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~-APPROVAL LETTER-

BELLSOUTH HEADQUARTERS COST APPORTIONMENT

Executive Instructions No. 10 is revised in its entirety. It has been divided
into three sections that document BellSouth policy in regards to the FCC Joint
Cost Order. The sections are:

Section 1 - BellSouth Headquarters Cost Apportionment

Section 2 - Corporate Functions Cost Assignment

Section 3 - Project Billing

In addition, detailed procedures to carry out the policy have been removed from
the Executive Instructions and documented in BellSouth Administrative Practices.

The major changes include:
(1) Departmental Overheads are established to allocate costs that
cannot be directly associated with one function but are in support

of all functions.

(2) All Corporate Function Codes are assigned CX as the first tvo
characters of the code.

(3} The annual reviev of the Cost Assignment Forms is changed from the
fourth quarter to the second quarter.

Questions regarding this revision should be referred to Harry Babbit
404-249-2945) or Mary Fitzgerald (404-249-3005).

) \

_l

RECOMMENDED: ‘/W |6

Vice President and troller

APPROVED:

.)/U 3 - Date: 5 -23-9/

Vice Chairman

Filing Instructioms: Remove the following: Insert the attached:
E.I. No. 10, Section 1 Pages 1-17 Pages 1-4

E.I. No. !0, Section 2 NA Pages 1-4

E.I. No. 10, Section 3 NA Pages 1-3

NOTICE WNot for use or discleosute outside the BellSeuth
Corporation exzcept uaderzr writtems agresment
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BELLSOUTH HEADQUARTERS COST APPORTIONMENT
CONTENTS
Page
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1. GENERAL
1.01 This Instruction defines the policies regarding the identification,

collection, allocation and billing of costs incurred by BellSouth Headquarters
to the subsidiaries of BellSouth Corporation specified in Executive Instructions
No. 1, Exhibit B. The purpose of each section in this Instruction is as '
follows:

a. Section 1 - To specify the methodology employed to apportion
BellSouth’s costs in a fully distributed manner, consistent with the
joint costing and affiliated transactions requirements of Parts 32 and
64 of the Federal Communications Commission’s (FCC) rules and
regulations.

b. Section 2 - To define corporate functions costs and describe the
process used to bill these costs.

c. Section 3 - To define projects and the process used to bill project
costs.

1.02 BellSouth Headquarters (BellSouth) incurs costs on its own behalf and
on behalf of its subsidiaries as a result of performing its owvnership
responsibilities. Executive Instructions No. 1 defines the BellSouth
Headquarters entity and details its various functions and duties. Additionally,
BellSouth provides non-affiliated entities limited access to certain internal,
but shared services provided to its affiliates. Costs incurred by BellSouth
result from a variety of activities such as, engaging in corporate oversight
responsibilities, performing general support functions for subsidiaries,
performing incidental contracted vork for non-affiliated entities, or performing
specific services, on a discretionary basis for the subsidiaries. Based on the
nature of the expense, costs incurred at BellSouth will either be retained at
BellSouth or billed to the subsidiaries through the Corporate Functions Cost
Assignment and/or Project Billing Systems.

1.03 The BellSouth Headquarters cost apportionment process has been .
developed to collect, allocate and bill costs which result from BellSouth’s
operations. These procedures vere developed considering generally accepted
accounting principles (GAAP), regulatory accounting practices, amanagement
information needs, and budgeting control requirements. The Corporate Functions
Cost Assignment System vas developed to properly separate, assign and bill to
the subsidiaries those costs associated with the support of their general vork
functions. Likevise, the Project Billing System vas developed to properly

EOTICE Wot for use ot disclosure outside the Belilscuth
Corporation except under vritten agreement
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2.05 In discussing this methodelogy, the Order characterizes the costs of
resources as being either directly assignable or common costs. "Directly
assignable” costs are the costs of those resources that are used exclusively for
a specific activity (e.g. regulated or nonregulated activity in a regulated
carrier). "Common costs"™ are the costs of resources which cannot be directly
assigned to a specific activity.

2.06 The methodology used to assign BellSouth’s common costs to the proper
subsidiary depends on whether the cost can be directly or indirectly attributed
to a specific activity, or is unattributable, as defined below.

a. Costs of resources are directly attributable if direct measures of cost
causation exist. An example of direct attribution is the wvages of time
) reporting employees performing work for two or more subsidiaries. Since
the time reports provide us with the ability to tell how much of the
employee’s time was spent working on each subsidiary, we consider thxs
a direct measure of cost causation.

b, Costs of resources are indirectly attributable if an indirect measure
of cost causation must be used because a direct measure does not exist.
An example of indirect attribution is the apportionment of a non-time
reporting supervisor’s salary to twvo or more subsidiaries based on the
vages of employees supervised. Since the supervisory function does not
lend itself to time reporting, we have no direct means for determining
how its costs should be billed to each subsidiary. Ve can indirectly
determine the amount by using the vages of the people that are
supervised as a basis for allocating the cost of the supervisory
function.

C. Costs of shared assets and resources are unattributable vhen no direct
or indirect measures of cost causation exist. The salary of the Chief
Executive Officer would be an example of an unattributable cost.
Unattributable marketing costs will be allocated to the subsidiaries on
the basis of each subsidiary’s total marketing expenses as a percent of
the total of all subsidiaries’ marketing expenses. The proper
allocation of these costs necessitates that the subsidiaries. idegtify
and report all marketing expenses on a consistent basis, as defined by
the FCC. Unattributable non-marketing costs will be apportioned.based
on appropriate allocators as defined in BellSouth Administrative
Practice 010-002-001.

2.07 In assigning costs to the subsidiaries, the folloving hierarchy must be
adhered to:

a. Vhenever possible, costs should be directly assigned to the subsidiary.
b. Common costs should be allocated as follows:

1.) Common costs are toc be allocated based upon direct attribution,
wvhenever possible.

2.) Vhen direct attribution is not possible, common costs shall be
allocated based upon indirect attribution.

3.) Vhen neither direct nor indirect measures of cost causation can be

HEOTICE WMot for use or disclosure cutside the BallSouth
Corporation except under vritten agresment
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CORPORATE SERVICES COST ASSIGNMENT
CONTENTS
Page
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1. DEFINITIONS
1.01 Corporate services are defined as those responsibilities specifically

identified in the Cost Allocation Agreements betveen BellSouth Headquarters and
the subsidiaries. Included are both "natural” holding company functions
(oversight) and those designated as such by policy or Corporate management.
Corporate services not specifically identified in the Cost Allocation Agreement
must be accounted for as project services (see Paragraph 4) until the Cost
Allocation Agreement is amended to include the function.

1.02 Other definitions which will be helpful in understanding the Corporate
Services Cost Assignment System are:

a. Corporate Services Manager: The district employee responsible for
timely and accurate completion of the Cost Assignment Forms (Exhibit A)
within his/her respective district. Specific responsibilities.of. the
Corporate Services Manager are to:

l.) prepare, obtain approval of and submit Cost Assignment Forms on a
timely basis, :

-

2.) monitor the work activities of the employees within the.kroﬁn_to
ensure the accuracy of allecation methodologies, and

3.) ensure time and expense reporting activities, e.g., use of
Corporate Function Codes (CX), are folloved to ensure the proper
assignment of costs.

b. Corporate Services Administrator: The BSHQ Corporate Accounting.
district’s employee responsible for administration of the Corporate
Functions Cost Assignment System. This employee will:

1.) ensure that the Corporate Services Cost Assignment System is
properly configured based on the detailed methodeology information
prepared by the Corporate Accounting Standards District, and

2.) assign Corporate Function Codes (CX), after approval by the
Corporate Accounting Standards District.

FOTICE Not for use or disclosure outside the BellSouth
Corporation except under written agresment
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accomplished by assigning a Corporate Function Code (CX) to the non-homogeneous
function and instructing the appropriate employees to use this code in
conjunction with their responsibility code when reporting their time and
expenses. This CX code may be used to permanently assign a fixed percentage of
an employee’s time to the function (via a payroll change report) or it may be
used on an exception basis. For employee and sundry expenses, the code should
be reported in the "PROJECT" column in the Classification Detail section of the
voucher. If the entity is above the district level, a unique "administrative"
responsibility code will be assigned to facilitate allocation.

3.03 The information reported on the Cost Assignment Form vill be used as
the basis for establishing the corporate functions allocation methodology
associated vith each administrative entity on the Corporate Services Cost
Assignment System. A separate form is required for each unique responsibility

code.

3.04 Annually, at a minimum, BellSouth Comptrollers will request a review of
the cost allocation methodology by the departments and a reviev of the
percentage of the department’s time allocated to administrative time. At this
time, nev Cost Assignment Forms must be approved and submitted to the Corporate
Accounting Standards District. This will generally be done during the second
quarter of the year. In addition, vhenever a nev responsibility code is
established, a Cost Assignment Form vill be required so that the proper
allocation methodology can be established within the Corporate Services Cost
Assignment System. See BAP 010-002-001 for details. If at any time during the
year, a significant change occurs vithin an administrative unit that affects the
subsidiary allocation methodology being used, immediate submission of an updated
Cost Assignment Form will be required.

