff Manager

APPROVED:

G, G

B. R. Brever
Assistant Vice President
& Comptroller

HOTICR
NOT POR USE OR DISCLOSURE OUTSIDE THE
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.l 50 T .u.i&l.!. Inc., A.D Q007
Financial Accounting Matters : Revised: aug. 1991

Accounting Direccive Bffective lJan. 1991

KARKET BASED FRICING QF SERVICES UNDER THE JOINT COST ORDER

Introduction

1.01 The FPederal Communications Commission (FCC) Joint Cost Order

{(JCO) sets forth certain requirements that nooregulated
affiliates wmust follov in billing 1lts regulated affiliates.
Nontegulated affiliates must charge @ prevailing market rate for
products, supplies, or services (hereafter referred to &3 "goods or
services®) sold to its regulated affilfates if a prevailing market rcate
exists. Absent a prevalling macket rate, the nonregulated affiliste
must charge fully distributed costs (FDC). The purpose of this
Accounting Directive is to provide guidance to the nonregulated
affiliates in determining if an appropriate wmarket rate exists.
Application of the FDC rules are contained in Accounting Directive No.

Prevajling Market Rate befined N

2.01 Affillates should use the prevailing market rate, if

available, 1in pricing goods and services provided to
other BellSouth affiliates. The prevalling market rate i3 defined as
the price charged to nonaffiliates for similar goods or services. The
selling entity sust currently provide the same or similar services to
third parties ip order to establish a prevailing sarket rate. If there
is & competitive =market for thea services but the affiliste is not
actively participating in that market wvith third partles, the affiliate
has not established s marker rate.

2.02 In some cases determining if an adequate market rate exists

requires a significant amount of Judgment due to factors
affecting prices as vell as the structuring of particular sales.
Questions vhich frequently arise include:

¢ Hov many sales to third parties constitute an
adequate outside market?

¢ Vhat constitutes a third party sale?

® Does a prevailing market tate exist if dedicated
services are provided?

* How are market rates established for services
provided under contractual arrangements?

* Hov are market tates established for services
avarded under competitive bidding arrangements?

¢ Hov are market rates established in volatile
industries of constantly changing prices?

ROTICR
NOT POR USE OR DISCLOSURE OUTSIDE THE
BELLSOUTH CORPORATION EICEPT UNDER VRITTEN AGREEMENT
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AD o007
Financial Accounting Matters Revised: Aug. 1991
Accounting Dicective Bffective Jan. 1991
Establishment of sz Outside Narket
3.01 In order to establish a market rate, the selling entity sust

be able to provide evidence that similar goods or secrvices sre
provided to independent third parties. The PCC did not provide specific
guidelines as to hov significant third party transactions aust be
before & gprevailing wmarket raste s established. It i3 BellSouth
Corporation’s position that e bona fide ocutside market must exist and
that this deteraination must be made on a case by case basis. In
addition to comparing sales levels to affiliates versus nonaffliliates
the folloving quslitative criteris are wuseful in detersining if an
outside market exists:

1. Do third parties have a need for this service/product or is
the service/product provided to meet the unique needs of
BellSouth’s subsidiaries vithout regard to _ the needs of
third parties (i.e., i3 the provision of the service to
third parties incidental?)

2. Does the supporting documentation identify the third party
market and contain a plan for marketing the service to
thicd parties?

3. Does the supporting documentation demonstrate the
affliliate’s commitment to inhcrease or deploy resources as
required to meet the demand from nonatfiliated third
pacties?

3.02 If sales from nonaffiliates exist, BellSouth’s decision as to
vhether or not a market rate exists will be {influenced
greatest by affirmative responses to the qualitative criteria stated in
question form above. Generally, quantitative standards such as the
percent of revenues from sales to nonaffillates to total sales froa the
product/service are useful as Iindicators as to vhether or not
qualitative criteria are being applied but standing alone do not prove
or disapprove a sarket rate. Such indicators only have relevance or
meaning if they are considered in light of the events and circumstances
surrounding the particular transaction under reviev. Accordingly,
sales of a product or secrvice that produce revenue belov this benchmark
trigger a re-evaluation of existence of a market rate. '

Third Party Salea

4.01 Only sales to outside third parties qualify as nonaffiliate
sales {n establishing a market rate. Therefore, sales to other
nonregulated affiliates, joint venture partners, or cosmpany officers or

employees do not qualify as third party sales. The sale must be to an
independent party uncrelated to BellSouth Corporation. ~

OTICE
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Financial Accounting Matters Reviged: Aug.
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Accounting Directive Effective Jan. 1991
Dedicated Services
5.01 In some cases affiliates prcvide dedicated services to other

BellSouth companies in wvhich staff and other resources are
dedicated to. the provision of certain secrvices. Although similar
services may be provided to outside parties on 8 nondedicated basis,
deteraining if such services coastitute an outside smarket requires
special consideration. The fact that the services are dedicated may
imply that an enhanced level of secrvice is provided to the sffiliate
that is not provided to other customers. The nonregulated affiliate
sust -ensure that the services provided to outside parties are siamilar
enocugh to constitute an adequate market.

Contractual Arrangesents

6.01 Some services are provided under long tera conatractual

agreeasents in vhich specific services are agreed upon betveen
the tvo parties. Included in this category are lease srrangements and
naintenance contracts. The pricing of each contract depends upon the
combination of services offered, the length of the agreesent, and other
specific terams. Therefore, each contract say differ slightly in the
services provided and as a result, the pricing may differ. In order to
establish an ocutside market, BSE companies must be able to shov that
contracts vwith affiliates are priced according to sisilar contracts
vith outside parties. This w=may require producing evidence of hov
component parts are priced under contracts or producing evideace of hov
changes in teras (such as quantities and length of service) affect the
price. If adequate comparisons can be made, the nonregulated affillate
has established & wmarket rate. Bowever, {f such comparizons are

impossible to produce, a fully distributed costing approach to pricing
vill be required.

Competitive Bidding

7.01 Some BSE subsidiaries provide goods or services using the
competitive bid process. The establishment of a sarket price
under such conditions becomes difficult {n that each bid is a unique
situation that 1is impacted by the specific needs of the customer.
Several telecommunications companies have petitioned the FCC requesting
that the JCO permit @ regulated carrier to record services provided by
an afffliate at the lovest cospetitively bid price regardless of
vhether these same services are provided to unaffiliated entitties.

7.02 The FCC declined to amend the JCJ for coapetitive bid pricing.

Rather, it reinforced the rules vhich require-an affiliate to
prove it provides similar goods or services to nonaffiliates. If the
nonregulated affilfate cannot adequately establish a market price, the
bid price must be based on cost as defined in the JCO. It i3 irrelevant
if the nonregulated affilfate is avarded the bid based ou lovest price.

BOTICR
NOT POR USE OR DISCLOSURE OUTSIDE THE
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The affiliate must be able to prove that the price vas established
based on the JCO affiliated transaction rules.

7.03 To establish & market price, the nonregulated affiliate must
shov that similar contracts vith similac pricing exist vith
nonaffiliated parties. The nonregulated affiliate must be able to shov
that such services vere actually provided to third parties. The fact
that the nonregulated affillate entered into the bid process vith third
parties 1is not evidence that e market price exists. The nonregulated
sffiliate must have evidence that similar bids vere actually avarded.

7.04 Absent the ability to prove a market rate, the nonregulated
affiliate must use cost based pricing using the cost
allocation procedures contalned in the JCO. Accordingly, contracts
avarded to nonregulated affiliates as the lovest price bidder but that
are priced in excess of cost vould be in viclation of the JCO if &
prevailing market rate did not exist. B

Changing Prices

8.01 Some BSE subsidiaries operate in volatile environments in
vhich prices for goods and services are driven by external
market conditions. Therefore, prices can change daily depending upon
competitive factors. Sales to the affiliates wmust be priced according
to the prices in effect for third pacties at the time the sale is made.
Subsequent changes do not necessitate that prior sales be adjusted.

Other Issues

9.01 Because services provided by the BSE subsidiaries are varied,

the operating, financial, and marketing environments of each
company are different. Therefore, all JCO issues cannot be definitively
addressed in a policy paper. Rather, the guidelines provided {in this
Accounting Directive sisply serve as a basis to asasist the BSE
companies in determiniag if a =market rate exists. Because the
establishment of & market rate requires a good understanding of the JCO
rules and the operating conditions of each company, documentation of
how the rules are applied in each case iz important. Documentatfon
guidelines are addressed in Accounting Directive No. 010. In cases
vhere it is unclear if an adequate market rate exists, it is important
that the JCO Coumpliance Coordinator in BSE Comptrollers be informed of
all relevant issues in order to assist in the resolution.

4
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APPLICATION OF FULLY DISTRIBUTED COSTING UNDER THE JOINT COST ORDER

Introduction

1.01 The affiliated transaction rules as contained in the Pederal

Comsunications Commission (FCC) Joint Cost Ocxder (JCO)
prescribe certain rules for pricing goods and services transferred
betveen regulated carriers and their nonregulated affiliates. Siaply
stated, these rules ate as follovs:

¢ Nonregulated affiliates must price goods and
services sold to the regulated entities using the
ptevailing market rate, if one exists.

* If no prevailing market rate exists, the price
charged to the regulated affiliate must be based
on the JCO fully distributed costing standards
(FoC).

1.02 This Accounting Directive provides guidance to those BellSouth
Enterprises (BSE) subsidiaries that amust use FDC in pricing

its goods or services. Use of market based pricing is addressed in
Accounting Directive No. 007.

Determining Fully Distributed Cost

2.01 The JCO costing standards require that costs be assigned

betveen regulated and nonregulated activities using the
attributable cost aethod of cost apportionment. Simply stated, it
requires apportionment based on cost-causative measures of use to the
maxioum extent possible. Vhen valuing transactions under the FOC rules,
these standards aust be applied in the order listed below.

1. Directly Assi . the costs of all rescurces
used exclusively (dedicated) for the provision
of services to the affiliate.

2. Directly Attribute Joint and common costs

betveen services based on direct cost-causative
seasures of use to the maximum extent possible.

3. Indirectly Attribute the remaining joint
and common costs betveen services bdased on
their linkage to costs directly assigned or
attributed to the maximum extent possible.

4. Unattributable Common Costs should be allocated
based on the general allocator as described in-
Section 3 of this Accounting Directive.

NOTICR
NOT FOR USE OR DISCLOSURE QUTSIDE THE
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2.02 The apportionment hilecarchy seeks to associate costs with

their cause by establishing a hierarchy of assignaent,
attribution, and allocation principles vhich fora the basis of the cost
apportionment process. The method requires companies to directly assign
costs to either regulated or nonregulated activities vhenever possibdle.
Common costs, vhich are costs that cannot be directly assigned, ace to

be grouped into homogeneous cost categories or pools. Homogeneous cost
pools are defined as follovs:

Cost pools that are grouped together that have the
same or similar relationship to cost objectives.
The term also applies to cost pools that, it
allocated separately, wvould yield the same or
sinilar results as {f allocated together.

2.0 These cost pools can describe any grouping of individual

costs. Costs are aggregated and one base is selected for
apportioning the group Instead of taking detailed costs in thelr most
eleaental forw, one at a2 time, and deciding hov they should be
apportioned. If a cost-causal measure of use exists, a cost category is
apportioned based on direct analysis of the origins of the costs or
based vpon a cost-causative linkage to another cost category for vhich
a direct analysis exists. Costs that cannot be assigned or sttributed
based on any cost-causative measure are apportioned in proportion to
the costs that can be directly assigned or attributed betveen tegulated
and nonregulated activities.

The General Allocator

3.01 Unattributable cosis are apportioned to regulated and
nonregulated services through use of the general allocator.
The formula for the general allocator is as follovs:

%rt&uli ted" " Total Nonregulated
ssi

A ed & Attributed Expenses I Unattributable = Unattributable
ro:J Assighed & Attributed Exp. Expenses Expenses

p | Regulated Total Regulated
Assigned & Attributed Expenses X Unattributable = Unattributable
Total Assigned & Attributed Exp. Expenses Expenses

NWTICE
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.02 The only costs subject to the allocation of unattributable

casts should be true intetnally-generated costs. The cost of
goods sold should be excluded fros the numerator and the denominator of
the general allocator because this is e unique type of cost and relsates
to  items purchased tor resale. Por purposes of the JCO, cost of goods

'30ld should exclude overhead allocations. The general allocator is

based on a "rolling three-month" sverage derived by using the quarterly
data ending tvo sonths before the current month.

1.03 Any aev services vill use one-year projections in estisating

their sonthly costs jin order to develop a typical or
representative three month aversge. This projected average will be
included in the general allocator until three months of actual dats is
available.

3.04 Because nmarketing costs are likely to be incurred for

nonregulated activities to a disproportionately high degree,
the FCC believes these costs are uniquely different from other costs.
Therefore, wmarketing costs must be segregated and apportioned

separately. The FCC has defined the following activities as marketing
cosis:

® Product Kanagement

® Sales

® Product Advertising

* Customer Services

® Corporate Inage Advertising
¢ Public Relations

3.05 Vhen l'pportioning marketing costs, a separate marketing
general allocator must be used to apportion wunattributable
marketing costs.

Determining Appropriate Apportionment Factors

4.01 Vhen costs cannot be directly assigned, they must be grouped

into homogenous cost pools and apporticned based on some
apportionment factor. Selecting an appropriate apportionment base is
important to the gccurste allocation of costs. Pactors vhich reflect
cost causal relationships should be used to the maximum extent
possible. Factors that measure or reflect an ®ability-to bear®
relationship are arbitrary and 4o not measure the amount of resources
used by an activity. Since they do not represent a causal relationship,
they may not be used to apportion costs. In particular, the FCC
specifically identifies revenues as an apportionment base that cannot
be used in any situation. '

ROTICE
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4.02 Accounting Directive No. 009 provides guidance in developing
appropriate apportionment factors for indirectly attributabdle
costs. | i

Vaciances from Fully Distributed Costs

3.01 In some cases, BSE subsidiaries vhich have no market rate may

vish "to charge less than FDC to the regulated entities for a
particular product or service. The JCO states that if a market rate i3
not avallable, nonregulated affillates must charge IDC for goods or
services sold to the regulated entities. BellSouth bas determined that
charging less than FDC i3 scceptable in certain cases. Hovever, the
nontegulated affiliate must have procedures in place to be sble to
prove that the charges do not exceed FDC. This includes spportionsent
of all costs as prescribed by the JCO vith all  sypporting
documentation. Charging less than PDC does not preclude s nonregulated
affiliate from folloving all the requirements of apportioning costs.
Any BSE subsidiary that vishes to charge less than FDC to any affiliate
must first obtain approval from the JCO Compliance Coordinator in BSE
Comptrollers. :

5.02 In addition, FDC as opposed to incremental costing must be

used. Each time a nev customer or user is added, all costs
must be apportioned to all customers. Therefore, nev customers vill be
charged their share of fully distributed costs as opposed to only the
incremental costs of adding the customer.

5.03 Nonregulated affillates cannot exceed FOC in billings to the

regulated affiliates, even {f such costs wvould still be less
than the costs of the regulated entity to perform the service
internally. The cost apportionaent standards focus on the costs of the
affiliate actually providing the service, {rvespective of the costs of
other entities, internally or extermally. This method ensures that the

carriers share in the economies of scale and scope assoclated vwith
affiliation.

MTICE
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Time Reporting
6.01 The FCC places special emphasis on relisble and accurate time

reposting because s significant amount of direct and indirect
costs are apportioned betveen regulated and nonregulated activitiaes
based on the apportionment of wages. Therefore, maintaining supporting

documentation for reported time and s clear audit trail are essential
to compliance vith the PCC’s JCO rules.

6.02 The FCC did not prescribe specific time reporting proceduyres.

Therefore, positive or exception time reporting is acceptable.
The method selected should be one that vill most accurately accumylate
and spportion time. The sethods avaflable are as follova:

Positive time reporting is used by employees vho
perfors sany different and distinct tasks or
functions on a frequent basis. It requires thav
employees report their time 1in no more than one
hour increments on a daily basis.

Exception time reporting is used by employees vho
perfora  specitic tasks or functions yet K have
occaslon to perform functions outside of their
normal responsibility. This method i3 also used by
those employees vho =may have a requirement to
exception report in 1line vith their normal
activities. This requires that such employees

report exceptions on a dajily basis in incresents of
no more than one hour. )

6.03 It is {mportant to note that those employees time reporting
must repert time in increments of one hour or less.

6.04 Surveys or studies may also be used vhen employees perfora

multiple, repetitive and aiscellaneous functions involving
increments of time impractical to tise report. Time is therefore
saapled or studied to determine the relative amount of time spent on
specific activities. If thizs method is used, survey periods should be
designed in a vay that represents the on-going business process.
Surveys should be used only in those situations vhere it {s {apractical
for the employees to track and report time. If the time can reasonably
be tracked, positive or exception time reporting should be implemented.

ROTICR
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6.05 Employees wmust be adequately trained in the importance of
sccurste time reporting. Tvo levels of tralning should be
implenented to educate employees on the methods for time reporting.
Avareness Training should focus on the relationship of direct time
reporting to the cost apportionaent process. All eamployees should
understand the significance and consequences of Inaccurate time
teporting. Isplementation training should focus on the actual direct
time reporting procedures televant to an employee’s specific function.

6.06 In order to comply vith the JCO, the folloving docuaentation
should be retained one year after the close of the fiscal year
to vhich the records relate:

1. A1l underlying supporting documentation not
included 1{in the employee’s time report required
to test the reasonableness, reliability, and
accuracy of the reported time. This includes
reports of daily activities such as service
orders, supervisors logs, calendars, etc., used
as input to prepare time reports.

2. All smarketing and sales personnel sust retain
contemporsneous records of daily activities.
This includes records such as telephone logs,
appointment logs, and notes on the results of
sales calls. They should include date and
subject matter of sales contact, person or
persons contacted, and the amovnt of time spent
vith the customer or potential customer.

3. All underlying data supporting judgwents used In
jdentifying and apportioning nonproductive time
as vell as a description of the basis for
apportioning nonproductive tise.

4. All underlying data supporting each departsments
ispleasentation and ongoing maintenance of the
training requirements for tise reporting.

6.07 Time reporting procedures should be revieved at least annually
to determine that procedures are still adequate to ensure JCO

compliance and to ensure that all employees are properly reporting all
tige.

ROTICE
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Rate of Return

7.01 The FPCC has determined that return (or cost of capital) 1ig an

appropriate component of the cost of providing services to the
tegulated entities. The appropriate rate of rceturn {s the ICC
suthorized interstate rate. This return is designed to recover both

debt and equity costs snd vas determined based on an optimum debt to
equity ratio.