3.05 Corporate service costs are billed to the subsidiaries one month in
arrears. The necessary detail of services provided will be reflected on the
subsidiary bill to allow the proper classification and journalization of these
costs by the subsidiary in accordance with Part 32 and in order to facilitate
the assignment of costs under Part 64.

BOTICE Not for use or disclosure cutside the BellSouth
Corporation except undes written asgreement
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PROJECT BILLING -
CONTENTS
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1. PROJECT BILLING

1.01

Projects are services vhich are performed by the BellSouth departments -

either at the direction of a subsidiary, the direction of BellSouth Corporate
Management or in conjunction with a service provided to a non-affiliate; and,
due to the nature of the task, require special cost identification and billing
considerations. Generally, projects are associated with services that are not
identified in the Cost Allocation Agreement. Depending on the manner in which a
project originates, it will be classified as:

a.

Subsidiary Funded (PS): Services performed by BellSouth at the request
of subsidiary management which produce specific benefits for the
subsidiary requesting the service.

BellSouth Funded Projects (PB): Services performed by BellSouth vhere
assignment of costs to an affiliated entity vould not be appropriate.

A BellSouth Funded Project, as an example, would be used to identify
research and pre-incorporated operational expenses of a nev venture.
BellSouth Funded Projects which ultimately produce benefits for one or
more subsidiaries may be reclassified to the benefiting entity through
the Corporate Functions Cost Assignment System by assigning a Corporate
Function Code to these costs. :

Cost Identification (PC): Projects designed to perform a specific cost
identification purpose. Cost Identification projects are not true
billing projects as defined in Paragraph 1.01, but are actually
Company costs for vhich detailed tracking is desired e.g., Employee
Security Partnership costs that are not project billed but need to be
identified. Assigning a project number to these costs is simply a
means of facilitating the tracking process. For cost assignment
purposes, these costs are allocated to the subsidiaries based on the
corporate function cest assignment methodology.

Non-Affiliated Billing (PN): Costs which result from the contracting
by BellSouth vith non-affiliated parties to perform specific services
on behalf of the non-affliate for wvhich full reimbursement is to be
obtained. A contract must alvays be present betveen BellSouth and the
benefiting party for a PN Project to be established. The provisions of
Executive Instructions No. 2 must be adhered to prior to the
establishment of this project.

NOTICE Bot for use or disclosure outside the BellSouth
Corporation except undar wvwritten agraeasnt
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1.03 Each department is responsible for establishing projects, selecting
Project Managers, and negotiating, vhen necessary, with both affiliated and
non~affiliated entities for all projects planned.

1.04 Costs accumulated under a new venture’'s BellSouth Funded project number
must be approved by the CPC before billing to the subsidiary can take place.

1.05 Project billing is the only means of collecting cost for billing to
BellSouth entities not parties to the Cost Allocation Agreement and non-

affiliated entities.

1.06 All projects require either approval papers or a Memo Authorization
Form. Procedures and forms for establishing a project are found in BellSouth
Administrative Procedures (BAP) 010-003-001.

Not for use or disclosure outside the Pelllouth

NOTICE
Corperation except under wtitten agreement
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Vice President and Comptroller-Southern Bell and South Central Bell
Assistant Vice President and Comptroller-BellSouth Enterprises
Comptroller-BellSouth Services

BSC, SB, SCB, BSE, BSS
Vice President and Comptroller - BellSouth Corporation

Transmits Accounting Policy Letter 610-C3 vhich provides
the policy and methodologies for allocation of BellSouth Corporation
Headquarters and BellSouth D.C. costs to subsidiaries.

¢ * ]

Attached is Accounting Policy Letter 610-03 vhich provides the
BellSouth Headquarters policy and methodologies for cost
allocations and presents the BellSouth Corporation - Corporate
Functions Cost Allocations Policy Guide. The Guide is a
formal, centralized, and ongoing source of information and
authority to promote the compliance of BSC and D.C. with the
PCC rules which govern affiliated company transactions with
regulated companies. '

The two volume Guide will be provided to those vho work with
the material as well as others who may request it. It will be
issued on a numbered basis to permit periodic updating.

Questions by your staff regarding this APL should be directed
to Ken Mory (404) 249-3026 or Don Akridge (404) 249-3005.
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——

Patrick H. Casey
Vice President and Comptroller
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Yokley, Vice President and Treasurer

Shewbridge, I1I, Assistant Vice President-Taxes
Jarvis, Assistant Vice President-Chief Corporate Auditor
Valton, Director-Operations

Cassity, Director-Financial Management

Bostinsky, Assistant Comptroller

Grayson, Assistant Comptroller

Camp, Corporate Manager-Methods and Hechanizatlon
Wolf, Corporate Manager-Taxes

Coletti, Corporate Manager-Taxes

Proehl, Corporate Manager-Taxes

Rhedus, Corporate Manager-Taxes

Thomas, Operations Manager

Glover, Operations Manager

Zoeller, Operations Manager

Mory, Operations Manager

Griffin, Operations Manager

Gardner, Operations Manager

. Grace, Accounting Witness

Gasiorek, Assistant Treasurer-Corporate Finance
Monk, General Security Manager

. Johnson, Operations Manager

Strawn, Operations Manager
Bishop, Operations Manager

Bush, Operations Manager

Reese, Director-Corporate Taxes
Copping, Director-Corporate Taxes
Brasfield, Director-Corporate Taxes
Hunt, Corporate Manager-Taxes
Robinson, Corporate Manager-Taxes
Harvey, Corporate Manager-Taxes
Flanagan, Corporate Manager-Taxes
Creel, Corporate Manager-Taxes

. Cook, Corporate Manager-Taxes

Marshall, Director-Consolidated Financial Management
Shepherd, Corporate Manager-Taxes

Spainhour, Operations Manager-Financial Management
Tolbert, Operations Manager-Financial Management
Bagley, Operations Manager-Risk Management

Barfield, General Attorney

. Sutherland, General Attorney

Simpson, Treasurer
Kirkemier, Director-Investor Relations

BellSouth Services

E. V. Parish, Assistant Vice President-Separations
C. L. Williams, Assistarit Vice President-Financial Systems

E. B. Ivey, Assistant V1ce President-Information System Services Operations




. Black, Assistant Vice President-Financial Systems

. Skinner, Assistant Vice President-Information System Services
. Williams, Assistant Vice President-Information System Services
. Williamson, Assistant Vice President-Information System Services
Allen, AVP-Information System Services-Corporate

Beech, Operations Manager-Corporate Accounting

Smith, Operations Manager-Regional Accounting Matters
Ferguson, Operations Manager-Accounting Services

Holladay, Segment Manager-Accounting Classifications

Gowvins, Segment Manager-USOAR

. Dennis, Segment Manager-Accounting Support and Research

. Bray, Operations Manager-Financial Systems

. Garrick, Operations Manager-Financial Systems

. Chase, Operations Manager-Financial Systems

. Farris, Segment Manager-Financial Systems

. Mayhew, Operations Manager-Financial Systems

. Seaton, Operations Manager-Financial Systems

. Skinner, Segment Manager-Regulatory

. Mitchell, Operations Manager

. Klein, Segment Manager
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South Central Bell

R. L. Harder, Assistant Vice President, Operations, Plans and Performance
C. J. Lathram, Assistant Comptroller

G. L. Cochran, Chief Accountant

R. J. Hovell, Operations Manager-Corporate Matters

D. B. Parker, Operations Manager-Corporate Matters

0. H. Villis, Operations Manager-Regulatory Matters
R. L. Campbell, Operations Manager-Taxes

S. G. Patterson, Operations Manager-Regulatory

T. S§. Sims, Operations Manager-Taxes

L. P. Tatom, General Internal Auditor

W. A. Millard, Operations Manager-Internal Auditing
V. P. Hannigan, Operations Manager-Internal Auditing
C. H. Miller, Operations Manager-Comptrollers Results

Southern Bell

Butler, Assistant Comptroller

King, Operations Manager-Corporate Matters

Reid, Operations Manager-Regulatory Matters

. Paisant, Segment Manager-Regulatory Matters

Fletcher, Segment Manager and Comptrollers Contract Admin.
E. B. Killingsvorth, Segment Manager-Regulatory Matters

M. R. Sullivan, Segment Manager-Regulatory Matters

M. N. Rokoska, Operations Manager-Comptrollers

‘B. Easterling, General Internal Auditor
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BellSouth Enterprises

S. Parsons, Operations Manager-Corporate Accounting
V. McArthur, Treasurer

. K. Schultz, Operations Manager

D. Smiley, Operations Manager-Finance Accounting M&P
E. Shults, Operations Manager-Financial Management
Del Bagno, Operations Manager

M. Fox, Operations Manager

. E. Starks, Operations Manager

E. Mansell, Director-Regulatory Affairs
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BellSouth D. C.

M. P. Talbot, Director-Federal Regulatory

Coopers & Lybrand

Robert King
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1. INTRODUCTION

On February 6, 1987, the Federal Communications Commission (FCC) released the
Report and Order on Joint and Common Costs (JCO), CC Docket No. 86-111,
previously referred to as Part X. 1In general, the JC0, as amended vith the
Order on Reconsideration released October 16, 1987, prescribes cost allocation
standards that a regulated carrier must use to separate costs betveen regulated
and nonregulated activities when its resources are jointly used to provide
nonregulated products or services. The JCO also prescribes certain affiliated
transaction requirements for the regulated carrier in dealing with its
nonregulated affiliates. As such, the requirements of the JCO apply to Southern
Bell (SB)}, South Central Bell (S5CB), BellSouth Services and other SB and SCB
subsidiaries, BellSouth Corporation Headquarters (BSC}, other BSC subsidiaries
{(i.e., Capital Funding and BellSouth D.C.), BellSouth Enterprises (BSE), and BSE
subsidiaries involved in asset transfers or receiving products and services from
or providing products and services to SB or SCB.

In September 1988, the JCO requirements for BSC Headquarters and D.C. vere
retroactively implemented effective with January 1, 1988 business. The costs of .
these two organizations are assigned to other BellSouth companies, or retained,
based on the principles of cost causation consistent with the allocatien
hierarchy set forth in Section 64.901 and with the transfer pricing principles
set forth in Section 32.27 of the Commission’s Rules and Regulations. The
policies and methodologies for allocating these costs are contained in the
BellSouth Corporation - Corporate Functions Cost Allecations Policy Guide

("Guide").
2. PURPQSE

This Guide is prepared and maintained by the Regulated Accounting Policy and
Research district of BSC-Comptrollers for compliance and administrative
purposes. It is a formal, centralized, and ongoing source of information and
authority to promote the compliance of BSC and D.C. vith the rules vhich govern
transactions vith affiliated companies. The Guide contains relevant policy
statements, affiliated compeny contracts for discretionary and nondiscretionary
costs, cost allocation principles and methodologies used for the assignment of
nondiscretionary corporate functions costs to the subsidiaries, and the detailed
methods and procedures used by BSC - Accounting Services to convert the
methodologies derived in this Guide to allocated and billed costs. It provides
a permanent record of principles and allocation methodologies effective

January 1, 1988. 1Its primary beneficiaries are those wvho administer the

Notice
. Mot for use or disclosure outside the
BellScuth Cotporation except under vritten agreement.
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affiliated transactions rules for BSC and D.C., the subsidiaries for
understanding the basis for billings received from BSC, the Affiliated Vitness,
and the various audit groups in performing their compliance reviews. The Guide
will be issued on a numbered basis to permit periodic updating. It will be
provided to those who work with the material as well as to others vho may

request it.

3. SCOPE

This Guide governs only those transactions of BSC and D.C. with affiliated
companies. Because the transfer of assets between BSC/D.C. and the other
affiliates is minimal, its primary emphasis is in the billing of corporate
functions and services to affiliates, and, accordingly, is primarily oriented
tovard Section 64.901. (See BellSouth Accounting Policy Letter No. 610-01:
Joint Cost Allocations, for guidance on the joint costing requirements.) The
pricing of these services and the Section 32.27 guidelines for establishing
transfer prices on assets are also contained herein.

4. REVISIONRS

This Guide will be continuvously and promptly updated so that it reflects all
changes resulting from revised regulations, revised BSC Policy,-and revisions to
methodologies resulting from changes in cost causation. In accordance with
Executive Instructions No. 10, cost allocations for BSC and D.C. will be
formally revieved and revised as necessary at least annually. On a monthly
basis, known changes will be made effective as they occur, incorporated into the
Monthly Control Sheets, and Allocation Methodology Forms will be obtained to
substantiate the changes. BSC-Accounting Services will implement these changes
in accordance vith the Monthly Control Sheets. The Regulated Accounting Policy
and Research district of BSC-Comptrollers will maintain the Guide and administer
its distribution.

3. POLICY STATEMENTS

To provide a comprehensive Policy framevork for complying with the JCO, various
BSC policy documents are included in this Guide for technical reference and
historical perspective. These policies reflect the affiliated transaction rules
vhich are the basis for assigning BSC and D.C. costs to subsidiaries. The
policy documents included herein are:

Rotice
Bot for use or disclosure outside the
16 PellSouth Corporation except unde: wWritten agcresment.
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® Accounting Policy Letter No. 610-01: Joint Cost Allocations

® Accounting Policy Letter No. 610-02: Comptrollers’ Responsibilities
for Matters Pertaining to the Joint and Common Cost Order

® Accounting Policy Letter No. 620-01: Affiliated Transactions with
Regulated Entities

® Accounting Policy Letter No. 660-01: Accounting for Overhead Costs

® Fxecutive Instructions No. 10, Section 1: BellSouth Headquarters Cost
Apportionment

° BellSouth Accounting and Financial Instructions, Part 5, Section 17:
Corporate Functions Billing

6. BILLINGS TO SUBSIDIARIES

BSC-Accounting Services will incorporate the methodologies derived in this Guide
into the cost allocation system and provide detailed monthly billings to the
subsidiaries for corporate functions costs. The detailed methods and procedures
for allocating these costs in accordance with the Guide are developed and
maintained by BellSouth Enterprises-Methods and Procedures. This document:
BellSouth Accounting and Financial Instructions, Part 5, Section 17: Corporate
Functions Billing, is included in Section G of this Guide.

7. GENERAL ALLOCATOR

The General Allocator as specified by the FCC is the nethodolégy used by BSC and
D.C. for the allocation of its unattributable costs as developed in accordance
vith the principles set forth in Section 64.901.

Vhereas the General Allocator for Southern Bell and South Central Bell allocates
their costs to regulated and nonregulated cost objectives, BSC-HQ costs are
generally not distinguishable to products and services but are distinguishable
to regulated and nonregulated BellSouth companies. For allocating
unattributable costs, BellSouth Corporation and its subsidiaries are

Wotice
17 Mot for use o¢ disclesure outside the
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theoretically one entity. Therefore, the subsidiaries’ operating expenses, less
costs of goods sold and BSC upattributable costs, represent the direct costs of
BSC for General Allocator purposes. For example, the costs of the President of
Southern Bell are unattributable for Southern Bell but are direct regulated

company costs for BSC.

Accordingly, this conceptually sound approach appropriately allocates BSC
unattributable costs to the subsidiaries in accordance with FCC requirements.
These BSC unattributable costs received by the regulated companies then get
recorded in their cost pools and allocated to regulated and unregulated cost

cbjectives.

An example of the conceptual calculation of the General Allocator follows:

SB_ SCB BSE
Operating Expenses (Income Statement) SAXX SXXX SXXX
Less: Cost of Goods Sold+ -X -X -X
Less: BSC Unattributable Costs*+* -X -X -X
Adjusted Operating Expenses** : § A S B § C
Allocation factors:
A
SB A+B+C = , XXXX
B
SCB A+B+C = XXX
C
BSE A+B+C = JXXXX

1.0000

———
———

® Non-operating interest if any, vould also need to be deducted.
*% BSC unattributable costs wust be deducted to convert to direct costs.

%%+ (Operating expenses are computed using rolling quarterly data collected
during the three month period ending twvo months prior to the current
allocation month. See the folloving example on page 7:

Rotice
18 Not for use or disclosure outside the
BellSouth Corporation except uUndex written agreement.
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_ Month
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A

l
{October business

(Relling quarter) is current

allocation
month)

(Two prior months)

8. MARKETING GENERAL ALLOCATOR

Headquarters marketing costs, which are not directly assignable, will be
allocated to the subsidiaries on the basis of each subsidiaries’ total marketing
costs as a percent of the total of all subsidiaries marketing costs. The proper
allocation of these costs necessitates that the subsidiaries identify and report
all marketing costs on a consistent basis and as defined by the FCC.

The FCC has defined marketing costs as certain costs incurred in support of the
marketing of products and services. Specifically, these costs are functionally
identified as follows:

A. Product Management - Costs incurred in performing administrative
activities related to marketing products and services. This includes,
but is not limited to, competitive analysis, product and service
identification and specification, test marketing.planning, demand
forecasting, product life cycle analysis, pricing analysis, and
jdentification and establishment of distribution channels.

B. Sales - Costs incurred in selling products and services. This includes,
but is not limited to, determination of individual customer needs,
development and presentation of the customer proposals, sales order
presentation and handling, and preparation of sales records.

C. Customer Services - Costs incurred in establishing nev accounts and
adding nev services to existing accounts. This also includes costs of
instructing customers in the use of products and services to the extent
that such service constitutes an inducement to purchase or is offered as
part of a pre-purchase demonstration.

Notice
19 Mot for use or disclosure ocutside the
BellSouth Corporation except uUnder written agreement.
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D. Product Advertising - Costs incurred in developing and implementing
promotional strategies to stimulate the purchase of products and

services.

E. Non-Product, Image Advertising - Costs incurred to foster public
avareness of the firm’s name, reputation, or activities.