7.02 The FCC  authorized rate changes periodically. BSE
Comptrollers wvill inform those subsidiaries using FDC pricing
principles vhat the appropriate rate is. Bffective 1/1/91 the

authorized rate is 11.25% on an after tax basis and 15.76X on a pre-tax
basis.

7.0} The FCC authorlized after tax rate of cteturn of 11,25 wvas
determined as follovs: :

Veighted Debt Cost 3
Veighted Equity Cost 7.
Total After Tax Return 1

7.04 . The above structure assunes 3 debt/equity ratio of 44.2X/55.8X
and a debt cost of 8.8 and an equity cost of

13.19%. The veighted equity cost vas gressed up to include the effect
of tax expense as follows:

Veighted Equity Cost ¢ (1 - Statutory Tax Rate) = Pre-Tax Return on
Equity

7.05 The tax rate used to compute the gross up is the statutory tax

rate of 38X. The tax rate of each subsidiary should not be
used. Therefore, Pre-Tax Return on Equity vas as follovs:

7.36% + .62 = 11.87X

7.06 Tﬁeretou. the veighted Pre-Tax Return i3 15.76X determined as
follovs:
Pre-Tax Return on Debt 3.89%*
Pre-Tax Return on Equity 11.872
Total Pre-Tax Return 15.76X

* Note that the Pre-Tax Return on Debt « the After Tax Return
on Debt due to interest expense offsetting. the related
revenue, lhereby precluding a gross up of the Return on
Debt.

2

ROTICR
ROT POR USE OR DISCLOSURE OUTSIDE THR
BELLSOUTRE CORPORATION EXICEFT UNDER VRITTEN AGREEHMENT

7

113 FOIKOZW 8a5094




BellSoutna Enterprises, Inc. AD 008

Flnancial Accounting Katters Revised: Aug. 1991
Accounting Directive Effective:s Jan. 1991
Apportioning the Net Invesisent .

8.01 The pre-tax rate of return should be applied to the sllocated

net {nvestsent to determine the dollar amount of the billable
teturn. The net investment wmust be apportioned to regulsted and
nonregulated components using FOC principles. Coaponents of the net
investaent include:

Net Pixed Assets ¢

Inventories

Pefecred Charges

Other Noncurrent Assels

Vorking Capital (current assets-inventories)-(current
liabilities)

Het Capitalized Leases

Net Leasehold Improvements -

*  Property, plant and equipment net of accumulated
depreciation, deferred taxes and deferred credits.
Investaent tax credit should not be deducted.

8.02 Factors should be determined in order to apportion the above

investment categories to regulated and nonregulated activities
based on cost causing factors. For instance, .percent usage of capital
assets may be an appropriate factor for the apportionment of net fixed
assets. The relationship of Accounts Receivable, Prepalds, Accounts
Payable, and Other Accrued Liabilities will affect the amount of
Vorking Capital apportioned to the regulated and nonregulated entities.

ROTICE
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8.03 After the capital assets have been apportioned, the

appropriaste return should be applied to the aversge net
investment. The average net investment is determined as follovs:

Net Investment at Beginning of Period
+ Het Investaent at End of Period

Total

N |

Avetage Het Investment for the Period

8.04 The billable return is computed as follaovs:

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

Accuwulating Total Costs

9.01 After the apportionment process is complete, all costs aust be
accuaulated to determine the final bill amount. Costs shauld
be sunmarized as follovs for each regulated affiliate that is billed:

Apportioned Costs (Direct, Indirect, and Unattributable)
+ Return (After Tax Basis)
+ Taxes

Total Billed Costs

SEANNDES NN SERERANEEEBUE RS EY RS &N

9.02 The billable taxes are determined by taking the difference

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

True-Up Guidelines

10.01 The rate of returm (ROR) on transactions wvith regulated
affiliates wust not exceed 11.25% during the calendar
year. If the affiliate’s aggregate return from FDC transsctions vith
regulated affiliates deviates from the 11.25X target, appropriate
adjustments must be made to retarget earnings to 11.25X. True-ups for
estimated overearmings should be booked in the curreant year. Final
adjustments should be made as soon as final actual results are knowvn.

NOTICE
NOT POR USE OR DISCLOSURE OUTSIDE THE
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Other Issues

11.01 In apportioning costs under the FDC principles, issues arise

regarding the appropriate metnod of apportioning iteas such as
excess capacity costs or research and developament expenditutes. These
issues wmust be addressed on & case by case basis in order to deternine
the wmost accurate apportionsent method in each circumstance. It s
important that these issues be identified vhen they arise and that the
JCO Compliance Coordinator is contacted for assistance in deteraining e
final resolution. :

Suasary

12.01 BSE subsidiaries vhich do business with affiliates and do not

have a wsarket rate for their services aust use the cost
apportionment standards prescribed by the FCC. Systems and procedures
must be in place to allov for accurate apportionment of costs,
including the selection of appropriate apportionment factors. The
effects of the JCO should alvays be considered prior to offering a nev
product or service to affiliates and procedures must be {n place prior
to the implesentation of nev services.

12.02 Guestions regarding application of the JCO should be directed
to the JCO Compliance Coordinator of the Pinancial Accounting
Hatters staff in BSE Comptrollers.

ROTICE
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APPORTIONMENT OF INDIRECTLY ATTRIBUTABLR COSTS UNDER THE JOINT COST
| ORDER

Introduction

1.01 Under the fully distributed costing (FDC) principles of the

Joint Cost Order (JCO), costs vhich cannot be directly
assigned or aciributed must be apportioned to activities through
indirect attribution or the general allocator (see Accounting Directive
Mo. 008 for a description of the required costing biersrchy). This
Accounting Directive provides guldance in selecting the apportionment
bases for indirectly attributable costs. Unattributable costs are
sllocated to products and services based on the general allocator as
discussed in Accounting Directive No. 008.

Indirectly Attributable Costs Defined

2.01 Costs that are indirectly attributable to s product are those

for vhich there is s cost-causative linkage with tvo or more
of the products or secvices. Although these types of costs can be
linked vith specific products, the exact amount of the costs associated
vith each product is not knovn, so & surrogate basis for allocation
must be used to apportion the costs to the products or services that
cause thelir incurrence. Of course, the costs must fluctuate wvith the
surrogate and there must be a method to directly aseasure this
relationship. The fact that a surrogate must be used to get the cost to
the product level is vhat distinguishes an indirectly attributable cost
from a direct cost. An example of indirectly attributable costs are
certain types of benefit costs such as pensions or insurance,

Apportionment of Indirectly Attributable Costs

3.01 Indirectly attributable costs should be apportioned to

products and services based on their linkage to costs wvhich
have been directly assigned or attributed. Therefore, an allocation
base wmust be selected and an allocation formula and allocation rate
developed. Por instance, if pensions are determined to fluctuate in
relation to salary dollars, salary dollars vould be the appropriate
apportionment base. The formula, allocation rate, and sllocation of
indirectly attributable costs vould be as follovs:

Total Pensions = Allocation Rate
Total Salaries

Salaries Attributed to Regulated Services
x Allocation Rate
= Pensions Indirectly Attributed to Regulsated Services

NOTICE
BOT FOR USE OR DISCLOSURE OUTSIDE THE
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3j.02 In developing the allocation rate, the nuserator represents

the total indirectly attributable costs that will be
allocated, and the denominator rtepresents the total amount (labor
dollars, labor hours, number of employees, etc) of the allocation base
that vill be used. This rate foras a relationship betveen vhat {s being
billed out as direct cost and the indirectly attributable costs to be
sllocated. Consequently, vith each direct dollar billed, a certain
amount of indirect costs are attached to it. Belov is a more detafled
discussion of each step in this allocation process.

3.0} The process of cost allocation can be broken dovn into three
basic steps:

1. Choosing the cost cbjective (cost pool, product,
ete.)

2. Choosing and accumulating the costs that relate
to the cost objective. . T

3. Choosing an allocation base vhich wvill link 1
vith 2.

Choosing the Cost Objective

4.01 Costs are apportioned to cost objectives in a hierarchial

manner. 4 cost objective is defined as "a function,
organizational subdivision, or other vork unit for vhich cost data are
desired.™ Costs are accumulated in the accounting records in general
ledger accounts. These costs wust ultimately be apportioned to products
and services and then to nonregulated or regulated customers (the
ultimate cost objective). Therefore, depending on the type cost, the
apportionment of a cost could flov according to the followving path
until it reaches the final cost objective:

General Ledger Account
Cost Pools
Products or Services
‘Custouers

4.02 Before costs are accumulated, it is important to properly

identify the cost objective in each phase of the apporticnment
process. .

ROTICE
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Cost Pools

5.01 After all costs to be apportioned have been sccumulated, the

costs aust be grouped into homogeneous cost pools. Costs can
be pooled in a nusber of different wvays. They can be pooled by
departaents, by natural categoriezr (i.ea., people related,
materials-related, property-related, etc.) or they can be pooled by
behavior patterns (l.e., variable or fixed). Subsequent allocations are
then wmade of the cost pools rather than the individual costs vhich
comprise the pool. Instead of taking detailed costs in their most
elemental fora, and individually deciding hov they should be allocated,
they are aggregated and one base is selected for allocating the group.

5.02 A cost pool 1s considered homogeneous if each significant
activity vhose costs are included has the same or a similar
causal relationship to the cost objectives as the other asctivities
vhose costs are included in the cast pool (Li.e., employer comiributions
to social security, Insurance, savings and health plans, etc. can be
grouped together because they all have the same causal relationship to
the final cost objective - the product or service. Maiantenance expense,
hovever, vould not be homogeneous to this group). 4 cost pool is also
considered homogeneous if the allocation of the cost pool is nmot
saterially different from the allocation that vould result if the cost
of the activities vere allocated separately (e.g., 1f labor hours and
machine hours are used in proportionate amounts to produce a product,
cost pools for costs that are machine oriented can be coabined vith
cost pools that are labor oriented since allocating these costs
separately vill yield the same resuvlts as allocating them together).

Allocatiocn Base

6.01 Once the indirect costs have been grouped {nto homogeneous

cost pools, the final step is to allocate these cost pools to
the product/service. This necessitates choosing an allocation bass. The
allocation base is important because it is the key means for linking
total indirectly attributable costs or cost pools wvith cost objectives.

6.02 The required criterion for choosing an allocation base Is a

cause-and-effect relationship. In other vords, the existence
of the cost objective should be the dominant factor in causing the
incurrence of the costs in question. There are tvo decisions that wust
be made vith respect to choosing an allocation base. The first one is
the ' type and number of bases to use and the second one is the activity
level of those bases.

WOTICE
NOT FOR USE 0R DISCLOSURE OUTSIDE THE
. BELLSOUTB CORPORATION EXCEPT UNDER URITTEN AGREENENT
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_6.03 Vith respect to the types of allocation bases, some of the

more cosaon sllocation bases that are used are labor hours,
labor dollars, machine hours, direct material usage, veight or size. In
deternining vhich type of base to use, it is impocrtant to remesber that
the cost pool and the allocation base must be related to each other,
and both sust be identified vith the product or service being costed.
For example, if costs are sccumulated for a repair service and the goal
15 to allocate fringe benefit costs, saterisls used vould not be an
appropriata allocation base since wmaterials have no relationship to
fringe benefits, nor are materials necessarily identified vith
providing repair services.

6.04 Another example of a base that is not identifled vwith the

product being costed is the use of an allocation base
consisting only of direct dollars relating to services that asre
perforned only for affiliates {n an attempt to sllocate costs to all of
the products and servites provided. Additionally, it {s important to
choose a base that vill fluctuate vith the indirect co3sts being
allocated. For example, vhether to use nuaber of employees or payroll
dollars depends on vhether the amount that {s being allocated vill more
likely fluctuate because it is people-oriented (i.e., human resources
costs ) or because it is payroll-oriented (i.e., fringe benefit costs).

6.05 The more pools and allocation bases used, the more accurately
the product vill be costed. The fever used, the less

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

1. factors associated vith the individual products
or jobs,

2. necessary costs and effort in application, and
3. naterial differences in final results.

6.06 Vhere results do not differ significantly, the easiest method

available and the least number of pools and allocation bases
should be used.

NOTICR
NOT POR USE OR DISCLOSURE OUTSIDE THE
BELLSOUTE CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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6.07 Activity level of the allocation base must also be addressed.

The activity level of the allocation base relates to the time
period over vhich indirect costs should be allocated to products. Cost
accountants commonly recognize tvo levels of capacity utilization - the
normal activity versus the snnual activity.

6.08 The normal activity approach recognizes the fact that some

costs are incurred in the current year to produce items that
vill benefit the entity for many years (e.g., self constructed assets
or research and development expenditures). The normal activity approach
takes the position that these costs should be spread over the periods
benefited (e.g., if self constructed assets have a useful 1ife of five
years, the costs related to these assets should be billed over flve
years cather than in the current year). Thils approach has the effect of
averaging costs over a period of time and applying this average to the
product/service in each given year. With this approach, in some years
the billings for these costs vill exceed the actual costs incurred. In
other years the actual costs incurred vill exceed the billed amounts.

Hovever, over time the costs incurred vill equal the total amounts
billed.

6.09 The annual activity approach to cost sllocation takes the

position that each year’'s costs should stand on its own.
Therefore, each year's costs should be allocated and billed in the year
incurred. This attitude arises from the videspread conviction that the
year is the key time period and adherence to the idea that costs for a
given year generally must cling or attach to the services provided or
products produced during that year regardless of the relationship of
that year’s activity to average long term activity. Vith this approach
the amount of costs billed vill fluctuate from year to year if costs
fluctuate from year to year. Hovever, in each year the costs billed
vill equal the costs incurred.

) NOTICE
NOT FOR USE OR DISCLOSURE OUTSIDE THE
BELLSOUTH CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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Accounting Requiresents

7.01 Vhen developing methods of allocsting indirectly attributabdle

costs, certain rules must he adhered to 3o that ' consistency
can be achieved betveen costs that are sllocated and the allocation
bases used, Belov are a list of things that must be considered:

1.

The same cost accounting period must be used for
accunulating the costs as for establishing its

_ allocation base.

1.

Vhen developing allocation rates for indirectly
attributable <costs it should be noted that if a
cost that Is typically an indirect cost has been
directly billed, it should be excluded from the
numerator. Additionally, this amount must be
added to the denominator, it applicable. The
treatuent for billing purposes determines
vhether a particular cost goes in the numerator
{(cost to be allocated) or the denominator
(allocation base), not the account that contains
the amount.

Cost pools should be aggregated to the maximum
extent possible providing the aggregation
results in no wmaterial distortions in costing
the product or secrvice. If the logical bases for
tvo different cost pools are different but
interchanging the bases vill yield the zame or
similar results, the cost pools should be
combined and allocated using the same bhase.

. The activity 1level required is the normal

approach. Since this sapproach is used, amethods
must be established {n the rate application
system (o Tecover costs that benefit future
periods.

NOTICE
NOT POR USE OR DISCLOSURE OUTSIDE THE

BELLSOUTE CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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5, Vhenever direct costs are used in establishing
allocation bases for a period, the folloving
rules aust be adhered to:

A. Consistency s 1mportant in making
adjustments to both direct and {ndirect

costs for purposes of determining total
costs.

'B. ~ ¢ appropriate practices for deferrals,

' accruals, and other adjustments must be
used {n identifying the cost accounting
periods among vhich any types of
adjustuents to expense are distributed.

6. Indirectly attributable costs based on estimates
may be used in developing allocation rates.
Bovever, the estiaates muyst be developed to
represent a full cost accounting period.

7. The allocation rates developed should be
revieved at a siniaum, annually. Additionally,
if any change should occur in the interis that
vould cause a significant change 1in the
allocation rate in use, s more representative
rate should be developed and implemented at the’
time the change cccurs.

7.02 Questions regarding the allocation of indirectly attributable

costs &s required under the JCO should be referred to the JCO
Compliance Coordinator in BSEZ Comptrollers.

WOTICE
NOT FOR USE OR DISCLOSURE OUTSIDE THE
BELLSOUTE CORPORATION EICEPT UNDER VRITTEN AGREEMENT
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ISSURs Joint Cost Otder Documentation Regquirements

STATUS: Revised

ORIGINATOR: Blair 5. Parrott (404) 249-5042

CONTACT) Al Smith (404) 249-4238

BellSouth Enterprises Accounting Directive 010 iz revised effective
July 1, 1992. List of major changes:

1. Section 2t Genersl documentation is defined to include -
Questionnajres and a Comprehensive Service Inforwation Matrix,

2. Section 31 PDC studies must be submitted semiannually. Inforpation
regarding refunds and cost of services provided free of charge -ust
be subaitted annually,

3. Section 3¢ Retention period is five years.

4. Appendices addeds
APPENDIX I: Summary of Documentation Requireaents
APPENDIT II: Harket Based Pricing Questionnaire
APPENDIX III: FDC Questionnaire
APPENDIX IV: Comprehensive Service Inforwmation Hatrix

RECOMMENDED:

S 22 2

Al Saith Blair S. Parrott
Staff Manager ‘ Operations Manager

APPROVED:

o G

- B. R. Brever
Assistant Vice President N
& Comptroller

NOTICK
NOT FOR USE OR DISCLOSURE OUTSIDE THE
BELLSOUTH CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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JOIRY COST ORDER DOCUMENTATION REQUIREMENTS

Introdoetion

1.01 In order to ensure that transactions vith regulated affil{ztes

as vell a3 al) chaining transactions (see AD 003) are priced
in accordance vith the provisions of the Joint Cost Order (JCO) and the
BellSouth Cost Allocation Hanual (see AD 011), each BSE subsidiary wust
have appropriate documentation to support the pricing methodology used.
This documentation i3 subject to audit by BellSouth Internal Audit,
external auditors, state commissions, PCC auditors, and other
regulatory entities for JCO compliance.