F. Public Relations - Costs incurred to foster public awareness of the
firm’s name, reputation, or activities.

Additionally, the FCC has further identified these costs by expense category
wvithin these functional groupings as follows:

A. Salaries and vages - Includes compensation to employees, such as wages,
salaries, commissions, bonuses, incentive awards, and termination

payments.

B. Benefits - Includes payroll related benefits of employees, such as:

- Pensions

- Savings plan contributions (company portion)

- Vorker’s compensation required by law

- Life, hospital, medical, dental, and vision plan 1nsurance
Social security, and other payrell taxes.

C. Other - Other marketing costs not included in the above categories.
These include material and supplies, provisioning, contracted services,
accident and damage payments, insurance premiums, traveling expenses,
incidental rents (less than 30 days), and other miscellaneous costs.

Stated simply, all marketing related costs as defined by the FCC, must be
identified and reported to BellSouth Corporation for the proper allocation of
Headquarters marketing costs to its subsidiaries.

Southern and South Central Comptrollers should ensure that their marketing costs
are classified at all times in accordance with the FCC requirements and the most
recent version of the BellSouth Corporation Accounts and Subsidiary Record
Categories for Operating Telephone Companies. (NOTE: This document is
maintained by BellSouth Services - Accounting Classifications and is the basis
from which Classification Letter 10-03 is developed.) Any existing or future
deviations from these requirements should be promptly reported to BellSouth
Services Comptrollers - Classifications.

Botice
Mot for use or disclosure outaide the
BellSouth Corporation except un.dct vritten agreement.
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For BellSouth Enterprises, similar requirements for reporting marketing costs
apply. In those companies where cost classification does not fully identify the
marketing related costs, a reasonable estimate must be provided and
classifications established to accurately identify and report marketing costs.

9. TIME REPORTING

BSC utilizes the exception time reporting process when employees work on tasks
not chargeable to their normal functions. This ensures that salary and wvage
costs incurred for a specific activity that is not included in the individual’s
corporate functions allocation basis gets properly assigned based on cost
causation. Exception Time Reports must be provided to BSC-Payroll by noon of
the first work day of each month for the pricr month’'s business in order to be
properly matched with the cost allocation methodologies in effect for that
period. Time records must be maintained for one year following the end of the
year for vhich the time was reported.

Detailed time reporting instructions are contained in BellSouth Administrative
Procedures No. 003-006-001 and in BellSouth Executive Instructions Ne. 3,
Section 6. These documents are incorporated into this Guide by reference only.

10. VALUATION OF SERVICES

The costs billed to the subsidiaries by BSC are fully distributed costs. This
is in accordance with Section 32.27(d) vhich states in part: "Vhen a carrier
provides substantially all of a service to or receives substantially all of a
service from an affiliate which are not also provided to unaffiliated persons or
entities, the services shall be recorded at cost vhich shall be determined in a
manner that complies with the standards and procedures for the apportionment of
joint and common costs betveen the regulated and nonregulated operations of the
carrier entity."

These rules are incorporated into Accounting Policy Letter No. 620-0i, Section 8
vhich is included in Section C of this Guide.

Rotice )
Mot for use or disclosure outside the
BellSouth Corporation except under vwritten agrsement,
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11. VALUATION OF ASSETS TRANSFERRED

Sections 32.27 (b) and (c) provide specific guidelines for valuing asset related
transactions with affiliates. These guidelines are different depending on
vhether the transfer is into or out of regulation.

These rules are incorporated into Accounting Policy Letrer No. 620-01, Section 5
which is included in Section C of this Guide.

12. QVERBEADS

At SB and SCR, their costs, whether classified as overhead or as attributable,
are all in support of that entity. Accordingly, the net assignment of those
costs among their products and services should be the same, whether classified
as attributable or overhead. BSC activities are in support of the subsidiaries
as vell as BSC. Therefore, it is essential that BSC’s costs be classified as
attributable whenever possible. Only those costs that have no reasonable
linkage to cost causation within BSC, e.g., depreciation, should be classified
as overhead. At BSC, if atrributable costs vere misclassified as overhead, the
allocation of these costs would become skeved toward the higher salary and wage
units and subsequently get allocated to the subsidiaries using the methodology
of the group receiving the excess overhead rather than the methodology of the
group incurring the cost.

The overheads at BSC will consist of: Depreciation, Qccupancy Expense, Property
Taxes, Corporate Support, Employee Concessions - Retirees, Group Insurance -
Retirees, Pension and Death, Accident and Sickness, Savings Plan, Disability,
Medicare, Other Benefits, Compensated Absences, and Other Local Taxes. Though
some of these items are not traditional overheads, they are causally linked to
salaries and wvages vhich is the basis for assigning overheads. 1In these cases,
e.g., compensated absences, it is more cost effective to treat them as an
overhead. The end result is the same as it would be if the item were
attributed.

There should be no items included in BSC overhead except for those which are not
reasonably attributable,.e.g., depreciation, or vhich have no causal linkage to
BSC salaries and vages.

For additional information on overheads, refer to Accounting Policy Letter No.
660-01 vhich is included in Section C of this Guide.

Sotice
22 Mot far use or disclosure outside the
Bellsouth Corporation except undet writtenm agreement.
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13. RETAINED COSTS

All costs will flov through the Cost Allocation System or the Project Billing
System and be billed or retained as appropriate. There vill be no unallocated
accounts representing retained costs for BSC and D.C. Any BSC retained costs
will be controlled through the Project Billing System by the Operations Manager
- Accounting Services to ensure that those costs are properly approved and
monitored in accordance with Executive Instructions No. 10.

Wotice
23 Mot for use or disclosure cutside the
- BellSouth Corporation except uad:r written agreement.
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INTERVIEW OF

GARY GRACE AND MIKE HOSTINSKY

INTERVIEW OF GARY GRACE AND MIKE
HOSTINSKY, Southern Bell Telephone,
Atlanta, Georgia, taken on the 5S5th day of
November, 1991.

APPEARANCES:
Louisiana Public Service Commission:

STONE, PIGMAN, WALTEER, WITTMANN
& HUTCHINSON

Attorneys at Law

BRY: PAUL ZIMMERING, ESQ.
LAURIE HALPERN, ESQ.

546 Carondelet Street

New Orleans, Louisiana 70130

KENNEDY & ASSOCIATES

BY: STEPHEN BARON
LANE KOLLEN

35 Glenlake Parkway, N

Atlanta, Georgia 3034

E.

Telephone‘Companies:

South Central Bell

BY: HERSCHEL ABBOTT, ESQ.
365 Canal Street

New Orleans, Louisiana 70130

JIM LLEWELLYN, ESQ.
Atlanta, Georgia

DAVID BARRON
FERRELL SKINNER
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MR. GRACE:

My name is Gary Grace. I
am in BellSouth headguarters
controllers. I am the BellSouth
affiliated interest and transactions
manager, and my responsibilities include
looking at both BellSouth headguarters
affiliate transactions, primarily with
the telephone companies, to a certain
extent also with nonregulated
subsidiaries, and providing support, both
regulatory and executive support to the
telephone companies and their need for
information concerning affiliate
transactions,

MR. HOSTINSKY:

I am Mike Hostinsky. I am
the assistant controller at Bell South
Corporation.

My responsibilities include
managing, directing the controllers'
function at the corporation, and my
primary responsibilities are financial
reporting, accounting policy and the
efforts BellSouth undertakes to interact

MARY ﬁIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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4
in the external accounting environment
with the SEC, the FASBE and other
standard FASBE bodies.

MR. KOLLEN:
When you say BellSouth
headquarters, BellSouth Corp.
MR. GRACE:
Yes.
BY MR. KOLLEN:

Q. One of the charts that we have
been provided in response to data request
is the cost allocation manual for
BellSouth; and included in there is the
BellSouth Corporate structuring. You are

probably somewhat familiar with that

chart.

I will just hand you a copy.
That has some notes of mine on it. It's
dated September 30, 1991, Is that still

current?
MR. GRACE:

If this is September
30th. This one looks like 1t may be,
6/30.

MR. ZIMMERING:

MARY VIRGINIA HUGHES, CSR
(50{) 522-15158 §25-4371
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I think it's 9/30.

MR. HOSTINSKY:

We do quarterly updates 1in
the CAM. And there may be some changes
that have taken place since 9/30.

I notice you have got the Chile
Cellular deal, which has closed. There
has been some domestic cellular deals
that have closed, Graphic Scanning and
some McCall properties in Wisconsin on
the cellular side.

It's probably not perfect, but
it's the latest issue in the CAM. We
will be updating that at the end of the
year in the normal gquarterly file.

BY MR. KOLLEN:

Q. Who is it that makes the call
as to how the company already structured,
in terms of equity and in terms of where
it's placed within the organization, for
example if it's under BellSouth
Enterprises, or whether it's under South
Central Bell. Who makes those calls,
those decisions.

MR. HOSTINSKY:

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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6
I can give you an overall
picture. Those kinds of things are
really a joint process between
subsidiaries and the parent corporation.

There are lots of factors that
go into it, and I don't know all of them,
but certainly the business plan, thé
external operating environment, just the
whole state of financial conditions, and
those decisions are basically handled up
through a subsidiary.

They come up to corporate, and
I can tell you, you know, how we get
involved. And basically, what happens is
once the decision is made for debt and
equity, then the equity flows down from
the corporation, either to the regulated
side or the unregulated side, based on
the results of the joint process.

If it is debt, then if it is on
the regulated side, they finance their
own debt and do their own debt deals.

But if it is on the uhregulated
side, we have a subsidiary called
BellSouth Cap Funding, and they issue

MARY VIRGINIA HUGHES, CSR
{504) 522-1515 525-4371
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unregulated debt.

What they do in issuing it, all
their debt instruments have covenants
that protect the regulated side so that
the unregulated debt holders do not have
any.access to regulated assets,

So there 18 a very clear
distinction in how we finance on the debt
side. 7

The equity side, BellSouth is
the only equity issuer.

Q. Let's talk - -

MR. ZIMMERING:

I want to just back up.

MR. KOLLEN:

I was going to back up,
too. I asked a very, very brocad
guestion. I wanted to refocus it towards
the corporéte structure, Is that
consistent - -

MR. ZIMMERING:

‘ You skipped the biggest
step. Once the debt and equity is
decided on, how is the decision made what
the capitalization of South Central Bell

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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is going to be, any of these
subsidiaries.

MR. HOSTINSKY:

Within subsidiaries, there
is someone responsible from the treasury
standpoint. And that person, within a
subsidiary, from treasury, is responsible
for that sort of decision and initiating
the process as to how that entity is 7
financed.

So what happens is it's
generated internallyl down at the
subsidiary, and it bubbles up through the
finance structure.

If you have seen organizational
charts, you note that in the finance
area, not only controllers but intraLATA
team, tax, let's see, what else have we
got? Treasury - - we ltave got four and
I can't recall the big four.

But intraauditing, tax,
controller, treasury, I guess are the
main four and legal I guess was somewhat,
too, have reporting functioms in addition
to their - - the decigsion starts down at

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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9
subsidiary and bubbles up through the
functional organization, within the
treasury organization and they, like I
say, they looked at a combination of
things.

I am not all that familiar with
everything, but I know certainly the
external debt and equity markets, the
relative costs, the business plans of the
operation, all those kind of things.

MR. ZIMMERING:

ﬁefore - - well -- I
will give this back to Lane in a second.

You are not that familiar with
how the determination is made as to who
at South Central Bell and Bell South
Corporation makes the ultimate decision
to what the capital structure of that
entity is going to be. Who is? Who 1is
the person we need to talk to.

MR. HOSTINSKY:

You need to talk to
treasury people, if that's the case.

MR. ZIMMERING:

Who at BellSouth.

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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MR. HOSTINSKY:

Arlen Yockely is the
treasurer of BellSouth. I am not that
familiar exactly with his orgamization.

Jim Simpson is the treasurer of
BST. So, you know, you would have to
find out who on their staffs. We get
involved, once those decisions are made,
we get involved in the transaction flow,
obviously.
BY MR. KOLLEN:

Q. I would like to start, now that
we have kind of an overview which I think
is very good, and my question was very
broad to start out with, with respect to
the organization of entities within the
BellSouth Corp. umbrella, now, the
placement of the entities, the location,
I think that's maybe the best way to
describe it, who is making the
determination of where, for example,
Dataserv Inc. is going to be located.

Is it going to be located in
BellSouth Enterprises, or will it be
located under BellSouth

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 $25-4371
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11
Telecommunications.

Who is making that
determination as to the placement of a
business under the BellSouth Corp.
umbrella?

MR. HOSTINSKY:

It would be whoever is
doing the business plaﬁning.

I don't know exacﬁly who that
would be. I would think that as these
decisions are made, what you have is you
have some sort of business planning
arrangement, you know, feeding off the
etrategic plan as to whether it's the
appropriate thing to do or not.

You know, they .- certainly
do things different ways.

I know frequently, they use
task forces. I know Mr. Gunner is asked
to handle the task force to look at BST.

MR. KOLLEN:

So, for example, i1f you
acquire a company, it's not -- you
don't know who at Bell South Corporation
is determining where that company will be

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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12
placed, will it be placed in one of the
regulated operations or one of the nonreg
operations; whether, for example, it will
be placed in the Mobile Systems group or
whether it will be in the marketing and
international development group.

MR. HOSTINSK?:

Some are logical. But
there is not necessarily a person at Bell
South Corporation that is making those
decisions.

I think they evolve through the
acquisition process as part of the
acquisition planning. They look at
various models and - - the basic thing

they look at is the business and the

'nature of the business and what makes

sense to put things where.

I mean it's basically, the
business operations that drives the,
where you determine where to pﬁt a
subsidiary.

But, you know, I don't know
that there is necegsarily a person that
sits in a room and makes a call, we have

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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13
got this one that needs to go here, needs
toc go there.

On the acquisitions, it's
certainly done in the planning process
for the acquisition and the modeling and
the acguisition team.

Q. Where would that process be
done, as far as the acquisition team is
concerned, and when an acquisition is
evaluated, and you said before that a
task force would be assembled to evaluate
it, perhaps, and, lek'a say that there
was some planning involved with that, and
there will be some determination at a
point, 3if I understand you correctly,
where it should be most appropriately
placed within the Bell South
organization.

At what levels is planning
done? I am a little bit unclear.

MR. HOSTINSKY:

The overall planning,
there is an acguisition team that's in
place in Enterprises, and they pasically
handle the corporate development function

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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fgr the corporation.
Q. There is an acquisition team at
BellSouth Enterprises?
MR. HOQTINSKY:
Right.

MR. GRACE:

Let me make a statement
here.

If you look at the chart in
front of you there, what you will notice
is that the companies are grouped in what
we think is a pretty logical fashion.

Up in the upper right-hand
corner, Southern Bell, South Central
Bell, BellSouth Services and those are
principally the companies that handle the

regulated part of the business, the local

telephone service, the access to the long-

distance network, those types of

activitiesn.
The bottom portion of that
chart contains the companies that are

engaged in, primarily, competitive,

nonregulated types of businesses.

Cellular is in there, paging is in there,

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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various activities of a competitive

nature now, I can only think of one

instance where we have acquired a company

that has been incorporated into the
regulated side of the business, and that
was the purchase of the Hughes Telephone
System in Mississippi,‘and it was
subsequently incorporated into South
Central Bell.

All of our acgquisitions and
most of our start-ups have been in the
competitive area, and, therefore, they
have been naturally put in the group of
companies that deal with those types of
businesses and in that environment.

So just the nature of the
businegs pretty well dictates where the
structural location of it turns out to
be.

BY MR. KOLLEN:

Q. For example, in BellSouth
Business Systems, there are some
unregulated companies within that
corporation, and - -

MR. GRACE:

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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That is correct.
BY MR. KOLLEN:
) Q. On that basis, you expect those
nonregulated businesses to be down in

(Brief interruption.)

BY MR. KOLLEN: ) 3

Q. When we took the break, we
talked to Guy Cochran, and he was'abie to
help us determine a little bit more
clearly where decisions were made and how
they were made with respect to the
placement of acqguisitions by BellSouth
Corp.

Wwith respect to the
organizational structure of acquisitions,
or on an ongoing basis of corporate
entities under the BellSouth Corp.
structure, who makes the determination of
what form of businese that organizational
entity will take, whether it's a joint
venture, whether it's a partnership,
whether it's a minority interest, whether
it's a majority iﬁterest, whether it's a
corporate form?

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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Who makes that decision, what
business form the new entity will take,
or, for that matter, on an ongoing basis
whether the organizational form will
change.

MR. HOSTINSKY:

That's basically, you
know, part of the co:psrate development
process.

When they examine all these
deals, they look at various deal
structures to see if they make sense for
the corporatién.

As part of that arrangement,
they basically look at the various

alternatives without eliminating any, and

‘"try to figure out what makes sense.

Q. Who is they?

A. The corporate development,.
Q. Under BSC?

A. Right.

For example, the foreign
subsidiaries generally require some sort
of insight to work with the foreign
government, and, for that reason, we

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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18
frequently partner overseas. And have
minocrity interests.

In terms of cellular,
generally, what drives the marketplace
there 18 the way the FCC awarded the
nonwaterline licenses; and they were
awarded, basically one_for the wireline
and one for the nonwireline, and the
nonwireline pieceé were formulated under
partnerships at the time of the lottery.

So a lot of ‘it is basically
dictated by -- '

MR. GRACE:

It's hard to generalize
because every acquisition, every deal is
unique. Depending upon the particular
deal thaﬁ is under consideration, you may
have a situation where the former owners
want to sell completely out.

You may have another situation
where they want to maintain part of the
business, but they need capital or
expertise to carry on an ongoing
business. A lot of time we have
different interests into getting into

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371




43

© N G W» B W N

11
i2
13
14
15
16
17
18
18
20
21
22
23
24
25

19
some of these businesses.

So depending upon the
particular acquisition, a lot of times,
and the participants in the acquisition,
will determine what the structure turns
out to be.