1.02 Bach BS5E subsidiary doing business vith affiliates wmust

waintain the folloving documentation: (1) Initial Transaction
Approval (if consurnated after 9/1/90); (2) General Documentation; and
(3) Specific Documentation. Accounting Directive 022, “iffiliate"
Transaction Approvel®, addresses documentation vhich must be subgitted
for the initizl approval of nev transaction types. After a transaction
is approved under the guidelines of AD 022, general documentation as
required by AD 010 must be submitted to BSE in order to ensure ongoing
compliance of the transaction. Specifie documentation provides detsil
backup for each affiliated bill submitted. :

1.03. Appendix I summarizes JCO documentation requirements.

Genersl Docimentation

2.0 Generzl documentation addresses the general JCO concepts and
bowy the concepts are implemented for each transaction -
type. In order to ensure a consisztent approach to addressing JCO
compliance, the folloving questionnaires and matrices have been
developed to assist BSE companies in documenting JCO compliance:

1. Joint Coxt Order Questionnaire — Market Rased
Pricing (Appendix II)

2. Joint Cost Order Questionnaire -~ FDC Pricing
(Appendix ITT)

3. Comprehensive Service Information Matrix
(Appendix IV)

2.02 The questionnaires should be completed for each product or
service type that is provided to affiliates. The
questionnaires vere developed to ensure a consistent approach to
addressing JCO coapliance and to ensure that all relevant facts
affecting compliance are identified. Hovever, due to the diversity of .
products and services provided by BSE subsidiaries, the questionnaires

NOTICE
NOT POR USE OR DISCLOSURE OUTSIDE THE
BELLSOUTE CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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can only serve as general guidelines in addressing compliance. If the
questionnaires do not adequately cover all issues {n & jparticular
situation, addendums should be attached.

2.03 The questionnaires must be updated semiannually and submitted

to the JCO Compliance Coordinator in BSE Comptrollers by July
31 and December 31 each year. This documentatien is the basis for
ensuring JCO compliance and wvill be provided to auditors as deemed
necessary. c

2.04 The Coaprehensive Service Information Xatrix provides a

SURRATY of affiliate and nonaffiliate revenves by
product/service type. This documentation iz crucial because it i3 often
the first step in determining 1f a market rate exists. Additionally,
BSE receives numerous datz requests from regulatory suditors for this
type of information. Therefore, accurate and timely reporting of this
information is i{mportant. The Natrix presented in Appendix IV is an
example formst. Subsidiaries must provide all information requested;
hovever, the format may be revised to meet individual needs.

2.05 The Comprehensive Service Information Matrix must be updated

quarterly and subamitted tc the JCO Compliance Coordinator in
BSE Comptrollers vithin one month after each quarter end.

Specific Docuwentation

3.01 In additiom to the general documentation described above,
each subsidiary must hxve apecific documentation on £41e
vhich supports the pricing of each transaction.

3.02 For atfﬂhteé using m=market -bued prié.ing. specific
documentation includes, but is not limited to:

*+ Copies of all invoices to the regulated entities
vith descriptions of services and prices.

¢ Copies of invoices to nonaffiliates vhich
shov the pricing of similar goods/services at
sinilar prices.

® A recent copy of price lists, if used.
¢ A lizting of those customers in vhich the

nonregulated affiliate provides a simflar service
to ensure an adequate ocutside market exists.

ITICE
ROT POR USE OR DISCLOSURE OUTSIDE THE
BELLSOUTE CORPORATION EXCEPT UNDER VRITIER AGREEMENRT
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3.03 Por affilliates using FOC, specific documentation includes, dut
iz not limited to: :

® FDC system output providing support for all cost
allocations. .

@ Employee time reports.

® Support for all directly assigned or attributed
costs, such as vouchers. ’

‘® Support for the computation of the allovable
return.

* FDC studies, {f applicable.

3.04 Some subsidiaries have found it cost effective to bil}l ¢ flat

rate instead of actual FDC each month, In these situstions,
the subsidiary sust ensure that actual billings do not exceed actual
FDC. Studies =must be performed at least semiannually _to ensure
complisnce. FDC studies must be submitted to BSE Comptrollers for the
folloving periods:

January 1 - June 30: Due: July 31
July 1 ~ Decezber 31: Due: Pebruary 28

If an affiliate uses = cost allocation systeam that allocates and bills
actual FDC on a monthly basis, FDC studies are not necessary,

3.05 I£ billings to affiliates exceed PDC, refunds are required. If

the FDC studies shov tbat billings are expected to exceed FIC
on an annual basig, an accrual for the estimated refund must be booked
prior to year end vith final adjustments made as soon as possible after
year end. In order to accurately anticipate the expected refund,
Quarterly or monthly FDC studies may be necessary. BSE Comptrollers
must be informed of the final refund amocunt by February 28.

3.06 Additionally, subsidiaries must identify those tranzactions in .

which services are provided to the regulated entities free of
charge. The costs associated vith providizg these services sust be
tracked and reported annually to the BSE JCO Coordinator by Pebruary
28.

WOTICE

NOT POR USE OR DISCLOSURE OUTSIDE TEE
BELLSOUTH CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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Documentation Submitted Vith Bills

4.01 During rate proceedings and PCC and state regulatory

commission compliance audits, BellSouth Telecommunications,
Ine. (BST) vill be required to demonstrate compliance vith the rules
for affiliated transactions. Therefore, BST Comptrollers must ensure
that a detailed audit trail of ench affiliated transaction is
maintained to comply vith the JCO and to ensure adequate information is
available for required audits. The audit trajl requiresents include
chaining transactions, vhich vould require BST Comptrollers to obtain,
from nonregulated affiliates, the detsil of each transsction in the
chain from the nonregulated affiliaste dealing directly with BST and
from sany other nonregulated affiliates involved in the progressiok of
the transaction.

4.02 Bach BSE affiliate should coordinate vith the billed entity to

ensure that the documentation needs of these companies are
being met.

Retention Period T

5.01 All documentation must be mzintained for at least five years
after the fiscal year end.

Statement of Compliance

6.01 The FCC requires that BellSouth management provide a

management representation letter in conjunction wvitk the
annual JCO audit. Accordingly, the Chief Financial Officer of each BSX
subsidiary must provide a "Statement of Joint Cost Order Complisnce® to
the BSE Assistant Vice President & Comptroller. The BSE JCO Compliance
Coordinator vill coordinate the timing of this letter each year. The
report format is contained in Appendix V.

NOTICE
NOT FOR USE OR DISCLOSURE OUTSIDE TEE
BELLSOUTE CORPORATION EXCEFT UNDER WRITTEN AGREEXENT
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JOINT COST ORDER
DOCUMENTATION REQUIREMERTS .

APPENDIX X

DESCRIPTION AD REF FREQUENCY  DXE DATE
‘Transaction Approval AD 022 As Needed 45 Days Prior to
- Consuamatioo
General Documentation
* Questionhaires AD 010 Semiannually Juoly 31
Appendix II Decenber 31
Appendix III
* Couprehensive Service :
Information Matrix AD 010 (uarterly April 30
Appendix IV . Jaly 31
Octobetr 31
January 31
FDC Studies - AD 010 " Semiannually July 31
Par. 3.04 Yebruary 28
Refund Information 4D 010 dnnually Februsry 28
(If Applicable) Par. 3.05
Services Provided Pree AD 010 Annually February 28
(If Applicable) Par. 3.06
Statement of Compliance AD 010 Amnually March 30
Appendix Vv . :
NOTICE

NOT POR USE OR DISCLOSURE OUTSIDE THE

BELLSOUTE CORPORATION EXCEPT UNDER FRI'L:m AGEEENENT
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APPENDIX II

Joint Cost Order Questiomnaire
Market Based Pricing
Page 1

- COMPANY NAME

PRODUCT OR SERVICE DRSCRIPTION

This questiounaire i3 to be completed semiannually and submitted to BSE
Comptrollers by July 31 and December 31. Thiz questionnaire addresses
those products and services provided to affiliates at a market rate as
defined by the Joint Cost Order (refer to AD 007 for guidance in
addressing market pricing issues under the JCO). A separate
questionnaire should be completed for each transaction type priced at
market tate. All questions should be ansvered. If additional dats is
necessary in order to address all issues, an addendus should be
attached.,

1. In laymen’s teras, describe in detail the product or service
provided.

2. Specify the approval date in accordance with AD 022 or the
transaction start date if prior te 9/1/90.

3. 1s the product provided a standard product or a customized product?

4. If the product is a customized product, vhat controls are used to
ensure Joint Cost Order compliance (1.e., are products similsr
enough to establish a market rate)?

NOTICX
HOT POR USE OR DISCLOSURZ OUTSIDE THR
BELLSOUTH CORPORATION EICEPT THDER VRITTER AGREEKENT
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Joint Cost Order Questionnaire
Matket Based Pricing
S. 1s billing done ca:
Bourly Basis
Per Unit Basis
Flat Fee
Other (Describe)

]

6. Hov often do prices change? =
7. Vhat is the averzge price range of the product offered?

8. Vhat is the typical nusber of zales per customer per year (not
dollar volume)

Affilistes

l

Nonaffiliates

9. TVhat ix the average dollar volume per custoser per year?

10. Do zales to BST fall cutside the average dollar volume in sales?

ROTICR
NCT FOR USE OR DISCLOSURE OUTSIDE THE
BELLSOUTH CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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APPENDIY IX

Joint Cost Order Questionnzire
Market Based Pricing
Page 3

11, Are price listz used? (note: a pricing schedule in a contract is
not considered a price list unless it is the same price list
offered to all customers).

12. Is the same price list used Fo: all customers? If not, vhy not?

13. If price lists are not used, hov are prices determined and vhat
controls are used to ensure Joint Cost Order compliance (i.e., hov
do you knov affiliates sre charged the same price as -
nonaffiliates)?

14. Are vritten contracts used?

15. If vritten contracts are used, vhat controls are used to ensure -
Joint Cost Order compliance (i.e., hov are contracts compared to
ensure appropriate pricing)?

16. Are discounts used:

For affiliate sales Discount Range

———

Por nonaffiliate sales Discount Range

NOTICE
ROT FOR USE OR DISCLOSURE OUTSIDE THE
BELLSOUTE CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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Joint Cost Order Questiocnnaire
Market Based Pricing
Page 4

17. If discounts are used, hov are they detersined?

18. If discounts are used, vhat controls are used to ensure Joint Cost
Order compliance (i.e., hov do you ensure on average the discounts
offered to BellSouth affiliates are as much as discounts offered to
nonaffiliates)?

NOTICR
NOT POR USE OR DISCLOSURE OUTSIDE TEE
BELLSOUTE CORPORATION EXCEPT UNDER WRITTEN AGREEMENT
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APPENDIX III
Joint Cost Order Questionnaire
FDC Pricing
Page 1

COMPART HAME

PRODUCT OR SERVICE DESCRIPTION

This questionnaire is to be completed semiannually and submitted to BSE
Comptrollers by July 31 and December 31. This questioonaire addresses
those products and services provided to affiliates at FDC as defiped by
the Joipt Cost Order (refer to AD 008 and 009 for guidance in
addressing FDC issues under the JCO). A separate questionnaire should
be completed for each transaction type priced at FDC. Al)l questions
should be ansvered. If additional data fs necessary in order to address
all issues, an addendum should be attached,
1. In laymen’s terms, describe in detail the product or service
provided. .

2. Specify the approval date in accordance vith AD 022 or transaction
start date if prior to 9/1/90.

3. Ident;l.fy the reason for vsing FDC prieing for this productfseniggg

(a) There are N0 3iles to nonaffiliates

¢(b) The level of sales to nonaffiliates is
{insufficient to establish a market rate
as defined by the JCO

Annual Affiliate Sales S

Annusl Nonaffiliate Sales §

(¢) Products offered to nonaffiliates are not
the same as products offered to affiliates

NOTICE
NOT FOR USE OR DISCLOSURE OUTSIDE THE
BELLSOUTH CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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APPENDIX IXIIX
Joint Cost Order Questionnaire
FDC Prieing
Page 2

4. If the reason for using FDC pricing is 3(c), explain the
differences in products offered to affiliates versus prodneu
offered to nonaffiliates

S. Is a systen in place to bill actual FDC costs each month?

6. Hov often is the syster revieved and updated, including a reviev of
the allocation methodology, controls, sSystem requirements, etc.?

7. If FDC is not billed on an actual basis esch mth. identify the
billing method used:

nourly Basis
Per Unit Basis
Flat Fee.

Other (Describe)

N

8. If FPOC is not billed on an actual basis each month, hov often are
studies done to ensure that actual billings do not exceed PDC?

9. Vho performs the study? Vho revievs the study?

NOTICE
NOT FOX USE OR DISCLOSURE OUTSIDE THE
BELLSOUTE CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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APPENDIX IXY
Joint Cost Order Questionnaire
FDC Pricing
+ Page 3

10, If actual bills exceed FDC, vhen are refunds issued? Vhen are
estimated accruals recorded?

11. Vhat is the policy if actual bills are less than FDC (i.a., iz the
difference billed to affiliates)?

12. Bov often is the FDC study revieved and updated (i.e., do you
reviev the allaocation methodology to ensure ongoing JCO .
conpliance)?

Attach a description of the FDC system or FIC study, including e
description of the methodology used to allocate all costs under the
Jeo.

NOTICR
NOT POR USE OR DISCLOSURE OUTSIDE THEE
' BELLSOUTE CORPORATION EXCEPT UNDER VRITTEM AGREEMENT
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APFENDIX V

COMPANT NAME
STATEXENT OF JOINKT COST ORDER COMPLIANCE
POR THE TEAR ENDED DECEMBER 31, 199X

Section 5.0 of BellSouth’s Cost Allocation Manual (the "Manual®™) through
December 31, 199X coatains information regarding affiliate transactions
among our company and BellSouth Telecommunicaticns, Inc. For those services

- ve provide using prevailing market rate, the pricing is supported by actual
outside sales to third parties. For those services ve provide using fully
distributed cost, systems snd procedures are in place to attribute costs
according to the costing hierarchy mandated by the Federal Communications
Commission (FCC) in the Joint Cost Orders and related rules. Although not
disclosed in the Masual, all chaining transactiens are priced in accordance
vith the above criteria.

Ve believe that, for the year ended December 31, 199X, all affiliate
transactions among our company and BellSouth Telecommunications, Inc. are
accurately stated io the Manual. Systems and procedures, as implemented,
peet the requirements of the affiliated transaction rules of the Joint Cost
Order and conform vith Section 5.0 of the Manual as of (date
to be provided by BellSouth).

Vith respect to external and internal audits corducted on affiliated
transactions our company participated in, ve confin. to the best of our
knovledge and belief, the folloving:

@ Ve have made available all significant information that wve
believe is relevant to the audit.

@ There have been no developments to this date that would
naterially affect the financial statements for the year ended
Decesber 31, 199X.

® Ue knov of no event to this date that, although not affecting
such financial statements, has caused or is likely to cause any
material change, adverse or othervise, in the financial position, °
results of operations or cash flows of the Company.

Date Xame

Title

Exceptions, if any, to the above statements are as follovs:

ROTICE
KOT POR USE QR DISCLOSURE OUTSIDE TEE
BELLSOUTE CORPORATION EXCEPT UNDER VRITIEN AGREEMENT
14
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BellSouth Enterprises, Inc. AD o011

Financizl Accounting Katters Revised: Aug. 1991
Accounting Directive Effective: Jan. 1991
ISSUR:

STATUS:

Requitements for Updating BellSouth's Cost Allocation
HManua

Revised

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

CONTACT:

Davn P. Carlson (404) 249-4238

RECOMXENDED: CONCUREED:

Carlson
Staff Manager

Dawvn P.

3. K. Brever
Aszistant Vice President
g & Comptroller

ROTICE
NOT FOR USE OR DISCLOSURE OUTSIDE THE
BELLSOUTE CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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BellSouth Entecprises, Inc. AD

011
Financial Accounting Matters Revized: - Ayg. 1991
Accounting Directive Effective: Jan. 1991

REQUIREMENTS FOR UPDATING BELLSOUTHE’S COST ALLOCATION MANUAL

Introduction

1.01 In compliance vith the Federzl Comaunications Commission (FCC)

Joint Cost Order (JCO) in Docket 86-111, BallSouth filed »
Cost Allocation Manual (CAM) with the FCC vhich ocutlines our methods of
cost allocation betveen regulated and nonregulated activities within
BellSouth Telecommunications, Inc. (BST). The CAM alse outlines the
financial relaticnship betveen the regulated carrierz and their
nonregulated affiliates. The costing principles and procedures outlined
vithin the CAM and DBellSouth’s sadherence to those principles and
procedures provide assurances to the FCC that noastructural separation
is being handled properly.

1.02 To facilitate this assurance, BellSouth must update the CAX as
follovs:

1) sixty days prior to the effective date of any -
cost pool or time reporting changes for BSY.

2) on a timely basis for any changes to
affiliated transactions or other sections of the
cm. .

3) sixty diys prior to the implementation of a
line of business transfer from a nonregulated
affiliate to a regulated affiliate, and

4) quarterly for ciungu for clarification
purposes (i.e. text clarification).

1.03 BellSouth Corporation submits CAN changes to the PCC on a

quarterly basis or as needed for special reasons such as major
reorganizations. These changes are submitted on the first day of each
quarter (Januvary 1, April 1, July 1, and October 1) or on the first day
of the month in vhich a special £iling vill be made. There is a great
deal of vork required before any CAX revision is filed with the PCC. A
company-vide tean effort iz imperative to accomplish this task
effectively. CAKX changes vhich affect BSE subsidiaries are items (2)
and (3) above. '

NOTICE
NOT YOR USE OR DISCLOSURE OUTSIDE THE :
BELLSOUTE CORPORATION EXCEPT UNDER VRITTEN AGREEMENT

1 FoiKea eesyee
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BellSouth Enterprises, Inc. AD 022

Financial Accounting Natters Issuancet Aug. 19931
Accounting Directive Effective: Jan. 1991
ISSUER: Affiliate Transaction Approval

STATUS: Nev lssue

ORIGINATOR: Jennifer M. Pox (404) 249-4553

CONTACT : Davn P. Carlson (404) 249-4238

RECOMMENDED: CORCURRED:

Davwn P. Carlson Jehgifer Pox
Staff Manager tions Manager

3. R. Brever
Assistant Vice President
& Comptroller

BOTICE
NOT POR USE OR DISCLOSUBE OUTSIDE THE

¢ BELLSOUTE CORPOPATION EXCEPT UNDER VRITTEN AGREPRNENT
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. meer mems AD © Q22 -
Financial Accounting Matters Issvance: Aug. 1991
Accounting Directive Rffective: Jan. 1991

Documentation Requiresents

3.01 Documentation subaitted for approval must contain a complete
description of the transaction, including:

* Description of ths product or servics.
* Identification and relationship of all parties involved.

¢ Frequency of transaction (daily, monthly, yesrly, on
raquest).

¢ Expected future revenues. and profits fros affiliates snd
nonaffiliates.

¢ Pinsncial resources required (monetary, personnel,
facilities, etec.).

¢ Complete description of pricing methodology.

¢ Identification of Joinr Cost Order issues, if any, and bov
JCO compliance vill be ensured.

¢ Strategic and financial importance to BellSouth.

3.02 If market based pricing is used, a description of the services

provided to nonaffiliates should be included, as wvell as
current and expected revenues from nonaffiliates. Thisz information iz
necessary tov ensure that revenues generated from nonaffiliates are
similar and significant enough to actually establish a prevailing
mzrket rate. It is also important to ensure that the customer base is -
stable enough to mzintsin an adequate cutside smarket in future years.

.02 If fully distributed costing is used, a description of the

systes and controls used to allocate costs sust be included.
Responsibilities for maintaining the system and revieving cest
allocations must be identified. If a systea 13 not in place, the
expected completion date of the system should be given. Billing cammot
occur until an appropriate system is in place.

NOTICE
NOT FOR USI OF DISCLOSURE OUTSIDE THE
BELLSOUTH CORPORATION EXCEPT UNDEX WRITTEN AGREEMENT

2
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X ~ o Yes -
Pinancial Accounting Matters Issuance: Aug. 1991
Accounting Directive Bffsctive: Jan. 1991

Strategic and Pinsncial lsportance of Transaction

4.01 The strategic and financisl importance of the transaction must

be documented. Only Intercompany transactions that are
strategically and financially important to BellSouth vill be approved. .
Such criteria is detersined on a case by case basis. Examples of
strategically important transactions are those vhich vill:

® Assist BellSouth in entering a desived market.
+« Enhance BellSouth*s competitive structure.
e Assist BellSouth in furthering technolegical developaents.

® Enhance BellSouth’s capability to meet customer needs and
demands oh a timely basis.

4.02 The transaction must have a positive impact on BellSouth’s

financial results. This criteria is also determined on a case
by case basis, but examples of financially important transactions are
those vhich will:

e Isprove BellSouth’s Net Income or cash flov.
® Provide economies of scale.
e Urilize excess or idle capacity or resources.

4.03 . In assessing the financial dimportance of a transsction,

alternative sources for a. service must be considered.
Documentation must state vhether the affiliate has other socurces
available for the service, hov easily these services can be obtained
from external sources, and the external versus internal prices of the
service.

WOTICE
HOT POR USE OF DISCLOSURE OUTSIDE TER
BELLSOUTHE CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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BellSoutnh Enterprises, inc, Ab 022

Pinancial Accountiang Matters Issuance: Aug. 1991

Accounting Directive Effective: Jan. 1991

Pixed Asset Transfers

5.01 Pixed Assét tranzfers vith a net book value exceeding § 25,000
wust be approved. The folloving documentation must be

submitted:
¢ Description of parties involved and their relationship.

¢ Description of the asset(s) and hov the asset(s) vere used
by the transferring entity.

‘o Description of hov the asset(s) vill be used by the
receiving entity.

¢ Original cost of the equipment, date of purchase,
accusulated depreciation, depreciation method, and
estimated useful life.

¢ Estimated fair market value of the asset, including
methods used to detenine such value.

¢ Reason for the transfer, including alternative methods of
disposal for the selling entity and alternative methods of
acquisition for the pu:chu:!.ng entity.

Management Certification

6.01 The Chief Pinancial Officer and President of all affiliates

involved in the transaction sust provide vritten certification
that they have revieved the proposed transaction and concur that the
transaction is strategically and financially iaportant to BellSouth and
that the transaction complies with the Joint Cost Order.

Tining

7.01 Documentation for nev transactions must be submitted to the

BSE Assistant Vice President & Comptroller at least 45 days
prior to consummation of the transaction. Significant resources should
not be committed to researching a potential intercompany arrangement
until approval is obtained.

ROTICE
NOT FOR USE OF DISCLOSURE OUTSIDE THE
BELLSOUTE CORPORATION EXCEFT UNDER VRITTEN AGREEXENT

FOLKEY BRS326
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e 00 BellSouth Enterprises, Inc. AD. 022

Pinancial Accounting Mattecs Issuance: .
Accounting Directive Sltective: 3:: g:}
ISSUR: Affiliate Transaction Approval

STATUS: Nev Izsue

ORIGINATOR: Jennifer M. Pox (404) 249-455)

COMTACT: Davn P. Carlson (404) 249-4238

RECOINERDED:

Dawvn P. Carlson
Staff Manager

APPROVED:

&G

3. K. Brever
Assistant Vice President
& Comptroller

ROTICX
WT POR USE OR DISCLOSURE OUTSIDE THE
BELLSOUTE CORPORATION EXCEPT UNDER VRITTEN AGREZKENT
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BeliSouth znlerprisyus, 4nG. AD 022

Finsncial Accounting Matters Issuance: Aug. 1991
Accounting Diractive Rftective: Jan. 1991

AFFILIATE TRANSACTION APFROVAL

Introduction

1.01 Effective September 1, 1990, all nev intercompany transacticas

must be approved by the Assistant Vice President & Comptroller
of BellSouth Enterprises, Inc. (BSE) prior to their implesentation. The
general provisions of this policy are contained in cthe BSE Policy
Hanual, Section 6 (Use of BellSouth Products and Services), Paragraph 2
(Intercompany Transactions). This Accounting Directive provides
apecific guidance to BSE subsidiaries in implementing this nev policy.

Scope

2.01 The policy applies only te nev transaction types vith an

effective date subsequent to September 1, 1990. An ongoing
service existing prior to September 1, 1990 does not require reviev and
approval. For exasple, 1f nonregulated affiliate A has been providing
monthly equipment maintenance to regulated affiliate B since Januvary 1,
1990, this service does not require approwval, even if the service vill
continue to occur after September 1. Hovever, if nonregulated affiliate
A begins to sell equipment to regulated affiliate B effective Septeaber
1, this transaction sust be approved.

2.02 All transactions in vhich a BSE affiliate, (including BSE

HBeadquarters), sells goods or services require approwal
regardless of Joint Cost Order (JCO) considerations. Transactions in
vhich a BSE affiliate receives goods or services froa the regulated
affiliates wmay require approval based on BellSouth Corporation and
BellSouth Services policies.

2.03 Asset transfers from a BSE affiliate vith a net book valoe
greater than § 25,000 must be approved.

RMOTICE
HOT FOR USE OF DISCLOSURE OUTSIDE THE
BELLSOUTE CORPORATION EXCEPT UNDER VRITTEN AGRERMENT

1 FRIKEN 095928
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BellSouth Enterprises, inc. AD 022
Financial Accounting Matters Issuance: Aug. 1991
Accounting Directive - tffectivas Jan. 1991

Docusentation Requiresents

3.01 Docusentation submitted for approval must contain a complete
description of the transaction, including:

¢ Description of the product or service.
¢ Identification and relationship of all parties involved.

& Prequency of transaction (daily, monthly, yearly, os
request). X

¢ Expected future revenues and profits from affiliates and
nonaffiliates.

¢ Pinancial resources required (monetary, pctsomgl;
facilities, ete.).

. ¢ Complete description of pricing methodology.

¢ Identification of Joint Cost Order issues, if any, and hov
JCO compliance vill be ensured.

® Strategic and financial importance to BellSeuth.

3.02 If market based pricing is used, a description of the servicas
provided to nooaffiliates should be included, as well as
current and expected revenues from nonaffilistes. This information is
necessary to ensure that revenues generated from nonaffiliates are
similar and significant enough to actually establish a prevailisg
narket rate. It is also important to ensure that the customer base iz
stable enough to maintain an adequate outside market in.future years.

3.03 1f fully distributed costing is used, @ description of the

systen and controls used to allocate costs must be included.
Responsibilities for maintaining the system and revieving cost
allocations must be identified. If a system is not in place, the
expected coupletion date of the system should be given. Billing cannot
occur until an appropriate system ix in place.

"NOTICE
NOT FOR USE OF DISCLOSURE OUTSIDE THE

BELLSOUTE CORPORATION EXCEPT UNDER VRITTEN AGREEMENT
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BeliSouth Enterprises, i, AD ozz'
Financial Accounting Matters Issuance: Aug. 1991
Accounting Directive Lffective: Jan. 1991

Strategic and Pinancial Iaportance of Transaction

4.01 The strategic and financial importance of the transaction must

be documented. Only intercompany transactions that are
stzategically and financisally important to BellSouth vill be approved.
Such criteria 1is deternined on ¢ case by case basis. Examples of
strategically important transactions ars those vhich will: :

¢ Assist BellSouth in entering a desired markst.
+ Pnhance BallSouth’s competitive structure.
e Aagist lellsogt‘h in furthering technological devcloplints.

* Ephance BellSouth’s capsbility to meet customer needs and -
demands on a timely basis.

4.02 The transaction must have =& positive impact on BellSouth’s

financial resulis. This criteria is also determined on a case
by case basis, but examples of financially important transactions are
those vhich will:

+ Imaprove BellSouth’s Net Income or cash flov.
+* Provide economies of scale.
® Urilize excess or idle capacity or resources.

4.03 In assessing the financial i{mportance of a transaction,

alternative sources for a service aust be considered.
Documentation must state vhether the affiliate has other sources
available for the service, hov essily these services can be chtained
froe external sources, and the external versus internmal prices of the
service. .

T
NOT FOR USE OF DISCLOSURE OUTSIDE THEE
BELLSOUTH CORPORATION EXCEFT UNDER VRITTEN AGREEMENT

3
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BellSouth Enterprises, Inc. AD 022
Pinancial Accounting MHatters Issuance: Aug. 1991
Accounting Directive Effective: Jan. 1991

Fixed Asset Transfers

5.01 Fixed Asset transfers vith a net book value exceeding $ 25,000

must be approved. The folloving documentation must be
submitted:

e Description of parties involved and their relationship.

+ Description of the asset(s) and hov the asset(s) vere used
by the transferring entity.

* Description of hov the asset(s) vill be used by the
receiving entity.

e Origimal cost of the equipment, date of purchase,
accumulated depreciation, depreciation method, and
estisated useful life.

¢ Estimated fair market value of the asset, including
nethods used to determine such value.

¢ Reason for the transfer, including altermative methods of
disposal for the selling entity and alternative methods of
acquisition for the purchasing entivy. |

Management Certificatiocn

6.01 The Chief Pinancial Officer and President of all affiliates

involved in the transaction must provide vritten certification
that they have revieved the proposed transaction and concur that the
transaction is strategically and financially important to BellSouth and
that the transaction complies vith the Joint Cost Order.

Tiaing

7.01 Documentation for nev transactions wmsust be submitted to the

BSE Assistant Vice President & Comptroller at least 45 days
prior to consummation of the transaction. Significant resources should
not be committed to researching a potential intercompany arrangement

. until approval is obtained.

NTICE
NOT POR USE OF DISCLOSURE OUTSIDE THE
BELLSOUTE CORPORATION EXCEFT UNDER VRITIEN AGREENENT
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COMPONY .
TITLE:

PERTO0:
DATE:
AITOR:

W .

4]
RECOMCILIATION OF FOC STUOY TO

Yy

it appears that BSE [s trying to show va all costs that are mot project
coded, wot retained by BSE are inclded in FOC.

(This inforaation

i3 froa ESPl workpapers provided to us.)

This is broken down Into &  parts.

I. #n Incons Statseent reconctiistion shouing the

1. Tatal

sxpenses allocated under squt fez allocation

This lime ssount wgrees with the total FOC In wp 51-7/1 and

§1-1/2.

ESPL Wf ;;1.:.1._ to ta tretei Npgami b b

plus 2, Project Coded Costs
dn urhnltlon of the types of project codes {3 on wp mo.

Jess 3, Project codad costs included In sanagesent fae aflocation,
Par (5L note an ESPI, these are project coded but based ow

walysls

of cests sre sppropristaly sllocated ynder the

sanagenent fes, (CSL 43.2).

£ PorJects (Prosident’s club)

EC Projects Cinforus)

£C Prafects {Corporate Support Inlcuded in O/H rate)
£S5 PROECIS

{chl W0 1.0

plus 4. Costs

ratained

5. Total costs of BSE accounted for

cospared
B. Tatel

vith
wepenses per Sequance 17 (Trisl Balance)

Coapany ohjected ta yivieg ua tiw trial balence.

This vas provided
atataeents,

for 830/ and 12/31/92, (2L sudited the 9/30/92

In trder to detersing that only costs that are nonproject coded, mot
retaimed ore included tw the FOC celeulation, it is necessary to have
sccess to B5E's financlal records. The conpesy has ohjected to us
having this sccesy.
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AUDIT DISCLOSURE

SUBJECT:  BELLSOUTH ENTERPRISES' (BSE} BILLING TO NONREGULATED
SUBSIDIARIES

BSE INCOME STATEMENT RECONCILIATION

Part of BSE's billing to their subs includes Projects that are specifically
coded to the subs for which the work wag being performed. This is in addition
to the Management fee, BSE also retains certain costs at headquartere that
are not billed ag Project costs or considered part of the FDC calcualtion.

In order to determine that all costs are used in the FDC calculation, BSE

5\'%)‘ prepared an incone statement reconciliation. All coste at BSE are reconciled
-

here to the Trial Balance, These costs are Project Coded Costs, Total
Expenses Allocated for FDC, and Coste Retained. BSE has objected to us
having accese to their financial records to document these costs,

1d not
we did not have access to BSB financial records, we cou
gz::::ne whether the Income Statement Reconciliation to the Trial Balance

was correct.

”

X

n

”

o~
L4
—
L
—
e




~ 5 B ]
— TR u»ié:-—;g Wﬁ.z l‘ﬂf&%’ﬁ’/h‘:

[— 1L

— At
i - % &q'gc} (odenl
1]

i+ L L) m L v

171792 = $/30/92

buring 1392 BSE used the felloving types of project cedes:
@ * g% Prejecte: Used to track costs to be billed to sffiliatan.
@ * ¥c prajects: Used for cost identification purposes

@ * T8 Prefects: Eimilar to EC Profects. Used for cost identificstien’
purposes.

gd’ﬁf\'-d * b Projectu; Used to track corporate development/HeA activities.

‘.d‘N“C! « ¥C Projects: Used to track cests incurred to support BellSouth Mobile
beta. These costs are retalned by 33k,

6.:\(-;4 fo * ¥y Projecter Used to track costs incurred to support WellSouth Wobile
asMD Pats., Thesa costs sre billed to JellScuth Mobile Data.

@ Sors Condn O wprel im0 amalipis CWuhod,' mulmh‘rs),ub'h.
abhaas ot wd CSSLPPQ‘*‘I\? lnhanadimal gpu odnng sl
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B tors § Hune hypr@ puitds aw Bld adt 4o Subs { e man
by\ mub‘o pusscty sueviad by ASE) . Sonu, Rocurarea |
o P cophu tovth Lot anlo R oald Suwhs besfes,
May o nob diu iy billd, but oua includsd 1n
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AUDIT DISCLOSURE

SUBEJCT: COMBINATION OF BELLSOUTH ENTERPRIES HADQUARETERS (BSE) WITH
BELLSOUTH CORP HEADQUARTERS (BSC)

STATEMENT OF FACTS:

In an interview with Mike Hostinsky of BSC, he stated that BSE Holding
\y~ Company staff will be disolved. BSE and BSC will be combined under
S;L:,— BellSouth Corp. BSE will bill the management fee only to end of 1993;
-\ and no management fee will be billed for 1994. At this point in time,
Mr. Hostinsky believes BSE will be a shell for legal and tax purposes.

3 In a Bellsouth report dated November 18,1992 a question was asked "How
5\'\ did you arrive at one~half of 1% of the total employee work force as
//”/ the mumber of employees who would be kept at the £inancial holding

‘o~ | company headquarters?”

The answer was "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 size is a goal tht will bring us more closely into
alighment with other similarly situated companies.”

The philosophy of the combination as he states is if the function is
Sl.lﬂk primarily and operating company function of BSE holding company, the
people will be ushed down to thehusiness units. The only thing left at
- | Corporation will be the project billing from corporate to some
subsidiaries when BSC will be doing the work.

S;\_r)~ BSC provided us with a study which noted that the combination of BSE
”,,"/ and BSC will leave 113 employees available for reassignment.

25 When asked, Mr Hostinsky said he did not know of any sub teams that
knew the costs assoclated with the force reduction: that there was no
,S\,lj— cost study with dollars for the reduction. The numbers reduced in head
counts flow into bhudgets., He also stated that there was no tracking of

L - V  incremental costs for this reorganization.

PSC staff performed an anlaysis of these 113 employees and_appnnxima:ed
that the annual amount assocjiated with thea is
See Schedule following this Disclosure.
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AUDIT DISCLOSURE

SUBEJCT: COMBINATION OF BELLSOUTH ENTERPRIES HADQUARETERS (BSE) WITH
BELLSQUTH CORP HEADQUARTERS (BSC)

QPINION:

A8 BSE will no longer bill a management or project billing as {t is

today in 1:353 e costs of these fees that chain into regulation as
described sclosures . and 3 should not be taken intc account
when settinghrates.

Also, as the work force will be reduced, there could possibly be
further reduction in the amounts from the nonregulated affiliates that
flow into BST. As dollars have been associated with these work
force reductions, we/cannot place a number on this. "

RECOMMENDATION: e oy husek aﬁwc-—;ms&mﬁﬂf/ %/ﬁm
Follow up in 1994 on the costs that chain into regulation from
nonrgulated affiliates including BSC.
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S, Item No. 2-097.21

Attachment

Fumal dspartnan ol (LecommundaZioid

85C provided us with 2 study made to combine the uorkforce of BSE and B5C
headquarters. This study is called the “Gynter Study* which had tuo versions
of the comdination. Varsion A wiil leave 113 esployees available for
reassignaent and Version B will leave 149 employees available for
reassignaent.

o o T T —————
fiso, as the work force will be reduced, there could possibly be further

reduction in the ascunts fros the nonregulated affiliates that flow into

BST.

PSC staff perforsed an anlaysis of these L1 esployees and approximated that
the annual asouat associated with thes.

0f the 1] esployees, staff was abls to abtain 1992 “Pasition Rate Figures”
for certain pay grades for 66 of the ssployees available for reassignaent. Ye
asked for average salaries in particular pay grades, but the cospany said
they were not readily availsble and supplied us with these instead.