MR. KOLLEN:

Obviously the structure

itself has an accounting impact in terms

of how the results of your affiliation
are recorded.
MR. HOSTINSKY:
Sure.
MR. KOLLEN:
Are you involved or the
BellSouth Corporate staff, are they
involved along with this corporate
development group under BellSouth
Enterprises in evaluating the effect,
then, of the aggregate financial results
of this affiliated entity, on BellSouth
Corp.'s financial statements?
MR. HOSTINSKY:
Esgentially, what we do is
each acquisition is consummated, the

MARY VIRGINIA HUGHERS, CS8SR
(504) 522-1515 525-4371
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ownership description, i guess, you know,
basically flowing through the secretary's
offices, come to finance, we know what
the deal structures are and we follow the
accounting rules, be it cost, equity, or
fully consolidated, based on the
accounting rules.

MR. KOLLEN:

I understand that. I am

- asking about a decision-making process as

to the organizational form. Are you at
all involved, or the BellSouth Corporate
headgquarters controllers office, are you
involved in evaluating different
organizational forms on the effect of the
BSC's financial statements, as part of
the decision-making process, before a
deal is done?

MR. HOSTINSKY:

No. There are
controllers' people on the corporate
development team that are gpecialists in
that area, that have special expertise in
accounting, particularly the areas that
you would narmaliy expect, purchase

MARY VIRGINIA HUGHES, CSR
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accounting, pooling, those are -~ those
accounting expertises are part of the
corporate development team; and that's
done as a part of a unified effort.

And there is no fragmentation
in the process.
MR. KOLLEN: .

Essentially what you are
telling me is the corporate development-
group under BSC is self-contained, in
terms of all their analytical work?

MR. HOSTINSKY:

That is true. They do
coordinate with us, once a deal structure
has been determined, so we can help them
on the SEC side.

We are the contact with the
SEC. The corporate development team, you
know, has no access to the SEC, except

through us.
We perform that role for the

corporation.

So while they have the
specialist down there, they will come up
with a specific deal structure, they will

MARY VIRGINIA HUGHES, CS8SR
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discuss it with us, and we will go ahead
and start making the plans to change the
corporate financial architecture to make
sure that the financial reporting is
properly handled and that we comply with
the applicable accounting literature

relative to the structure that's been

chosen.

MR. KOLLEN:

You get involved more or
less after the fact, aftér the decision
has been made, either to acguire or not
acquire, and after the decision has been
made with respect to the corporate form,
or the organizational form, I should say,

whether it's corporate partnership, joint

‘"venture.

MR. HOSTINSKY:

As a general rule, that's
pretty much correct. Although we do have
input, along the way, because a lot of
these things get to be very complex.

The pooling rules are
constantly changing because the merging
issues task force at FASBE, the SEC is

MARY VIRGINIA HUGHES, CSR
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very active in some of those areas.

So from a financial reporting
standpoint, we have to make sure that the
integrity of the financial statements ie
protected.

So we are involved to whatever
extent we think is necessary to make sure
that takes place, that-the proper
accounting is being done. -

For the most part, that is done
on a review or oversight type of
arrangement, and not a partnership type
arrangement.

MR. KOLLEN:

So, for example, if there
is an acquisition candidate that
BellSouth Enterprises, that is identified
to the corporate development group, and
they have an option of whether to account
for this, to organize it as a joint
venture or a wholly owned corporation,
they would not come to you and say what
is best for BellSouth Corp. in terms of
presenting financial results. They would
do that analysis themselves?

MARY VIRGINIA HUGHES, CSR
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MR. HOSTINSKY:
That is correct.
MR. GRACE:

The one group at BellSouth
headgquarters that gets involved in the
process that you are talking about is the
tax organization.

A8 you can imagine, there are,

a-lot of these acquisitions have pretty

large tax consequences that evolve from
the corporate structure and how the deal
is structured. So I think they get
involved earlier in the process than
financial reporting doces.

MR. HOSTINSKY:

We get involved - - you
have to keep in mind, from the disclosure
process, too, that the SEC side, we have,
you know, those responsibilities.

And, certainly, we are aware of
every impact prior to the, any deal being
executed, and that information is known
and the implications on the, etched on
the financial statements is part of the
input that goes into the decision-making

MARY VIRGINIA HUGHES, CS8SR
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process.
MR. ZIMMERING:
It's not your group that
makes the call,.
MR. HOSTINSKY:
That 1s correct.
MR. KOLLEN:

You do assist in that
analysis or not. The analysis of the
effect on your external financial
statements of the parent company.

MR. HOSTINSKY:

Except for review and
oversight, interface with the SEC if
there needs toc be one, no,

MR. KOLLEN:

So, for example, it would
be my expectation that i1f BellSouth
Enterprises, or BSC were considering
purchasing or, in some other form,
affiliating with another entity, one of
the pieces of information you would want
to see is what would the effect be on
BSC's external financial statements.

You don't get involved in that,

MARY VIRGINIA HUGHES, CSR
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except for purposes of disclosure?
MR. HOSTINSKY:
Right.
MR. ZIMMERING:
Just to wrap this up, in
the kind of transaction Lane is talking
about, is it the function.of your group

simply to report what went on to the

make sure you are accounting for it
properly, according to FASBE rules and
thingse like that?
MR. HOSTINSKY:
Right.
MR. ZIMMERING:

Is there any other
function you serve in that kind of
transaction. '

MR. HOSTINSKY:

Basically, policy
oversight, to make sure we get the
expected level of consistency.

MR. ZIMMERING:

By policy oversight, it's

not policy, is this a good or bhad idea to

MARY VIRGINIA HUGHES, CSR
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acquire the company.

MR. HOSTINSKY:

That 1s right. Accounting
policy.

MR. KOLLEN:

The next set of questions,
they may not be very extensive, because
they follow from this;

Where within the Bell South
Corporation, organization, a new entity
might fit, or on a continuing basis where
you might want to move one,

The second thing we talked
about was the ownership structure or the
organization structure of that entity.

The third thing 1s the

'financing of that entity which is in part

dependent on the organization structure.

Let's say, for example, it's a
wholly-owned subsidiary, and now you are
faced with the decision whether to issue
debt in connection with the eguity
financing or how much financing to infuse
into that entity.

Who makes that determination,

MARY VIRGINIA HUGHES, CSR
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is that made by the treasurer of BSC,
BSE, or is it made by the treasurer of
BST, or does it depend on where that new
entity is located on this chart?

MR. HOSTINSKY:

Well, what you have got
- - remember, you have got a functional
organization as well as a legal entity
organization. So all of these legal
entities have treasurers. Whoever
functions as treasurer is responsible for
initiating that procéss.

But it would be the BST
treasurer would certainly have
responsibility for all those subsidiaries
on the BST side, treasurer for the BSE
side, and the corporate treasurer, you
know, has responsibility for both.

So it's a functional
relationship.

It's discussed vertically
through the organizationmal chart up this
way when you have those kinds of
decisions.

MR. ZIMMERING:

MARY VIRGINIA HUGHES, CSR
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its current capitalization, the day
before jt's purchased its capitalization
is 75 percent equity and 25 percent debt.

It's purchased and it's an
unregulated entity, 1it's not going into
BST. Is there any kind of series of
guidelines that exist as to what the
capitalization of that company should be;
once it becomes part of the BellSouth
family?

What “kind otﬁ@?%é&giiﬂag;;

;applied to make that determination?

MR. HOSTINSKY:

That's the sort of
question you have to ask the treasury
folks. I don't have any knowledge.

MR. ZIMMERING:

Do you believe that such a
set of guidelines exists for nonregulated
companies and regulated companies?

MR. HOSTINSKY:
I don't ‘have-any idea.. -
MR. ZIMMERING: 7
So let me ask you this:

MARY VIRGINIA HUGHES, CSR
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Is it a fair statement that companies
change their capitalization after they
are acguired by BellSouth?

MR. HOSTINSKY:

I-would think so.

Certainly we see transactions that
indicate that.

MR. ZIMMERING:

MR. HOSTINSKY:

Right.
MR. KOLLEN:

With respect to this
chart, then, out of the.CAM, which is the
BellSouth corporate structure, could you
point us to where in the CAM it describes
the equity ownership of each one of these
organizational entities or the
organizational structure of that entity;

or 1f it doesn't, can we go through each

one and have you briefly describe that to
us .

MR. GRACE:

| I don't think any of that

MARY VIRGINIA HUGHES, CSR
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is in the CAM. The CAM basically tells
how BST apportions costs between
regulated and nonregulated. It also
tells for the affiliates that do business
wirh BST, what the transactions, what the
nature of the transactions are, and how
those transactions comply.with the joint

- the FCC's joint c;at order rules.

But I don't think there is any
place in the CAM that describes whether a
particular company is a partnership or a
wholly owned subsidiary or anything like
that.

MR. KOLLEN:

I think that's generally
true. I think there are some references
in some cases to some of these
organizational entities that this is a
one hundred percent-owned affiliate of
such and such an affiliate. .