The rest of the enployeos were considered nonsznagesent, ynsupported and
other. Ve did not request dollars for these typas of pasitions,

Staft calculateg that the amount of the G& _e:ployees available for
reassigresnt totalled $3,483,800. See Schedule following this Disciusure for

calculation.
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~ Consolidated Transition Force Mat

8s

X

Y00 MI90N1BS
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Public Relations
Secretary & Treasurer
Budget

Comptrollers

Internal Audit & Security
Human Resousces

Tax

Planning

Legal

Regulatory

Information Services
Support Services & Quality
Structure

DC

Execulive

TOTAL

Current
Total

53
%9
54
154
50
169
136
45
92

55
46
3
49

1034

. VERSION A

Curren
BSC-HQ

49
78
28
63
50
130
136
2
59

4

3l
28

ni

Current
BSE-HQ

1
26
91
39
23
33

12
46

21

n7

Proposed
BSC-HQ

30
84
40
98
31
83
73
32
68

6

0
42

0
k)|
29

673

Proposed BSE  Proposed BST
Business Units  Business Units

-l o O O

46

134

A TV N~ = T )

o £

Availabie for
Reassignment
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Consolidated Transition Force Matrix, VERSION A

“d

Current Current Current Proposed Proposed BSE  Proposed BST  Available for
Total BSC-HQ BSE-HQ BSC-HQ  Business Units  BusinessUnits  Reassignmeny
1 Public Relations 53 49 4 50 ! 0 2
2 Secretary & Treasurer 89 78 1} 84 | b 4
3 Budgel 54 28 26 40 | 0 13
4 Compirolless 154 63 91 98 3 5 17
5 Internal Audit & Security 50 50 0 37 2 9 2
6 Human Resources 169 130 39 83 i 42 KX}
T Tax 136 136 0 73 19 44 0
8 Planning 45 v} - 23 32 0 0 13
9 Legal 92 59 33 68 4 4 6
1D Regulatory 6 0 6 6 0 0 0
{1 Informalion Services 5 0 5 0 0 0 5
12 Support Services & Quality 55 43 12 42 7 0 6
13 Structure 46 0 46 0 46 0 0
4 DC 31 31 0 k]| 0 0
{15 Excculive 49 Y1 21 29 8 0 12
TOTAL 1034 n i 673 © 134 114 114
Wosldwide Wircless 166 léW
1200 483 :
11-30-92 Report 1141 692 449



Consolidated Transition Force Matrix, VERSION B /e/ eV,

'é - §
Current Current Current Proposed Proposed BSE  Proposed BST  Availabie for
Total BSC-HQ BSE-HQ BSC-HQ Business Unils  Business Unils  Reassignment
“ 1 Public Relations 53 49 4 1 1 0 19
v 2 Secretary & Treasurer 89 78 11 84 | 0 4
v 3 Budget 4 28 26 40 1 0 13
" 4 Comptrollers . 154 63 91 (7! 52 5 25
V5 Intemal Audit & Security 50 50 0 37 2 9 @
v6 Human Resources 169 130 39 61 27 42 33
Iy
j Tax 136 136 0 70 19 44 3
8 Planning 45 22 23 n 0 0 13
VO Legal 9 59 N 68 4 14 6
8 Regulatory 6 0 6 0 0 0
‘y/ Information Services 5 0 5 0 0 0 5
112 Support Services & Quality 55 3 12 8 7 34 6
13 Struclure 46 0 46 0 46 0 0
4 DC 31 31 0 3l 0 0
US/ Executive 49 28 21 29 8 0 12
s
. TOTAL 1034 n7 317 51 ' 168 148 141

z 1) Change reflects move of some media and employee communications ¢fforts to BST business units, BellSouth Classic to BST Markeling. and consolidation of other executive support
E functions.

4) Change reflects 12/94 completion of required conversion activilies/process improvements, project Renaissance activilies and outsourcing payroll aciivities.
g 6) Change seflects move of mechanization, assessmens program and BSLI functions 1o BSE business unis,

7) Change seflects 12/94 reduction due Lo efficiencics.

12) Change reficcts move of support services 1o BST business unit,
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Consolidated Transition Force Matrix, VERSION A or B Detail

Current Current Currenl Proposed Proposed BSE  Proposed BST  Available for

Total BSC-HQ BSE-H(Q BSC-HQ Business Units  Business Uni_‘ls Reassignment
Movement of Non-HQ employees:

¢ From BSE to BST

—BSAN : 98

—IMSI , 3l
¢+ From BSE 10 Undecided

—BSSli ) 129
¢+ From BSE Unitstoe BSC : X

—CHN 43 —

172 129
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CRPANY: 8s¢
TIRE: ANALYSTS OF GUNTER STUOY
T0 COMBINE WORKFORCE OF BSE AND BSC HDQ,
PERICO: TYE 12/31/92
DATE: OCTOBER 7, 1997
" AUDITOR: RKY
lf{
W N —Slaiisz T ‘_{-
10
SOURCE: CONSOLICATED TRAMSITION FORCE MATRIX, VERSION J‘\as oF lfLaAs:
AVATLABLE FOR PAY MUMBER %
DIVISION REASSIGAMENT  NUMSER LEVEL A6 PAY  PAY LEVEL
X
Sl/'lé PUBLIC RELATIONS 1 1 { 3,000 30,000
-t 1
®lmmsut
S 1-{n- SECRETARY TREASURER 4 2 I 4,90 89,500
e 1 & 50,100 50,100
‘
<= = BUDGET 13 @ 2 use
3 3 1 0,000 90,000
-+~ 1 3 44,900 44,900
3 4 50,100 150,300
3 S 5,90 167,700
! B M,%0 73,90
11
|-\, CHPTROLLERS 1 R) & nowxt
SA‘ says 25 on lead shest 2 1 10,000 £0,000
+-=  soure ooc'n oLy 3 3,30 194,700
SAYS 17 2 ¢ 50,100 100,200
2 § 55,30 111,800
2 § 73,30 147,800
17
1D INTERNAL AUDET
% AND SECURITY 2 @ L HONNCHT
ot 1 5 55,300 55,300
2
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COMPRNY: BSE
TITLE: ANALYSIS OF GUNTER STUDY
TO COMBINE WORKFURCE OF BSE AMD BSC DY,

PERIOD: TYE 12/31/32
OATE: QCTOBER 7, 1933
AOTTOR: RKY
si-iZ
W N St "—f/
SOURCE: CONSOLIDATED TRANSTTION FORCE MATRTX, VERSION B 45 OF 12/31/33.
MAILABLE FOR PaY NMBER X
DIVISION REASSIGWENT  MRGER LEVEL A PAY  PAY LEVEL
_{ HMAN RESOURCES ] 8 NHT
§\-1 CR)2 omer
«-C 3 3 %0 404,100
1 ¢ 0,100 150,300
B 5 %% 19540
L MM 71,30
! T 8,00 83,000
28 150 73,000
K
S\-Le 0
34-/{
o Lo 13 2 NOCHT
6\~ ! use
=<3 s
I3 w30 #5300
15 S0 167,700
2§ T390 147,800
13
¥
5\'\ LEGAL 6 ®sm
z L1 M 4,5
REGULATORY 0 —
A AD INFORMTION SERVICES S @wsv
/__ o T 1 W0 60,00
+ L ! 5 55,90 55,90
L1 800 59,000
5
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COMPANY
TITLE:
PERIO0:
0ATE:
AUDITOR:

W KO

8SE

ANALYSIS OF CUNTER STUDY

T COMBIRE WORKFORCE OF BSE AND 8SC HOD.
TE 12/31/92

QCTOBER 7, 1393
Y sl‘P—
St {

SOURCE. CONSOLIDATED TRAMSITION FORCE MATRIX, VERSION B #S OF 12/31/83.

DIVISIOH

AVATLABLE FTR PAY NURSER X
REASSTCNMENT MBBER LEVEL  AU6 PAY  PAY LEVEL

SUPPORT SERVI
,\'\a_. SERVICES

) AND QUALLTY
pestll

-

STRUCTURE

? 3 4,30 99,800
1 ¢ 56,000 50,100
1 T 88,000 88,000
§

0

0

0

12 @suna
i ] 4,300
§ OFC
12

12 112 3,483,500
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1/20/53 Transition Team Mecting
Corporate Transition Force Matrix

Function/Deparsment: Headguaners Public Relations

v

Dala as of 11-30-92

Managemeni by Paygra
Toal  Mgmt NMgmi Unsp Other | 2 3 4 5 6 1 8 Ofc
Current Struclure:
BSC-HQ {9 40 9 0 3 0 0 5 6 12 10 2 2
BSE-HQ 4 4 0 0 0 1 0 0 0 2 | 0 0
*+  Total i 53 4 9 0 3 i 0 5 6 1 11 2 2 -
Proposed Struclure:
BSC-HQ KL 1 6 0 3 0 0 0 0 10 10 1 3 -
BSE Business Units 1 | 0 0 0 0 0 0 0 0 1 0 0 e
BST Business Units 0 0 0 0 0 0 0 0 0 0 0 0 0 -
Available for reassignment 19 16 3 0 0 i 0 5 6 4 0 0 0 —

¢+  Tolal

*  Tolal lines should
k

-
7” Approximately one-half surplus. Remainder in business unils.
2
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' ‘éi{) *Total lines should balance.

1/20/93 Transition Team Meeting

Corporate Transition Force Matrix

Function/Depariment: e
&
Data as of 11-30-92
Management by Paygrade
Totat Mgmt NMgmt Unsp Other 1 2 3 A 5 ] 7 8 Ofe

Current Structure:

BSC-HQ

- Secretary 5 5 0 0 1 0 0 3 0 1 0 0 0 0

Treasury 73 59 14 0 4 0o 0 13 9 20 7 3 3 0
[
BSE-HQ
Treasury 11 9 2 0 0 1 0 3 1 J (] 1 0 0

Total

. Secretary 5 5 0 0 1 0 0 3 0 1 0 0 0 0

- Treasury 84 68 16 0 4 i 0 16 10 23 7 4 3 0

*Total 89 73 16 0 5 1 0 19 10 24 7 4 3 0
Proposed Slrucluﬁ:

BSC-HQ ,

- Secretary 5 5 0 0 1 0 0 a 0 1 0 0 0 0

- Treasury 79 64 15 0 4 41 0 14 9o 22 71 4 3 0

|

Subtotal 84 69 15 0 5 1 0 17 9 23 7 4 3 0

BSE Business Units 1 1 0 0 ¢ 0 0 0 1 0 0 0 0 o

B8ST Business Unfts 0 0 0 0 o 0 0 0 0 0 0 0 0 o

Available for

Reassignment 4 3 1 0 0 0 0 2 0 1 0 0 0 0

*Total 89 73 18 0 5 1 0 19 to 24 7 4 3 0

$
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1/20/93 Transition Team Meeting

Current and Recommended Functlon Report

Funclion/Department:  Tieasury

R
Investor Relations Place at BSC-HQ
Shareholder Retations: Place at BSC-HQ
Trust Asset Management . Place at BSC-HQ
Treasury Mathods & Ptocedures Place al BSC-HQ
Financial Planning Combine BSC-HQ and BSE, place al BSC-HQ
Cash Investments Place at BSC-HQ
Caphat Market Financing Place at BSC-HQ and BST
Forelgn Currency Management

Banking Relalions and Dally Cash Management

Place at BSC-HQ; move routine direct support of Intemational
operations to BSI

Combine BSC-HQ and BSE, place at BSC-HQ and BST
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1/20/93 Transition Team Meeling W

Corporate Transition Force Matrix

Function/Department: Financlz

AN

. Management b;?g?y;?ag? 19092
Total Mgmt NMgmt Unsp  Other 1 2 3 5 Olc

Current Structure:

BscHa | 28 28 6 0 A1 12 0

BSE-HQ 26 26 0 0 3 0 1 13 0

*Total 54 54 6 0 7 1 2 25 0
Proposed Struclure:

BSCHQ 40 40 4 0 4 1 1 21 0

BSE iauslness_um\s 1 1 0 0 0 0 0 1 0

BST Buslness Units 0 0 0 0 0 0 0 0 0

Avallable for

Reassignment 13 2 0 3 0 1 3 0

*Total 54 6 0 7 1 2 25 0

~ *Total lines should balance.
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1/20/93 Transition Tcam Meeting
Corporate Transition Force Matrix

Function/Department: Comptrollers / Risk Management

<
Data as of 11-30-92 %’

T R Management by Paygrade «--e-veeeceeeeencenne
|  Total Mgmt NMgmt M UnspOther | 2 3 4 5 6 7 8 Ok

Current Structure: : |
BSC-HQ | 600 490 110 ¢ 20 20 10 90 120 160 50 20 — ¢
BSE-HQ ; 750 160 % 20 10 — 80 250 200 10 10 10 —
— Sublotal Compirollers | 0 1240 270 @& 40 130 10 170 370 360 120 30 10 —
BSC Other Functions { *30 30 — £ 0~ — 18 10 — — — — _
.. Tolal i 1540 1270 270 f 50 130 10 180 380 360 120 30 10 00

|

Proposed Structure: I :
BSC-HQ Complrbtiers ‘ 970 790 180 40 10 10 140 210 200 50 20 10 —
BSC-HQ Other Functions | *1.0 1.0 — g S T | R
Tolal BSC-HQ |I 980 800 180 49 1.0 10 10 210 200 60 20 10 —
BSE Business Unlts I 340 320 2.0 . 10 —~ — 10 140 120 30 10 — —
BSTBuslnessUnllts | 0 40 10 - - - — 15 20 10 - - —

|
Avallableform:]slgnmcnl | 17.0 11.0 6. S 20 — 30 20 20 20 — —

| &
Total ! ll 1540 1270 50 130 10 180 380 360 120 30 10 —

* PG3 from Corporate Suppori; PG4 from BAPCO; PG6 to BSC-HQ Other Functions.
*# Excludes Officer and secretarial support.
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1720/93 Transition Team Meeling

Comptrollers

Restructuring after June 30, 1993

Headcqunt‘ at 6/30/93

Less:
Completion of required conversion activities/
process improvements

Planned phaseout of methods and procedures
foillowing full Renaissance implementation

Outsourcing payroll to major subsidiary
Headcount at 12/31/94

Reflects 53% overall reduction from 11/30/92

1

91.0

(4.0

(16.0)
(6.0)
7.0

AFR =7-9
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COMPTROLLERS

EXISTING FUNCTIONS:
BSC CORPORATE ACCOUNTING
BSE ACCOUNTING SERVICES

BSC CORPORATE CONSOLIDATION AND
EXTERNAL REPORTING

BSE FINANCIAL ACCOUNTING MATTERS

BSC EXECUTIVE PAYROLL/COMPENSATION
AND BENEFIT STANDARDS

BSC REGULATORY/OTHER ACCOUNTING
STANDARDS

BSE MERGERS AND ACQUISITIONS

BSC RISK MANAGEMENT

BSE INTERNATIONAL SYSTEMS
BSE INTERNATIONAL ACCOUNTING
"BSE OPERATIONAL REVIEWS

BSC AFFILIATED INTERESTS
BSE METHODS AND PROCEDURES

PROPOSED FUNCTIONS:

CORPORATE ACCOUNTING

CONSOLIDATIONS/EXTERNAL REPORTING

ACCOUNTING STANDARDS

PART TO BST; REMAINDER TO ACCOUNTING
STANDARDS

MERGERS AND ACQUISITIONS

RISK MANAGEMENT
TO INTERNATIONAL
TO INTERNATIONAL
TO INTERNATIONAL, BAPCO AND WIRELESS
TO BSC LEGAL
METHODS AND PROCEDURES (RENAISSANCE)
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1/20/93 Transition Team Mezting

Current and Recommended Function Report

Function/Depariment: ___Internal Audit (Authorjized Headcount)

Brief function description:

Recommended placement:

4 CAAP - Computer Assisted Audit Procedures Group
5 ISA - Information Systems Audit Group
1M - Operations Manager

]

1 Clerk surplus

Place in BST Internal Audit groups {they support these groups)
Place in BST Internal Audit group in Birmingham

CTAP for surplus OM

Already placed in another department in BST
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TOTAL CORPORATE HUMAN RESOURCES

~FORCE MATRIX
Non-
Current Structure (w/4 PG8 & Sec) Total Mgmt Mgmt
BSC-HQ 130 105 25
BSE-HQ 39 K| 5
Total 169 139 30
Future Structure (w/2 PG8 & Sec)
BSCHQ 6783  60-69  7-14
i BIS-Profecsional Service 72D
BSE Business Umt 1 9 2
BST Business Unit 36 6
Available for Reassignment 3 25 8

Total 169 139 30

~4)



1/20/93 Transition Team Meeting
Corporate Transition Force Matrix

Function/Department: TOTAL CORP HR/
= Data as of 11--30-92
w \ -—— —Managament by Paygrade—~— -~
on—

Totd Mgmt Mgmt Unsp  Othr t 2 3 4 5 6 7 8 QFC

Current Structure: (w/PG8 & Sec)
BSC-HQ 130 105 % 0 5 0 2 28 16 33 11 2 3 0
BSE-HQ K X 5 0 1 0 4 1t 3 1 3 0 1 0
* Tolal 169 139 30 5 6 0 8 39 19 49 14 2 4 0

Future Structure: (w/PGB & Sec)
8sC-HQ 83 69 14 0 3 0 4 14 10 ) 8 1 2 0
BSE Business Unit 11 9 2 0 0 0 2 2 1 3 1 0 0 0
BST Business Unit K ] 6 0 0 0 14 5 13 4 0 0 0
Available for reassignment n 3 8 0 3 oy 0 ] 9 3 6 1 1 2 0
*Total 169 139 X 0 6 0 6 a9 19 49 14 2 4 H

* Total lines should balance

= '

‘7—7 NOTE: The greatest credibility of the huture force numbers is in the total number rather than In the distribution by paygrade
because the jobs will be evaluated afler the new work modules are designed. -
<]
19~ Jan-83
0023 Al

205200 MORNIRS B ©
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HR SUBCOMMITTEE REPORT _ (01-18-93)

. _ Subcommittee Functions BSC | BST | BSI
A- Benefits Planning Strategic Benefits Planning X '
Current Future Planning for Funded/Health Care Plans | X
BSC 28 Discrimination Testing X
BSE 5 Funded Plans Administration X
Total 33 14 Health Care Administration X
B- Personnet Services & Benefits Services | Support for BSC X

Current Future Support for BSE U.S. subsidiaries X
BSC 7 including Benefit Administration,
BSE 9 Salary, Staffing, etc.
Total 16 13
C- Compensation 3 Exec. Comp & Benefits, Legal Comp. X

Art Management Compensation Policy X

Current Future Management Compensation Design X
BSC 22 Salary Surveys X
BSE . Sales Compensation, Relocation X
Total 30 17 Job Evaluation/Title Plan/Perf. Mgmt. X
D- HR Mechanization HRIS X

Current Future Mechanization Planning X
BSC 12 BST program support (MATCH, etc.) X
BSE 1 BSC program support (Benefits X
Total 13 1-6 Planning, Comp., Testing, etc.)
E- HR Strategic Planning Strategic Plan X

Current Future Workforce Planning X
BSC 7 Employee Surveys . X
BSE 0
Total 7 2
F- Labor Labor Policy & CWA liaison X

Cutrent Future Wage and Bencefit Policy X X
BSC 7 Contract Negotiation X
BSE 0
Total 7 2
G- Safety and Environment AFE 5 Interface with Federal Regulators X

Current Future Compliance Requirements X
BSC it Legistation Review and Lobby X
BSE l Develop Training Materials X
Total 12 5 Hazards Communications/Ergonomics X
H- Staffing and Development Executive Development/Succession X

_ Planning/Assessment Programs

Current Future Executive Education - BSLI X
BSC 30 _EEO/AA/Rescarch/test validation . X -
BSE 3 Workforce Legislation Review X
Total 33 9-20 Mgmt. Staffing Plans/Program Dev, X
I - International HR Expatriot services X

Current Future HR Planning X
BSC c BSI Personnel Services X
BSE 10 \
Total 10 0
BSC 124 + 6 = 130 63-79 + (4AVP/Sec.) =67 - 83 %/B
BSE 7+2= 39 )

{TOTAL 161 + 8 = 169 FOIKOGH oS
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2
_S_ 1720/93 Tesasition Team Meeting
—_—r —.  Corporsie Transition Force Matrix
§
—t :; ™1 Function/Departmeat: Tax
— N
-3
: Totdl  Memt NMemt Ussp  OQher | Y
Current Structure:
BSC-HQ 132 117 15 1 k] [} 4 18 47 32 9
BSE-HQ 0 .2_ 0 0 Q 0 0 0 0 Q 2]
Toul per 11/30/92 Force e 4 el vl R LT R 1 B ] B I 4 18) . .41) . 32 9|
Report
Plus - seenote | 1 1 2
Totzl - sse nots 2 0], 4 19 ). 48 [-=~34]. -9
Proposed Structure:
BSC-HQ 13 63 10 1 k] 3 0 17 20 6
BSE Business Units
Wireless 16 16 4 9 3
Advertising & Publishing 3 3 2 1
BST Business Units p— 39 5 | 3 20 10 3
Avsilable for resssignment 0] 0 0
Total L SN P A5 f o L 0l 4 99 ~48) -~ -3, -9
Less anticipated future ( | @ (1) ]
reductions - see note J S~
Total a3 of 1273194 e e e T A RS U BT | ] ) =32 9] ) S
Notes: (I} Temporary vacancies in Lhe process of being filled.
. (2) Authorized headcount for 1992 was 140.
\d (3} Anticipate reducing headcount by J employees in mid to lats 1994 due to efficiencies. '
e - {4} To determine number of employees in the business cnits and headquarters, various siructure assumptions were made regarding where specific subsidiaries
\. N . % will be placed. If assumptions sre incorrect, the allocation of 136 employses smong unils and headquarters could change.
: - . >
2\ :
A
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172093 Transition Team Meeling
Corporate Transition Force Matrix

Function Depanment: Corpocate Planning &

Lo

%

Data as of 11/30/92
. Towal Mgmi NMgmu  Unsp **Other | 2 4 6 ? 8§ *0k
Current Structure: -
BSC-HQ n 21 1 0 4 1 0 o 10 3
BSE-HQ . 3 1 2 5 0 0 ¢ 5 4 1
* Tetal 45 2 1 9 t 0 o 15 7 1 ]
Proposed Structure:
BSC-HQ ' 12 2 L [ 0 ] 0 1 1 i
BSE Business Units
BST Business Units (- ‘ :
Awailable for reassignment’ 1 2 1 3 1 0 0 2 0 0 0
* Total 45 43 2 1 9 1 0 o 15 7 1 0

* Total lines should balance.

** Excludes Executive and Executive Secretary headcount, | of each at BSC & BSE
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1/20/93 Transition Team Meeting
Corporate Transition Force Matrix

Function/Department: Support Serv\ic/a &% Quality

Dawaas of 11-30-92
=== =""7"= === Management by Paygrade ---—
: Total Mgmt NMgmt UsspOher | 2 3 4 5 6 7 8 O
Current Structure: |
BSC-HQ I 430 210 220 00 10 30 10 80 20 50 00 10 00 00
BSE-HQ : 120 110 1.0 00 10 00 00 40 00 40 10 10 00 00
i
Total : 550 320 230 00 20 30 10 120 20 90 10 20 00 00
|
Propased Siructure: : OPTION #1
BSC-HQ | 80 8.0 0.0 00 10 10 00 10 00 40 00 10 00 0D
BSE Business Units bo*410 190 220 00 00 20 10 90 20 40 10 00 00 00
BST Business Units : 0.0 00 00 00 00 00 00 00 00 00 00 00 00 00
Available for reassigament | 60 50 1.0 00 10 00 00 20 00 10 00 10 00 00
(2 AFR akeady placed) I “
|
Totah i 550 320 230 00 20 30,10 120 20 90 10 20 00 00

* Number will be managed down for resized financial holding company,
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. 1720/93 Transition Team Meeling

éssau noN104

Corpornle ‘T'ransition Force Matrix

Functio/Oepastinent: Sgcurity

............................................

Tota!  Mgmt NMpmt Unsp Other

3

4

Management by Paygrade

5

-

......

........

6 ? 8 Ol
Currenl Siruclure:
BSC-IQ ' 8.0 6.0 2.0 00 th vy 1.0 1.0 0o 3.0 1.0 o 0o ]
BSE-NQ R (T 0.0 Bd o 0O 0D 0D 0N Do 00 00 Bo o0 6o oo
; .
*  Tolal {1) 8.0 6.0 20 00 00 00 1 1.0 00 390 1p 0B 09 oo
Proposed Structure: (2) -
NSC-HQ t 6.0 4.0 2.0 un wd wp 1.0 1.0 0.0 1.0 LO g0 00 un
BSE Business Units 2.0 2.0 w00 o0 0o 0.0 00 0D 2.0 0.0 00 00 90
BST Business Units 1] 0p 0 00 00 00 00 00 00 00 00 DH nb 00
Avaltable for reassignmen 0o 00 0 00 pp 00 00 00 08 0d N VY 00 o
' Yotal . 8.0 g0 20 00 g0 wp 1.G 10 g4y 3.0 X0 4wy  go w0
[ ]

‘Total llnes should batance.

1. 1 PG5 1s currently on BellSouth Cellular payroll and not included in these figures.

2. 1993 PG5 addition will increase BSC-HQ PGS count to 2,
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1/20/93 Transition Team Meeting

Cutrent and Récommended Function Report

Function/Departiment: Security

Brief function description:

Recommended placement:

Conduct Security Investigations

PEC0G IR

Place in BAPCO (1 PG5) and BSCC (1 PGS). This was determined

by hours project bitled to BAPCO & BSCC in 1992. Area of

concern is these managers must also work for other BSE Companies
which will create additional affiliate billing ﬁrob]ems. Although
the project billed hours equate to-one person this was over a
perfod of one year while the actual work may have been 3 people
over a 4 month period.
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1/20/93 Transition Team Meeting <. '
Corporate Transition Force Matrix <§

¥el

Function/Depertment: EXECUTIVE SUMMARY

vav sl A nlmwm flqmv'hu,a e

Dataasof 11-30-92
Management by Paygrade
Total Mgnu NMgmt Unsp Other i 2 3 4 5 6 1 8 Ofe

Current Structure:

BSC-HQ ) 28.0 280 0.0 10 130 00 00 10 10 o0 00 00 00 120

BSE-HQ ' 210 210 00 1.0 9.0 00 00 10 00 1.0 00 00 00 90
*  Toul 490 49.0 0.0 20 20 00 00 20 10 1.0 00 0¢ 00 210
Proposed Structure:

. BSC-HQ 290 2.0 00 20 130 00 00 Lo 10 10 06 00 00 110
BSE Business Units 0 30 00 00 40 00 00 00 00 00 00 00 00 40
BST Business Units  ; 00. 00 00 00 00 00 00 00 00 00 00 00 00 00
Available for reassi 120 12.0 00 00 50 00 0.0 10 00 00 OD 00 00 60

*  Toul 49.0 490 00 20 20 00 00 20 1.0 10 00 00 00 20
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Request:

Southern Bell Tel, & Tel. Co.
FPSC Docket No. 9520260-TL
Audit

Date: 10/07/93

Item No. 2-178

Page 1 of 1

Provide the average amount of salaries paid to the
following pay grades at BSE 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.

1992
Position -
Pay Grade Rate
1 $ 30,000 “'
2 2510
3 4;5 . 1
4 50,100 w’omrht pad
5 56,90 f
6 7:,/%0?
7 88600 '
8 121,500 b g}{*@,\(’"l

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

Date Provided: Octcber 25, 1993

195
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/ Southern Bell Tel. & 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 BST for 1994, and from BSC to BSE subs in
1994.

Response: Thera 1s no forecastad billing in 18994 from BSE-HQ te
BST. The BSC-HQ forecast of 1994 billing to BSE is

1o~

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

pate Provided: October 25, 1993
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Agreemeﬂt Ho. PY¥=-1157-%n

Appendix A

Attachment #1
Page 1 of 7

LIST OF EQUIPMENT AND PRICES

DESCRIPTION

PRICE

19s

128

N N

LA TR Y

FIRST 128 LINES ISDN AND 256 LINES POTS

BAY OF DMS-100 LINE DRAWERS E/W:
128 MODIFIED OPTICAL ISDN LINE
CARDS (0ISLC) + € SPARE LINE CARDS

" = 128 SINGLE MODE OPTICAL PATCH

CORDS WITH SMA CONNECTORS FROM

LINE DRAWERS TO WDM BAY + 2 SPARE CORDS

- SUPPLIED EF&I

BAY DMS-100 LINE DRAWERS MODIFIED

FOR 128 WDM DEVICES E/W:

- 6 SPARE WDM DEVICES

- 128 SINGLE MODE OPTICAL PATCE CORDS
WITH SMA CONNECTORS FROM WDM BAY TO
IGX + 2 SPARES

- SUPPLIED EF:&l

DMS-2 RCU E/W:

~ 64 OPTICAL INTERFACE CARDS (DFAC) FOR
UP TO 128 SUBSCRIBERS & 256 POTS
LINES (DN) + 4 SPARE LINE CARDS

~ 128 SINGLE MODE OPTICAL PATCH
CORDS WITH SMA CONNECTORS FROM
LINE CARDS TO LSCIE + 2 SPARE CORDS

- SUPPLIED EFal

LOW SPEED NETWORK INTERFACE (INI)
ENCLOSURES EACH E/W:

— ISDN OPTICAL NETWORK INTERFACE (IONI)
- BASIC OPTICAL NETWORK INTERFACE

- POWER SUPPLY AND WDM

- E & F ONLY

PORTABLE UNITS MODIFIED FOR

PORTABLE TEST USE

SPARE INI FULLY EQUIPPED

SPARE CARDS (IONI)

SPARE .CARDS (BONI)

SUB TOTAL

$126,000

$ 36,000

5 78,000

$332,000

$572,000

FRIKBIN 812813

Y
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Agreement No. PY-2157-38

Appendix A
Attachment #£1
Page 2 of 7

DESCRIPTION

PRICE

Lo C
35240
\/SS 00

j-rhoo 6 1

75500

oy
[

5 128

o

NRapwg 2D

199

fvye24)

FIRST 128 LINES VIDEC

VIDEO SWITCH/SELECTOR E/W:
COMMON EQUIPMENT
~ 128 SUBSCRIBER CARDS + 6 SPARE CARDS
- 128 FIBER PATCH CORDS WITH
SMA CONNECTORS FROM VSS
TO WDM BAY + 2 SPARE CORDS
- SUPPLIED EF&I

" TEST BAY E/W: -

= A SINGLE SERVER PC

= A LOCAL MAINTENANCE CONTROLLER
- A VONI

= INCLUDES EF&]

CONTROL SOFTWARE FOR ITEM 6

VIDEO PATCH BAY E/W:

= PATCH CORDS FROM THE BAY TO
THE VSS

- INCLUDES 2 SPARE CORDS

- SUPPLIED EF&l

HIGH SPEED NETWORK INTERFACE (HNI)
ENCLOSURES E/W VIDEC OPTICAL
NETWORK INTERFACE

~ INCLUDES E & F ONLY )

SPARE HNI FULLY EQUIPPED

SPARE CARDS

HNI MODIFIED FOR PORTABLE

TEST USE

SUB TOTAL

oRees 22,233,127

$254,000

$ 10,000

$ 1,000

S 4,000

$208,000

$477,000 @

1

FB1KGIN 812614 /p'b
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Agreement No.
Appendix A
Attachment #1
Page 3 of 7

+

PY-115%7-B

PRICE
DESCRIPTION

10 i

11 1

i2 1

13 1z8

G

SECOND 128 LINES ISDN AND 256 LINES POTS

BAY OF DMS-100 LINE DRAWERS E/W:
- 328 MODIFIED OPTICAL ISDN LINE
CARDS (OISLC)
~ 128 SINGLE MODE OPTICAL PATCH
CORDS WITH SMA CONNECTORS FROM
LINE DRAWERS TO WDM BAY + 2 SPARE CORDS
- SUPPLIED EF&I
~ INCLUDES 6 SPARE LINE CARDS -

$126,000

BAY DMS~100 LINE DRAWERS MODIFIED
FOR 128 WDM DEVICES E/W:
- 6 SPARE WDM DEVICES
~ 128 SINGLE MODE OPTICAL PATCH

CORDE WITH SMA CONNECTORS FROM

WDM BAY TO LGX + 2 SPARE LINE CORDS
- SUPPLIED EF&l —

$ 36,000

DMS~1 RCU E/W: $ 53,000
~ 64 OPTICAL INTERFACE CARDS (DFAC) FOR

UP TO 128 SUBSCRIBERS & 256 POTS

LINES (DN) + FOUR SPARE LINE CARDS
- 128 SINGLE MODE OPTICAL PATCH

CORDS WITH SMA CONNECTORS FROM

LINE CARDS TO LSCIE + 2 SPARE CORDS

- SUPPLIED ET&l

1OW SPEED NETWORK INTERFACE (LNI)
ENCLOSURES EACH E/W:

- ISDN OPTICAL NETWORK INTERFACE (IONI)
- BASIC OPTICAL NETWORK INTERFACE (BONI)
- POWER SUPPLY AND WDM

- E & ¥ ONLY

SPARE INI FULLY EQUIFPED

SPARE CARDS (IONI)

SPARE CARDS (BONI)

23232,000

SUB TOTAL $547,000

C&EIovoO

200
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" Agreement No. PY-1l57-b
Appendix A :
ttachpnent #1 o
Page 4 of 7

NET
PRICE
ITEM QTY DESCRIPTION
. SECOND 128 LIRES VIDEO
14 1 VIDEO SYSTEM E/W: $222,000
cs0 % ~ 128 SUBSCRIBER CARDS + 6 SPARE CARDS
Y -~ 128 FIBER PATCH CORDS WITH
SMA CONNECTORS FTROM V5SS
TO WDM BAY + 2 SPARE CORDS
- SUPPLIED EF&I
15 1 VIDEO PATCH BAY E/W: S 4,000
- PATCH CORDS FROM THE BAY TO THE VSS
- INCLUDES 2 SPARE CORDS
- SUPPLIED EF&I
16 1 MAINTENANCE SYSTEM ADDITION E/W: S 3,000
~ A SINGLE BACKUP SERVER PC
~ SUPPLIED EF&I
17 2 CONTROL SOFTWARE FOR ITEM 16 $ 1,000
18 128 HIGH SPEED NETWORK INTERFACE {HNI) $174,000
ENCLOSURES E/W VIDEO OPTICAL ‘
NETWORK INTERFACE (VONI)
- E & F ONLY
2  SPARE HNI FULLY EQUIPPED
6 SPARE CARDS
SUB TOTAL S 404 ooo@D
MATERIAL, ENGINEERING,
AND INSTALLATIO $2,000,000
19 SUPPORT FOR SYSTEM $3,000, 000
$5,000,000
- . 0 v
3
2GRt 1000 B
o~ -
201 6 S ;()Er
| (
(ks24) | (9 |

FRIKIIW o101
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Agreement No. PY-11i57-B
Appendix A

Attachment #1

Page 5 of 7

1IST OF RELATED STANDARD EQUIPMENT

EQUIPMENT

SOUTHZRN BZLL:

DMS-100

PACKET HANDLER
FIBER ELECTRONICS

FIBER OPTIC CABLE
AND HARDWARE

FIBER TERMINATING
EQUIPMENT

VIDEO EQUIPMENT

202

(ks24)

DESCRIPTION

SWITCH

ISDN BAYS
SCM-100

IAC/STE

DPN=-15

FXT-150

FZEDER CABLE
DISTRIBUTION CABLE
DROP CABLE
SPLICE CLOSURES
16X

LSCIE

VIDEO DEMODULATORS

CONTRACT #

PR-1232-B

-

PR-1232-B

PR-2166-24

PR=1728-B

PR-1728-B

PR-1728-B

OTHER VEIRDOR

OTEZR VENDOR

CTHER VENDOR

OTHER VENDOR

FLKe1W e128!17
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Agreement No. PY-1157-B
Appendix A

Attachment #1

Page 6 of 7

1LIST OF CUSTOMER PREMISE EQUIPMENT

EQUIPMENT

1

CPE PROVIDED
EQUIPMENT

203

fve?24)

DESCRIPTION
VIDEO PC (BPC)

VIDEO PORT CONTROLLERS
(SET TOP BOX)

ISDN TERMINAL T2317
ISDN TA (PCTA)

CUSTOMER EQUIPMENT

OF F1G. 20 OF THE
DEVELOPMENTAL TECHNICAL
SPECIFICATION AS
REFERENCED IR
ATTACHMENT ¥#23

CONTRACT #

OTHER CONTRACT

OTHER CONTRACT

OTHER CONTRACT
OTHER CONTRACT

OTHER CONTRACT

FeiNeIW 212818
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Southern Bell Tel. & Tal. Co.,
FPSC Docket No. 920260-TL
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 Trial to #he intrastate and
interstate jurisdictions. This information is required

for the overall

project undertaking including the CATV

System = purchased by SBT/BSS from Heathrow
Telecommunications, Inc.

Response: The Company amends its response of June 8, 1993 in which
it stated that the requested information or 2 status
report would be provided on June 29, 1993.

206

Wk SRNT

The response to item 1-0S%.1 clarified that the purchase

af the coax facilities was from Telcom Int
instea o €lecommunication, Inc. This

investment is included in the assets used for this trial.