So, then, I guess we are back
to the chart, then. And we would like to
have somebody walk us through thias chart
and tell us, essentially, what the
organizational form is, first of all, for

MARY VIRGINIA HUGEES, CSR
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32
each one of the entities; and then,
8econdly, how it's financed.

MR. HOSTINSKY:

Before you do that, it

might be helpful to understand, too, that

in the CAM there is a section in here of

affiliated transactions. And that

aection of affiliated transactions would

Haie those entities that have
transactions with BST and would be the
only ones that affect the BST Louisiana
operations.

A great many of these on here
really don't have any effect at all.

We can certainly go through

that. But I want to make sure you

"understand that.

MR. KOLLEN:

I don't really want to
argue the point, but it's, I guess, our
opinion that because the BellSouth
Corporation's a publicly traded stock,
that that is quite often what is the
basis, then, for utilization as a cause
of capital in a regulatory proceeding,

MARY VIRGINIA HUGHBS, CSR
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and things like that.

Obviously, then, the capital
structure throughout the organization has
an effect on the total parent company
capitalization, as well as 1its cost of
equity.

So that's why we are
interested.

| MR. HOSTINSKY:
Sure. It's no problem. I
just wanted to make sure you understood.

MR. KOLLEN;

Right. We do understand
that.

I will leave it open to you as
to how we can best walk through this,

I guess I was thinking maybe we
could just start from the left upper
corner and move from the right and then
down.

MR. GRACE:

We can start through it.
From memory, I can't go through each of
the companies on here and tell you
exactly what the -~

MARY VIRGINIA HUGHES, CSR
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MR. LLEWEBLLYN:

Why don't you do what you
can. He just asked for a brief
explanation. Staft right here and tell
them about what the company is8 and how
it's owned and capitalizeqQd.

MR. KOLLEN:
Excuse ﬁe,,I think we have

a fairly good description of what the

~company is from the CAM,. But basically,

what we are looking for is how is 1t7
structured, in the form of a business
form, and, secondly, is itae
capltalization, if it's a corporation or
whatever of that nature.

MR. GRACE:

I will go through the ones
of these that I can.

BellSouth Capital Funding is a
spbsidiary directly of Bell South
Corporation. A wholly owned‘subsidiary.

MR. KOLLEN:

It has no debt of its

own?zy
MR. GRACE:

MARY VIRGINIA HUGHES, CSR
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It is the organization
that acquires debt on the open capital
market. Specifically to relay that debt
in support of nonregulated companies
within the BellScuth system.

As far as its own operations,
it doesn't use it to support its own
operations.

MR. KOLLEN:

It's essentially a
pass-through én debt, 1s essentially what
you are saying? Does it preacquire funds
through the issuance of debt and in turn
release those to other subsidiaries of
BSC, for example?

MR. GRACE:

By and large it does a
shelf registration. It 1if does a shelf
fegistration for an amount of debt, it
doesn't go out and acquire those dollars
on day one automatically.

It makes those funds available,
and as the coﬁpanies need debt within
their own organization, it makes
provisions for that debt to be

MARY VIRGINIA HUGHES, C8R
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3¢
available.

MR. EKOLLEN:

In some instances, it
prefinances, or not, or don't you know?

MR. GRACE:

As I said, it acgquires
what is a shelf registration,lwhich means
it's preapproved for cértain level of
dollars and as the companiea need that
debt, it then issues the specific
debentures and the amounts required at
any given time.

It doesn't generally go out and
acquire a large amount of debt and then
try to f£ind a place to put it. It only
actually gets the debt from the debt
markets as it's needed.

MR. ZIMMERING:

Only for nonregulated
acquisitions,.

MR. GRACE:

Only for nonregulated,
thact's it. No financing of Southern
Bell, BellSouth Services, through that

organization.

MARY VIRGINIA HUGHES, CSR
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MR. HOSTINSKY:
This debt has special

covenants to prevent the bondholders from

:-having access at the regulated assets of

BST.
MR. BARON:
Is the debt in the name of

MR. GRACE:

BellSouth Capital Fumnding
Corporation.

MR. BARON:

Not the entity that
ultimately uses the proceeds.

MR. GRACE:
That is correct.
MR. KOLLEN:

That's carried on the
books of BellSouth Funding Corporation.
It's not carried on BellSocuth
Enterprises, Inc. or any of its
subsidiaries.

MR. GRACE:

BellSouth Capital Funding

would initiate a note to BellSouth

MARY VIRGINIA HUGHES, CSR
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BEnterprises.

You would see, on BellSouth
Enterprises' books, the effect of the
debt. But I think the gquestion - -

MR. BARON:

Externally with
bondholders, it's Capital Funding.
_MR. GRACEB:
Yes.
MR. BARON:

They issue proceeds and

MR. HOSTINSKY:

It'se effectively a push

down from the accounting standpoint.
MR. ZIMMERING:

Its payments guaranteed by

Bell South Corporation on the debt?
MR. GRACE:

By Bell South Corporation,
yes. Not by Southernm Bell or South
Central Bell --

MR. ZIMMERING:

I understand. But by

Bell South Corporation?

MARY VIRGINIA HUGHES, CS8SR
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MR. GRACE:
Yes.
MR. ZIMMERING:
Okay.
MR . BARON:
Are these debentures

pPlaced to specific holders, or is this

traded in the open market?

MR. GRACE:

It's traded. They are
handled through an underwriter. I am not
sure who the - - Morgan Stanley, or one
of those.

But generally we don't, we as a
corporation, don't place debt with
individual debt holders.

MR. KOLLEN:

As far as the, 1n essence,
the intercompany or interaffiliate debt
transfers, then, through this note
process that you described, would
BellSouth Enterprises, then, be
responeible back to Bell South Capital
Punding Corporation for that debt, or
would some other of these affiliates,

MARY VIRGINIA HUGHES, CSR
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under BellSouth Enterprises, be directly
responsible for the debt back to the
Capital Funding Corporation?

MR. GRACRE:

It works both ways. There
are a few issues placed directly between
BellSouth Capital Funding and an |
individual subsidiary, but for the most
part, the flow of the money goes from
BellSouth Capital Funding to BellSouth
Enterprises; ﬁnd then from BellSouth
Enterprisesg to its subsidiaries.

MR. BARON:

Are there any debentures
that are issued, other tham by Capital
Funding, to fund any of the nonregulated
businesses?

In other words, are there any
occasions when one of these entities may
ispue its own debt, directly into the
marketplace?

MR. GRACE:

I don't know of any
instance where that's happened,. As far
as I know, there is no policy that says

MARY VIRGINIA HUGHES, CSR
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it couldn't happen.

Some of the acgquired companies
may have had debt at the time of
acquisition, and that debt may still be
active.

So they still could have, you
know, some debt to the open market on
their own.

MR. HOSTINSKY:

| I think we have called the
debt if there was any acquifed debt. I
know, for example, that we plan to go
ahead and call the debentures that
Graphic Scanning has, which is one of our
most recent acquisitions that just closed
a matter of weeks ago.

" So there may be for periods of
time, but, as a general rule, no, the
individual entities don't issue debt on
their own. They all issue through
Capital Punding.

MR. BARON:

What is the rating of the
debentures.

MR. GRACE:

MARY VIRGINIA HUGHES, CSR
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Cap Funding debentures?
BARON:
Yes.
HOSTINSKY:

I.:don't  -know.

GRACE:
- I dowTETRAGY
KOLLEN:

BellSouth Human Resources,

Inc., it's our understanding that will be

dissolved at the beginning of the year if

the BST organization is approved.

MR.

MR .

MR.

Inc. is - -

MR.

MR .

GRACE:

That's my understanding.
HOSTINSKY:

Yes.

KOLLEN:

BellSouth Enterprises,

GRACE:

It's a holding company.
KOLLEN:

The egquity is held wholly

by BellSouth Corp.
MARY VIRGINIA HUGHES, CSR
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Yes.

MR. EKOLLEN:

None that 1s publicly

traded directly for BSC?
MR. GRACE:
Equity or debt?
MR. KOLLEN:.
Equity.
MR. GRACE:

43

No there is no equity.

MR. KOLLEN:

The only way BellSouth

Enterprises raises debt is through

Capital Funding Corporation. It does not

raise any on its own.
MR. GRACE:

That is correct.
BellSouth Enterprises does not go
directly to the markets.

MR. KOLLEN:

Po you know what the
capital structure 1is between equity
debt?

MR. GRACE:

MARY VIRGINIA HUGHES, CSR
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I don'tiknowvprecisely.

"No, I don't.

MR. HOSTINSKY:

I don't, either. “It's
certainly available information.

MR. KOLLEN:

With respect, then, to the
different groups and the companies within
the groupa'that are part of tﬂe BellSouth
Enterprisés'organization, do you know
anything about the capitalization or the
business form of any of those? Starting
with the advertising and publishing
group.

MR. GRACE:

The advertising and
publishing group, I don't know
specifically what it is today.

Originally it was pretty much one hundred
percent equity when it was formed.

They may have acquired a small
amount of long-term debt. They certainly
had some short-term working capital bank
loansa and that type thing, but -- ic's
mostly an equity company.