The assignment
procedures for
Accounting Plan

af direct costs and the allocation
common costs are detailed in the
for Cable TV transport {(attachment 1}.

The procedure for loading overhead costs also are

.explained.

Cost Office and separations workpapers, for the month of
January 1993, are provided. The following demonstrates
how the amounts f£flow through 'the process £for the
BUILDINGS account 2121. The other accounts are similarly

handled.
The Cost Office

sumnarizes the investment and expenses

for CATV transport monthly. This is done by extracting
the investment in the "B" FRCs from the Florida Jourmal.

The other common

investment costs are develgped using the

methodology outlined in the Accounting Plan. All the
costs are then input onto a spreadsheet along with. the
current overhead loading £actors. 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,
few paragraphs

is a balance of $230,004.32. The next
will track this amount through the

separations process to demonstrate how it is excluded

from ratemaking.

4

. - -WAEE 120 E6—-02—6C
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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 2 of 3

Response continued:

Separations inputs the amounts reported by the Cost
Office into the separations system. Report SS51037-13
(attachment 3) under the column END-OF-MONTH shows the
amount of $230,004 for account 2121 BUILDINGS ADJ TO.
This report shows that the CATV investment was entered
into the separations system. The following paragraphs
tracks the investment averaging and exclusion process.

Report S51037-10 (attachment 4) shows under the column
END-OF=-MONTH the amount of $641,934,1%2 for.account 2121
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
$17,223,078 for account 2121 BUILDINGS NR. This amount
comes from the Cost Separation System.

Separations uses the average of two months data. Report
§51109-10 (attachment 6) shows account 2121 BUILDINGS TC
average investment is $640,780,888 and the account 2121
BUILDINGS NR is §17,477,042. 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.

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
$640,780,6888. The CATV investment, in account 2121, of
§230,004 is 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 amount
subject to regulation. This is where CATV investment is
removed.

207 , |
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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

Response continued:

The process on attachment 3 through 8 takes the monthly
totals by accounts for total plant, non~regulated plant,
and other adjustment to plant and develops a two month
average. The total plant average is then recduced by the
non-regulated average and the resulting amount is used as
reqgulated plant in the separations system.

Report S§S1112-10 (attachment 9) shows the amount in
account 2121 BUILDINGS REG is $623,303,846. This raport
also shows the amount in account 2121 BUILDIRGS ADJ TO is
$230,004. The are the average investment amounts
computed above.

Report SS1112-10 (attachment 10) shows the amount in
account 2121 BUILDINGS SUBRJ TO SEP is $623,073,842. This
was derived by subtracting the adjustment to amount, in
account 2121, of $230,004 from the total investment, in
account 2121, subject to regulation of $623,303,846. The
$230,004 is the amount of CATV 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 reguirement to
keep the investment in CATV trials out of the rate base.

Date Provided: June 29, 1993

208 . égi:)
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ATTACHAENT |
/ AL 90-08-04SSV

S subjest  Accounting Plan for Cable TV Transport

- ——

o)) BellSouth Services

e August 17, 1990
gistribution Hata:
related iotters:
Ui na.
othar
to: Assistant Comptrollers and Assistant Vice Presidents
(Dealing with Accounting Matters)
entivet:  pellSouth Corporation, BellSouth Services, Southern Bell, and
South Central Bell
frger R. T. Bishop, Comptroliler
aescnptien: Accounting Plan for Cable TY Transport
ce—, Attached is the initial issuanece of Classification Letter 12-01 which details the

accounting plan for Cable TV Transport services offered by Southern Bell. This
accounting plan contains the principles to be used in assigning and allocating these
Costs. )

Maintaining this document is the responsibility of the Accounting Support and
Rescarch group. Questions may be directed to Frank Dunn at (404) 529-8422.

R. T. Bishop,

RECOMMENDED: ’ -
R. P. Klein D. L. Smith
Scgment Manager - Director -
Accounting Support and Research Regional Accounting Matters
Comptrollers Comptroliers .
TEELY.
“ !‘-’/
Yyl ggp 71990
Attachment tudsy
P - '-"'.'.":'-.'TT'-—!::-
209 AN o

L

, Lo FOIKBIV 01096~
xx /1 1d Coee WdGE 20 E€6-02-60




CLASSIFICATION LETTER SECTION: 12

REGIONAL ACCOUNTING MATTERS . LETTEZR: 01
Jssuance: 09701790 (Ialtind}

ACCOUNTING FLAN FOR. Effective: October 1,1900 7

CABLE TV TRANSPORT . Page 1

TABLE OF CONTENTS

1. Introduction
2. Description of Activities
3. Accounting Treatment

3.1  Revenue

32 | Materials and Equipment

33 Engineeriag

34 Installation and Maintenaace
3.5 Marketing and Customer Service
3.6 Other Costs

4. Accounting Plap Monltoring and Control

. ©
NOTICE

NOT FOR DISCLOSURE OUTSIDE THE BELLEQUTH ENTITIES
EXOCEPT UNDER WRITTEN AGREEMENT

20 12-01=1

FRIKOIN 910997
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CLASSIFICATION LETTER
REGIONAL ACCOUNTING MATTERS

. 1.00

1.1

12

14

1.5
1.6

211

ww ST T

ACCOUNTING PLAN FOR
CABLE TV TRANSFORT

INTRODUCTION

The transport of broadband signals for cable tclevision operators is an
interstate service regulated by the Federal Commuaication Commission (FCC).

FCC Orders have granted Southern Bell the authority to construct and
maintain certain cable television (CATY) tramsport facilities.

The FCC in the Hunter's Creek order and certificate released 9-24-86
stated:

*That books of account for the broadband channal facilities separate from
books of accounts [or the telephane facilities shall be maintained to
prevent the construction and operation of the broadband channel facllltles
from being subtidized by other common carrler services.” =

The FCC in the Lake Mary (Heathrow) community order and certificate
released 7-29-87 stated:

*That books of sccounts for the broadband channel {acilities authorized
herein shall be maintained separately from books of account for other
regulated services. That the interstate portion of the authorized

facilities shall not be included in whole or in part in the revenue
requirement for any other regulated communications common carrier service;
and (hat the proposed cable transport service shall not be subsidized by
revenue from any othar regulated communications common carrier services.”

The FCC requires the accounting procedures associated with this service be
revised so that these assets and expenses are kept in separate books.

This service is provided over coaxial and/or fiber facilities.

BellSouth's regulated subsidiary, Southern Belt Telephone and Telegraph
Company (SBT}, has provided {(November, 1986) broadband channel facilities
in the Hunter's Creek subdivision, Florida. The facilities are provided

over both multimode fiber and coaxial cables. Most of the customers were
provided service using coaxial facilities.

o W

NOT POR DISCLOSURE DUTSIDE THE BELISOUTH EXTITIES
EXCEPT UNDER WRITTEN AGREEMENT

13-01-1 FRIKBIN 910035
WAGE 120 £€6-0Z~60

SECTION: 12

LETTER: 01

lasuance; O9/G1/80 (lnitial)
Effective: October 1, 1900
Page 3



. CLASSIFICATION LETTER o SECTION: 12

RECIONAL ACCOUNTING MATTERS LETTER: 0}
Tasuance: 00/01/90 (Initlal)
~—. AGCCOUNTING PLAN FOR Effective: October 1, 1000
CABLE TV TRANSPORT Page 3 -
17 Beginning in the Fall of 1989, BellSouth's regulated subsidiary, SBT,

1.8

2.00
2.1

. como

212

provided brosdband channe! facilitics to Heathrow subdivision in Florida,
The [acilities were provided over single mode fiber and coaxial cables. A
limited number of customers (approximately 250) received service over
fiber optic facilitics and the remainder were provided service over coaxial
facilities. Where fiber is provided, normal telephone service will also be
provided over the fiber optic facilities. Onc {iber will be used to

provide Plain Old Telephone Service (POTS) and one fiber will be used for
CATYV. The CATV fliber will also bc capable of transporting ISDN.

The Hunter's Creek and Heathrow CATYV systems are switched digital systems
used for transport of CATYV services.

This accounting plan is not designed to address new technologices or future
system designs as CATYV systems instzlled in the future may not be switched
digital gystems. If CATV super trunking is deployed, then the network
design will have to be analyzed and this accounting plan updated
accordiagly.

DESCRIPTION OF ACTIVITIES

The telcphone company will provide the ceatral office equipment, Controlled
Environmental Vault (CEV), and outside plant equipment necessary to provide
CATYV broadband transport service, This service will be provided to the
cable television company operxting within a teiephone exchange area.

Coaxial or fiber optic cables will be instaiied from the CATVY company
(headend) location to the telephone company ceatral office and then to the
subscriber interface point (st customer premise) or from the CATY comparny
(headend) location to the subscriber interface point.

The telephone company will bill the cable company 2 {lat {ec per month for
cach end scrvice user subscribing 1o CATV service, The telephone company
will also bill the cable company for nonrecurring charges provided for in
the tariff (e.g., service establishment charge). The cable company will in
ture maintain ¢nd user contact and bill the end user for the subscribed
services. .

' NOTICE
NOT FOR DISCLOSURE QUTSIDE THE BELLSOUTH ENTITIES
EXCEPT UNDER WRITTEN AGREEMENT
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AGCCOUNTING PLAN FOR Effeciive: Octaber 1, 1990
CABLE TV TRANSPORT : : Page <
. 3.00 ACCOUNTING TREATMENT
3.1 REVENUES
3.1.1 Recurring revenue will be generated from a flzt monthly rate for the
transport of the CATY signals to each service user. This billing will be
generated through the Customer Record Information System - Accounts (CRI1S)
System.
Non-recurring revenues will be gencrated from service establishment charges
and maintenance charges. This billing will be charged to the other Local
Private Network revenuc account, Account 5040.9100. The Uniform Service
Order Code (USOC's) that have been provided for this billing are as
follows:
Single Family Residence (Heathrow) wQQZT HPDSF
Multi-Family Residence (Heathrow) wQQZU HPDMF
Any Family Residence (Hunter's Creek) ZZ1Z3 ZZ9YZ
SUBDIVISION . ACCOUNT 1S0C
Heathrow 5040.9100 . WQQZT, wQQzU
HPDSP, HDDMF
Hunter's Creek 5040.2100 ZZ1Z3, ZZ9YZ
32 MATERIALS AND EQUIPMENT
324 Purchases of cquipment or material will be charged 10 the appropriate
investment or expense Field Reporting Code (FRC) and Equipment Category
Number (ECN) as follows:
Zxes Expanditure ~Reription, Account/SRC  FRC  EON
Investmant Buildiags {(Other) 2121.9000 110G
Investment Digital Electronic Switching 22121000 STC §0771
lavestizant Pair Gain Circuit Eqpt-Digital 2233.1300 267C 21021
4%
investment Otber Digitai Circuit Equip 2233.1300 ¢ 1371
8471
! EMIT)
8MI1
Iovestrnant Cirruit Eqpt-Other Analog 2232.2900 57C  BS4Z1
1nvestiment Sub Pair Qain 2382.3000 BYsSC
Inveszovent Other Terminsl Eqpt Other-Ragulated 23829000 BosaC
1avessment Underground Cable Mstallic (Other) 2432.1100 BSC -
Investment Underground Cabice-Noa Metallic (Other) 2422.2100 BasC
NOTICE @
NOT FOR DISCLOSURE OUTSIDE THE BELLSOUTH ENTITIES
EXCEPT UNDER WRITTEN AGREEMENT
213 12054 FoINeiW 010108
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ACCOUNTING PLAN FOR Effective: October 1, 1000
CABLE TV TRANSPORT . Page $
Iypq Expengditure —Rascrietien Ascount/SRC  FROQ EQN
Investment » Buried Cable~Mataliic {Otber) 24231100  BSC
Iovestmaent Buried Cable-Non Matsliic (Othe) 34332100  BadsC
Investment Conduit Syvtem {Other) 24601000  B4C
Expénse - Buildinge {Other) 6121.1000 10R, 100
Expense Digital Electramic Switching €212.1000 STIM, STTR
Expense Pair Galn Ciroult Eqpe-Digital 61321200  ITMIIR
Expense Other Digital Cireult Bqpt 62321300  IETMISTR
Expenss Cireuit Bqpt-Other Analog 6232.2000 STMSTR
Expanse Sub Pair Qaln ° a3482.3000 BTSaM
Expense Other Termainal Eqpt Other-Regulated 63620000  BOSAM
Expense Underground Cable Matallic (Other) ‘64221100  BIRDBEM
Expanse Underground Cabie-Noo Matallic (Othar) 64723100  BSSRBESM
Expense Buriad Cable-Mstallic (Other) 64331100  B4SRBARM.BEOEM
Expense Buried Cabie-Noa Metallic (Otber) 64232100  EMMER.BSLSM BaoaM
Expense Conduit System (Other) . 64411000  BARBAM
Expense Deprecistion £581.0000
3.22 The accumulated depreciation accounts for the capita! investment are as
follows:
Txpe Expenditure ~Dectivtion .. Ascoust/SRC  FRC
Depreciation Digital Eleetronic Bwitching ~ 3100.2200 X
Depracistion Pair Gain Cireait Eqpe-Digital $100.3610 37X
Dapreciatian Circuit Eqpt Othar Digital . 3100.2610 WX
Depreciation Cireult Eqpt-Other Analog 3100.2820 X
. Depreciation Sub Pair Qain $100.3030 BTIIX
Depreciation Other Terminal Eqpt Other-Regulated 3100.3990 BoSEX
Deprecistion Undecgronnd Cabla Metallic {Othar) 31004310 BEX
Duapreciation Underground Cabie-Noc Matallic {Other) 31004330 BSSX
Deprecistion Buried Cable-Non Metallic (Other) 31004430 B
Depraciation Buried Cable-Matallic (Other) 31004410 BAEX
Depreciation Condult Systam (Othat) $100.4800 X
323 Payments to verdors will be initinted through the voucher system or Billing

Verification Authorization Payment Process (BYAPP), as appropriate. The
cos: of material should be charged to the appropriate FRC.

. D

NOT FOR DISCLOSURE OUTSIDE THE BELLSOUTH ENTITIES
EXCEPT UNDER WRITTEN AGREEMENT
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324

325

215

v ST T

Investment for Power Used for CATV Transport

1)

(2}

-

Power Investment - (Jointly used "EMERGENCY™) - A determination will
be made by the equipment engincer as to what perceat of the power

will be used by Telephone Central Office Equipment, Cable TV Centrsl
Office Equipment, and House Services. The predominiate user will

have the total investment in emergency power equipment charged to

its respective field reporting code.

Power Investment - (Dedicated) - The dedicated power supply
investment will be assigned to the central office equipment account
that it serves.

Outside Plant

(1)

(2)

Dedicated Outside Plant - Dedicated “COAXIAL" cabi¢ used for CATV
will be assigned to the CATY coaxial [icld reporting code, FRC

B45C. Dedicated "(iber” used for CATV will be assigned to the CATV
fiber ficld reporting code, BESC {or underground cable or B845C for
buried cablc. Hunter's Creek fiber is dedicated 100% CATV.

Jointly Used Outside Plant - Jointly used "liber® cable will be
assigned to the POTS and CATYV fiber ficld reporting code, B85C for
underground cable or B845C for buried cable.

() Heathrow cable investment will be manually allocated berween

telephone plant and cable televition services plant based on
the engineering designed use and actuzl deployed usc. The

iber at Heathrow was instalied wi fibers to each living
unit with and ISDN
trial). Thercfore, these “iber” cables will be allocated
SM‘MEEGSE? If the utilization of
the jointly used fiber changes, the allocalion percentage will

be reviewed to determine if adjustments are necessary,

— @

NOT FOR DISCLOSURE OUTSIDE THE BELLSOUTH ENTITIES
EXCEPT UNDER WRITTEN AGREEMENT
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(b) The outside plant FRCs ("B" prefixed) will be apportioned by
using a weighted ratio. This ratio will be developed by
assigning the Hunter's Creck investment at 100% and the
Heathrow investments at 50%. The prealiocated investment and
the assigned investment will then be separately totalled. The
sum of the assigned investment will be divided by the som of
the preassigned investment. The resulting ratio will be the
ratio of CATYV Transport investment to total investment in the
*B* prefixed FRC. This ratio will be developed for the
combination of FRCs BE5C and B845C,

Investment at Hunter's Creek ____ X 100% =_____
Investment at Hexthrow —_ X S0% -_____
Total investment —_—
Totul assigned / total preassigned = _______ weighted ratio

(c) The resulting CATV Trapsport ratio will then be used to
apportion the investment iz outside plant FRCs BSC, B85C, and
B845C to CATV Transport. The ratio will bc updated as
required. This will be required when the investment increases
over $10,000 or 5%. The Miami Cost Office will compute the
ratio and monitor it for necessary updating.

FRC investment «S_____ x weighted ratio= § CATYVY
assigned investment )

(d) The Network Engineering Group will be responsible for
iaforming the Cost Officc of any orders, ¢stimates, or jobs
being instalied at these subdivisions in connection with CATV
‘Transport.

326 Central Officc Equipment

(1)

216

Wk QT AT

Switching equipment dedicated for CATV will be assigned to the
central office asscts account for CATY switching FRC 377C, ECN

607X1,

NOTICE d
NOT FOR DISCLOSURY. OUTSIDE THE BELLSOUTH ENTITIES
EXCEPT UNDER WRITTEN AGREEMENT"
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(3)

e

)

(6)

Pair Gain circuit equipment used exclusively for CATV will be
assigned to the CATY circuit cquipment FRC 257C, ECN 814X1.

At Hcathrow_jointly used gircuit equipment w, ly assigned
50% to CATYV accounts an to POTS agcounts. The jointly

equipment is installed 10 aperate with or support the outside plant
facilities. An example of jointly used circuit cquipment is the

wave divisian multiplexer (WDM). As explained in 32.5, jointly

used plant is being utilized equally by CATY and POTS and should be
assigned evenly. Il the utilization changes, thxs factor will be
reevaiuated.

‘The entire investment at the Hunter's Creek CATV headend location
will be directly assigned to CATYV transport.

The entire investment jn the video selector switch will be directly
assigned to CATV Transport SRC 2212.1000, FRC 377C, ECN 607Z1.

The central office equipment identified with ECNs will be
apportioned mnuully by using a ratio developed by assxgmng the

Hunter's 100% =xnd the Hcathrow investment at
3 The sum of the allocated investment w. ivided by sum

ol the preassigned investment. The resulting ratio will be the
ratio of CATY investment to total investment included in the ECN.

Investment 2t Hunter’s Creek X' 100% =
Investment at Heathrow —_—X 0% .
Tota! investment —_— :
Total zssigned / total preassigned = weighted ratio

(x) The resulting CATV Transport ratio will then be usad.to
apportion the investment in central of[jce plant to CATV
Tansport. c rati0 will be updated as necessary. This will
be required when the investment increases over $10,000 or 5%.

The Miami Cost Office will compute the ratio and monitor it
for necessary updating.

ECN investment $_

x weighted ratiom § CATY
assigned investment ‘

NOTICE

NOT FOR DISCLOSURE OUTSIDE THE BELLSOUTH ENTITIES

EXCEPT UNDER WRITTEN AGREEMENT
12-01-8 . FRINQIH S10184
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v) The Network Engincering Group will be responsible for
informing the Cost Office of any order:. est:mucs, or jobs
being installed at these subdivisions in connection w:th CATY
Transport.

327 Central Office, Land and Buildings and Controlled Environments! Vaults

Investments and ¢xpenses associated with central office, land and buildi{:;s
and controlled environmental vaules will be loaded on the CATY investments
using the factors developed in the other common casts procedures in 38,

3.3 ENGINEERING

3.3 Enginccring work for CATV activities will be performed by the outside plant
enginecrs or network ¢quipment engincers, as appropriste.

332 Time spent by network engineers and by ovtside plant engineers should be
reported to the appropriate FRC, (Refer to 3.2.1.)

34 INSTALLATION AND MAINTENANCE

34.1 Telephone company installation and maintenance personnel will install and
maintain certain CATV equipment. Thercfore, field personne! should report
all their time spent installing , maintaining, and testing this equipment
to the appropriate FRCs (refer to 32.1 for accounts).

(¢))] Dedicated cquipmens instailation or maintenance will be assigned to
the dedicated accounts.

(2) Jointly used piant installation or maintenance will be split 50% 10
CATYV accounts and 50% to POTS accounts (as explained in 32.5).

342 Installation of the CATYV video port controlier (set top box} will be
provided and installed by the cable TV company. The Telephone Company is
providing the sct top boxes to the Cable TY company under lease. The
accounting for this investment will follow that of leased Customer Premise

Equipment,

343 Inside wire associated with CATYV will be prowdcd for by the homeowner,
contractor, or CATV company.

ROTICE
NOT FOR DISCLOSURE OUTSIDE THE BELLSOUTH
EXCEPT UNDER WRITTEN ACREEMENT . .
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3.5
3.5.1

k¥
3.6.1

219

v /T2 T

MARKETING AND CUSTOMER SERVICE

The marketing and customer service functions for cndruscrs are thc
responsibility of the cable TV company.

OTHER COSTS

Common cxpenses associated with supporting investinent are allocated to CATV
Transport. These loadings will be applicd to wages associated with CATV
Transport using the "Generic Billing Application” personal computer

program. The outside plant wages assigned to FRCs B758M, B958M, B5R, B5SM,
B85R, B&5M, BASR, B45M, B598M, B84SR, B845M, B498M, B4R, and B4M will have
loadings applied.

The wages associated with CATY Transport Central Office Equipment will be
developed and loaded as follows. The FRCs 377C, 257C, 357C, and 57C will
have expense ratios develaped. The end of the month total investment in

the FRC will be divided by the corresponding totzl expense, The result

will be the expense associated with cach dollar of investment by FRC, The
wage ratio computed cach month as par: of the journal process will be used
to compute the associated wages per dollar of expense.

The investment assigned to the B prefixed FRC and the investment assigned
to the ECN will be summarized by account and the wage ratio then applied.
This will result in the derived wages for each account. The CATV Transport
wages developed for FRC 377C, 257C, 357C and 57C will be loaded uging the
Generic Billing Application program.

Each new cstimate containing labor charges that are capitalized will have

the wage cxpensc portion of the estimate summarized. The wages will then

be loaded for non-direct expenses. Thesc non-direct expenses will be
calculated and included in the monthly expense summary during the month the
estimate closes. These expenses will be calculated only once per estimate.

NOTICE / 7‘

NOT FOR DISCLOSURE OUTSIDE THE BELLSOUTIH ENTITIES
EXCEPT UNDER WRITTEN AGREEMENT . .
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A list of common expense and investment loadings to CATYV foliows:

LCORPORATE OPERATING EXPENSE
1. Executive 6711
2. Planning 6712
3. Accounting and Finance 6721
4, External Relations 6722
& Human Resources 6723
6. Information Management 6724
7. Legal 6725
8. Procurcment 6726
9. Other General and Administrative 6728

COMMON INVESTMENT. -
1. Land 2111
2. Motor Vehicles - 2112
3. Special Purpose Vekicle 2114
4, Garage Work Equipment 21158
S. Other Work Equipment 2116
6. Buildings 2121
7. Furniture 2122
8. Office Equipment 2123
9. General Purpose Computers 2124
10. Capital Stock Tax

L R.O.I (gross Up)

COMMON TNVESTMENT EXPENSE ACCOUNT
1. Deprecistion 6521
2, Motor Vehicle 6112
3.  Special Purpose Vehicles 6114
4, Garage Work Equipment 6115
5. Other Work Equipment 6116
6. Land and Buildings 6121
7. Furniture and Artworks ' 6122
8. Office Equipment 6123
9. Genere! Parpose Computers : 6124
10, Property Taxes T240

NOTICE

NOT FOR DISCLOSURE OUTSIDE THE BELLSOUTH ENTITIES
FEXCEPT UNDER WRITTEN AGREEMENT
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1. Plant Qperations Administration 6534
2. Engineering 6535

These common costs will be computed using the Generic Billing
Application program. This Personal Computer (PC) program will
provide loadings for salaries and wages.

3.6.2 In addition to the overheads associated with plant wages, calculated in
3.6.1, the capital investments wili have overhcads loaded. lnvestment
rclated expenses include return on invcstment, property tax, capital stock
tax, depreciation/amortization ¢xpense and plant specific operations
expenses (PSOE) associated with the investment. These charges will be
loaded on CATV Transport investment accounts listed in 3.2.]. Each
investment will have the Intracompany Investment Compensation (ICIC)
carrying charge rates loaded to the investment used for CATY Transport.
The rates used will be the total (without PSOE).

3.7 JAXES

371 Federzl and state income taxes applicable to CATV are allocated based on
the specifically defined book income for CATV. Applicable federal and
state income taxes are accounted for in accordance with the deferred method
of comprehensive interperiod tax allocation as set forth in the Accounting
Principles Board (APB) Opinion 11. This process results in the recognition
of income tax cxpensc, or benefit, in the same period that the related
transaction is reported in pretax accounting income even though somc
transactions may aflect the determination of taxes payable in a different

period.

NOTICE
NOT FOR DISCLOSURE OUTSIDE THE BELLSOUTE ENTITIES
JEXCEPT UNDER WRITTEN AGREEMENT
221 12.01-12 FoIKIV 019168
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3.7.2 In computing the tax effects of timing differences, tax on originating

transactions is based on ¢urrent tax rates. The tax effccts of reversing
differences are recorded based on the applicable tax rates reflected in the
accounts a3 of the beginning of the period. Since permanent diffcrences do
not affect other periods, intesiperiod tax allocations arc not utilized to
account for such differcnces.

3.7.3 The income tzx expense sccounts which arc used for CATYV are as follows:

Account 7210 - Investment Tax Credit

Account 7220 - Federal Income Taxes - Current
Account 7230 - State Income Taxes - Current
Account 7250 - Provision [or Deferred Income Taxes

374 Applicable sales taxes, gross reccipt, income tax, etc. billed for CATY
service will be summarized and reported to Separations.

3.3 RILLING COSTS

3.8.1 Billing and collection charges will be calculated using rates charged to
Interexchange Carriers (IXC) for similar services. The contracted charge
per bill will be used for the bill sent to the CATV company, The rate for
billing and colliection for casual customers is $.30 per bill and $.0528 per
message (in this case number of service users). These costs will be
reported to Scparstions as account 6623,

! This clause is in accordance with APB 11, When SFAS 96 is enacted, BellSouth
Comptrollers will issne an Accounting Policy Letter which will provide guidance on
accounting for income taxes,

NOTICE
NOT FOR DISCLOSURE OUTSIDE THE BELLSOUTH ENTITIES
EXCEPT UNDER WRITTEN AGREEMENT
12-01-13
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382 The CATY company will report new, changed, or deleted end user custoincr

record data to the Major Account Center (MAC). The Major Account Center
will process the new or change order (N or D) adding or deleting - the

service user. The service order processing function includes receiving,
editing, and processing the completed service orders. These service order
processing ¢osts arc in sccount 6623, Customer Services. The cost of
providing this s¢rvice will be determined by summing the monthly sarvice
order activity by USOC counts. The average cost for processing a service
order will be used to calculate the cxpense in account 6623 for CATY.

34.00 ACCOUNTING PLAN MONITORING AND CONTROL

4.0.1 These accounting procedures are subject to the ongoing internal auditing
process and to periodic review by extcrnal auditors. Management approval
of time reports and expense vouchers shovid ensure that the basic input of
expenses is complete and zaecurate. The detail reporting of both revenues
and expenses is intended to provide a clear audit trail. .

NOTICE
NOT FOR DISCLOSURE OUTSIDE THE BELLSOUTH ENTITIES
223 EXCEPT UNDER WRITTEN ACREEMENT
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HILLING SUMMARY-DVERHEAD

FLORIDA-HUNTERS CREEK & HEATHROW

MONTH OF JANUARY 1993

CORFORATE OFPER. EXPENSE

Loy}

i o P I BN B MR SR SR N At 4 A SR 5B N W BE

1 EXECUTIVE &711 206.26
2 PLANNING &712 98.29
I ACCOUNTING & FINANCE 6721 815.30
4 EXTERNAL RELATIONS 4722 ' 157.88
5 HUMAN RESOURCES 6&723 641.29
& INFORMATION MBT. L7245 243.18
7 LEGAL &72% 230,50
8 PROCUREMENT &724 209.87
9 OTHER GEN & ADMIN &728.9 293%.46
10 AIRCRAFT &727 0.00

PLANT NON-SPEC. OPER. EXPENSE

A T T W L ki N B

11 REBERVED FOR FUTURE USE 4512.11 0.00
12 NETWORK ADMIN &832.2 0.00
13 TESTING &533.1 0.00
14 PLANT OPER ADMIN 6334 &6606.75
15 ENGINEERING &535 266.06

14 TOTAL OVERMEADS

(LN 1 - 15)

INVESETMENT RELATED. COSTS

AR TR T U TR T TS T ek N T S TR R T P
17 RETURN ON INVESTMENT 7353.63
18 INCOME TAX ON R.0.1. 27894
19 PROPERTY TAX
20 DEPR/AMORT EXPENSE. 7Y, 28
21 CAPITAL STDCK.TAX 0.00
22 PLANT B8PEC OPER EXP 18683.22
23 TOTAL INV COBTS 4955.82

(LN 7 -~ 22)

224
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" l4a Warksbeat tar CATV Sre-Saparations Treatssst , ' 03731193

( REVISED ) NEK RATE
fis Of  JANUARY 1993 EFFET

02

200t-TEL PLANT I¥ SVC 2003,4-TEL PLANT 1N SVC DEPRE  DEPRE

ACCOUNT FRC SALANCE BALANCE EIPENSE  RATE EIPERSE
2121.0 100 230,004.32 000 0.00 0.001750  402.38
2212.0 377C 752,498.99 (2,588.32} 0.060 0.008250 4704.37
22344 62 8500, 447,85 11,994.38) 0.00  0.000000  300.45
2232.1 1576,287C,892C 44,330.49 0.90 0.00  0.000417 205,24
w22 I 1,527,583.03 1,478.09 8.00 0.009083 13075.4¢
2341,9 §98¢ (300.29) 0.00 0,00 0.009647  -2.%0
2342.% 9/950,30/3F28C 1,293,%10.0 4,178.12 0.00  0.0067%0 B733.%4
2021.1 B/AAC 4,420.13 333,02 0.00 0.004583 21,20
2621.2 MD128,FL20 £,31.13 0.06 0.00  0.004300 10.1%
2422.1 S48C, 350 57,716.04 112,022.87) 0.00 0.003833 2214
24222 3/85C,983C,0FSC, 0050 324,897.34 [6,557.9%} 0.00 06.004087 133433
A1 BAC B47,172.6¢ 61,642.97 0.00  0.004917  4189.20
3.2 MIBASC,BFIBO4SC, B804, 474,63 124,195.93 0,00  0,003000 4022.17
2041.1 e &4,76b.38 1,82¢.82 0.00 0,000667  ii1.28
3100.4 431 0.00 0.00 15,182,434 0,00
$116.1 350X 0.00 0.00 §ob45.00 060
~A7Y1.2 §H,67R 0.00 - 0,00 3,584,00 .00
2.2 5,51 0,00 0.00 14,088, 22 ¢.00
o342, 758K, 0D100/R 0.00 0,00 999.91 0.00
$362.9 B/9SN/R,SD/F2EXK 0.00 0,00 26,584.43 ¢.00
#4210 DEM/R 9,00 2.00 8,598.48 $.00
54221 BSH/R DESRM 0,00 0.00 5,889.92 0.00
#22.2 1R 0.00 0.00 37,4216 0.00
§425.1 B/ASRIK,DASH/R,FRSN/ 0.00 0.00 186,426.11 9400
8423.2 34SW/R 0,00 0.00 4,981.04 0.00
$44L.0 X 9.00 0,00 104,99 0.00

TOTAL b,437,057.41 » 170,734,70 316,408.38 38,378.52 v~

PROPERTY TAY (ACCT 7240) ¢,001025  6,h48.40

0
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Ja#., L7 1

oridy Kortgheet fer CATV Pre-Geparatioas Treataent o33N

o’ IANARY 1993 Tatal Curreat Nonth Charges

REATHROW ARD HUNTERS CREEX

2001 NET 2003,2000  NET .
ACCOUNT FRC ENGINEERING PLT. LABOR  ADDITIONS RETIREMENTS ADDITIONS  ABDITIONS  TO 2001 FALANCE EXPEMSE
2121.9 100 0.00 0.00 0.00 9.00 5.00 0.00 0,00 0.00 ¢.00
22120 3N 0,00 0.00 0,00 0,00 0.00 0,00 0.00 0.00 0.00
2231.2 47C 0,00 0.00 0,00 0.00 0.00  0.00 0.00 0.00 0,00,
2232.1 157C,257C, RS 0.00 0.00 8.00 4.00 0.00 9,90 T .00 .00 OM'
2232,2 S7C 0.00 0.00 0.00 0.80 0.00  0.00 0.00 0,00 0.00
2311,0 156C 0.00 .00 0.00 0.00 0.00  0.00 0.00 0.00 0.00
2362,3 758C,3046C 0.00 .00 0.0 0.00 0.00 0,00 0.00 0.00 000
2362,9 B/YNC,00/0F20C 0.00 101,53 134.12 0.00 134,12 0.0 0.00 0,00 0.00
242§.1 9/12C 0.60 0.00 .00 0,00 0,00  0.00 0.00 0.00 . 0.0

24212 3/0120,F12C 0.00 0.00 0.00 0.00 0,00 0.00 0.00 0,00 ©  000%
2022.1 SM3C,3/5C 0.00 0.00 0.00 0,00 Q.00 Q.00 .00 .00 ¢.00
2422,2 1/ESC, 993C,BF3C, B03C 0,00 0.00 0.00 197,3435.22 (187,383.22)  0.00 0.0 0.00 £.00
M5 WGE 341,04 6,210.5% 13,041, 74 0.00 13,859.74 0.00 0.00 ¢.00 0.00
2423.2 §/RAIC,PF/RDAIC, 0.00 0.00 ¢.00 331,484.83 (3!1,484.01] 9,00 0,00 0.00 . 000
2041,1 AL 0.00 0.00 0.00 0.00 6.0 00 .00 0.00 0.00
13100.4 B/481 0.60 0.00 0.00 0,00 .00 .00 0.00 0.00 0.00
6116.4 S4o 0.00 0.00 0,00 0.00 0.00 0,00 .00 0.00 0400
£231.2 678,01 0.00 0.00 0.00 0,00 0.00  0.00 0.0 0.00 0.00
\232.2 T4, 3R 0.00 0,00 .00 0.00 0.00  0.00 0.00 0.00 0.00
wos Tm,anlﬂllﬁ ﬁl“ 0.00 O.W o.“ 0.00 a.“ °lw 0.99 °l“
{ * B/93BN/R,DD/F28K 0.80 n.% 35.28 0.00 .00 0.00 0.00 0.00 I
#hesol BIZNR 0.00 £, 876.85  7.4%0.15 0.00 0.00  0.00 0.00 0,00  7,890.15
$422.1 BSA/R,BFSRIN 0.0 0.00 0.00 0.00 0.00  0.00 0.00 0.00 0,00
#122.2 B5R 0.00 0.00 8.00 4,00 0,00 6.00 0.0% 0.00 0.00
$423.1 B/URIM, DASAR FASU/R 0.00  2,628.66 21,084.52 8.00 0.00  0.00 0.00 0.00 21,085.82
$423.2 BASUIR 0.00 0.00 Q.00 0.00 0.00 0.00 0.00 0.00 0.00
6441,0 A 0.00 0.0 0.00 4.00 0.00 0.00 0.00 0.00 6.00

T0TAL 4104 ° 13,043.1%  £2,B13.Y3 319,050.03  (50%,044.17) Q.00 0.00 .00 28,012.0: '

[ ANDUNT IN ACCOUNT 3100.4 1§ *LOBT OF REMOVAL® ONLY
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—

. As Of  JANUARY 1993

HEATHRON AND MUNTERS CREEL

KOETHLY CARRYING CHARGE RRTES

TgTaL TOTAL W/D DERK

) 2001 2003, 2004

ACCT  FRC QATE ASDUNT RATE AMOUNT
2121 1€ 0.617483 §,016.57 0.0131%¢ Q.00
2212 31 0.0205%3 15,476.22 0.01417% {35.75)
rya il Yo 0.070822 10,476, %7 0.007220 (5442}
2732 157L,251C, 57C 8570 5.021035 13,4724 0.017358 2567
2348 538C 0.00 0.9¢
2362 738C,958C,0938C 0.450190  335,53I.92 $.615242 (364,20
2421 120.3002C $.02229% 4,450,94 0.014585 .0
7427 BF/5C,546C,85C 0.014745 52,401.52 0.012717.  (12.132.%0)
2423 BD,8F 4SC,085C 0,021372  £45.185.8% 2.01M72 $3.337.93
2441 AL, BAC 3.011080 pArA L 0,01081% 19.38

TOTAL 1,892,160.27 51,310.15

\
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