MARY VIRGINIA HUGHES, CSR
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MR. KOLLEN:

All of these companies
under the advertising and publishing
group, to the best of your knowledge?

MR. GRACE:

Yes.

MR. KOLLEN:

Is that also the case with
the companies under the Communicatioh
Systems Group?

MR. GRACE:

Generally, yes. Those are
primarily equity.

Now, Dataserv Financial
Services probably has a little more debt
in its structure because it handles
leasing, some leases, which would be
carried, I think, as debt.

MR. HOSTINSKY:

Yes, I think the Dataserv
International is where the leasing
operations are. It would probably be
some debt there.

MR. BARON:
Isn't that going to be

MARY VIRGINIA HUGHES, CSR
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terminated?
MR. LLEWELLYN:
Yes. That's the computer
leasing you are talking about?
MR. HOSTINSKY:
That's the overseas
leaseing in the U. K. )
MR. LLEWELLYN:
Yes.
MR. HOSTINSKY:
We had some domestic
leasing that has been terminated. But I
think internationalily, there are still
some leasing operations overseas.
MR. KOLLEN:
Does BellScuth Corp. hold
any debt on its own, or have a
subsidiary, other than the ones that are
listed on this chart that issues debt?
MR. HOSTINSKY:
No.
MR. KOLLEN:
So, essentially, any
egquity investment by Bell South
Corporation, into amy one of these

MARY VIRGINIA HUGHES, CSR
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subsidiaries directly indicated on this
chart, would be one hundred percent
equity. It wouldn't be financed by a
combination of equity and debt?
MR. HOSTINSKY:
That 18 correct.
MR. GRACE:
That is correct.
MR. BARON: |
I will ask you a question.
Is BellCore owned by BST, or
will be owned by BST or Bell South
Corporation?
MR. GRACE:
Well, we only own one

seventh share of BellCore, but it will be

" owned by BST.

MR. GRACE:

It's Bell Communications

Research, 14.3 percent.
MR. BARON:
:Are-you.familiar-with how
E?éﬁtfagBaCtions*work‘betweenfaelidbre
ana 7BST:
- ‘MR '‘GRACE:

MARY VIRGINIA HUGHES, CSR
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Specific transactions, I am not.
MR. KOLLEN:

Then with respect to the
Mobile Systems Group, there is a number
of companies that are listed there. Are
those also mostly common equity, to the
best of your knowledge? In terms of --

ﬁR. GRACE:

On an ongoing basis, they
are mostly equity. They do, in the
construction phase, when there are heavy
capitalization requirements for
constructing systems, they do some bank
locan type and lines of credit, but on an
ongoing basis, they are primarily
equity-based.

A lot of those are under

congtruction and emerging today.

| I am not sure exactly what the
ongoing - - I mean the long-term capital
structure of those will be.' The
development of the business will, more
than likély, dictate what that capital
structure turns out to be over

MARY VIRGINIA HUGHES, CSR
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long-term.
MR. KOLLEN:

Going back to the left
again, Corporate Enterprises Group. How
are these financed, this group of
companiés?

MR. GRACE:

Those we would have to go _

individually.

BeilSouth Financial Services,
does have significant debt in ite capital
structure because it began, it engages in
long-term leases of customer premises
equipment, and those leasges would be |
carried as debt.

BellSouth Resources, I believe,
is one hundred percent equity. BellSouth
Information Systems is one hundred
percent equity, I think.

MR. KCOLLEN:

Sunlink?

MR. GRACE:

Sunlink may have some debt
associated with real estate development

activity.

MARY VIRGINIA HUGHES, CSR
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As a corporation, Sunlink ?$

wouldn't carry debt; but some of its -
partnerships would have debt. It's in -

r

partnership with Carter and Associates to
develop some real estate activities. And
those partnerships would have debt.

MR. KOLLEN:

_ You wouldn't show that ﬁ?_
debt on your bodks, ultimately, by t:lmgf
time you get to BellSouth Corporate sefjf
of external financial statements becaus;
of your minority holdings in some of
these organizations; or would you shof
that as debt?

For example, if the partnership
that's Sunlink Corporation is involved
with has debt, that would roll all the
way up to being reflected, ultimately, on
the BSC's external financial statements,
would 1ic?

MR. HOSTINSKY:

That would not be. The
literature now does not provide for the
consolidat;on of partnership debts on?up
to the parent. '

MARY VIRGINIA HUGHES, CSR
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So‘that-is~off thalancersheatws

MR. BARCN:

Is there a threshold as to
what percentage, if you own 90 percent of
the partnership, would it make a
difference?

MR. HOSTINSKY:

No, I think it's basically
the partnership structure that does it.
FASBE has an active project in that area
now, that may lead to further
consolidation.

But the consolidation rules
have changed pretty dramatically over the
last several years, and they have already
addressed it for control corporations;
but the literature, really has not been
addressed for unconsolidated
partnerships.

MR. KOLLEN:

Then the final box is

Marketing International Corporate

- Development Group.

And these companies, how are

these financed?

MARY VIRGINIA HUGHES, CSR
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MR. GRACE:

I think for the most part,
our interest in those companles would be
all equity.

MR. KOLLEN:
So, for example, your

purchase of Chile Cellular woulad have

.been financed all through equity?

MR. GRACE:
We don't own a hundred
percent of that.
MR. KOLLEN:
Your ownership share.
MR. GRACE:
Our ownership share would

be all eguity. I think the company is

' SIDCOM.

MR. KOLLEN:

It wouldn't carry its own
debt As such, but if there would be any
debt supporting your ownership in those
companies, it would be carried by
BellSouth Enterprises or BellSouth
Capital Funding Corporation?

MR. GRACE:

MARY VIRGINIA HUGHES, CS8R
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If we provide debt to that
company, Wwe being BellSouth Corporate, it
would be through the Bell South Capital
Funding Corporation and not directly from
BellSouth.

MR. KOLLEN:

Just 80 that we make sure
that we understand what it is, when you
say that these companies'are'all
financed, all equity, that means on their
own balance sheets, they are all equity.
But they may, in fact, be supported by
debt on the part of BellSouth
Enterprises?

MR. GRACE:

I don't think that's the
case. I think if BellSouth Enterprises
supplies debt‘capital originating through
BellSouth Capital Funding, that it would
show up as debt on the books of your
subsidiaries, in the form of a note from
BellSouth Enterprises, Inc., to that

subsidiary.
MR. ZIMMERING:
Is BellSouth Corp. - -

MARY VIRGINIA HUGHES, CSR
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MR. KOLLEN:

That's a general rule,
that if BellSouth Enterprises utilizes
debt financing to purchase a position,
let's say, in an affiliate, or an
ownership interest in another
organization, if they use debt financing,
then that debt would be then carried on
the bsoka of the new éffiliife? 'Throughi
the form of a note between the = o

| MR. GRACE:

That's my understanding,

yes.
MR. HOSTINSKY:
Yes, I believe that's the
general rule that you follow. We

subscribe to push-down accounting.
MR. ZIMMERING:
Does Bell South
Corporation, other than short-term debt,
have any debt?
MR. HOSTINSKY:
You mean as a corporation
itself? No. I cannot think - -
MR. GRACE:

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371




79

C 3 N b WO

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

55

Nct to my knowledge.

MR. HCSTINSKY:

Not the corporation
itself.

MR. ZIMMERING:

The only debt that exists,
then, is the debt which ies obtained
through Bell South Capital Punding
Corpofation, which is utilized to either
acquire or cause some of the capital
structure of some of these nonregulated
affiliates to have debt 4imn it, plus the
debt that 1s issued by Southern Bell and

South Central Bell today? And that's

it?
MR. HOSTINSKY:
I think that's the general
rule. That's not to say you can't go

through there and pick out an exception.
Graphic Scanning - -
MR. ZIMMERING:
95 percent of what I said
is true.
MR. HOSTINSKY:
That's the general rule.

MARY VIRGINIA HUGHES, CSR
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MR. COCHRAN:

When we acquire, when I
was at Corp., we acquired L. M. Berry,
Stevens Graphics and Dataserv. Those
were all acguired with stock.

We didn't pay cash for any of
them. They were actually new issue stock
or some type of transaction.

They were a hundred percent
equity type transactions.

Now, I think Stevens Graphics
had some debt with it when it came. And
I think it was in the form of, I don't
believe it was public debt, or registered
debt. It was more like big long-term
bank loans and that type stuff.

MR. ZIMMERING:

Did you acguire 1it?

MR. COCHRAN:

I thought we kept some of
it and actually pushed it down on to the
Stevens Graphics books. We may have
acquired it since I left. It seems like
I left yesterday, but I have been gone
five or six years. |

MARY VIRGINIA HUGHES, CSR
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MR. HOSTINSKY:
That's why I tried to
clarify, that's the general rule.
MR. COCHRAN:
We were using push-down
accounting to push the debt down to the
subsidiaries' books all along. '

If you say they are a hundred

percent equity owned but'Bnﬁerprise-is‘

sitting with 50/50 debt on their books,
you can say the subsidiaries are 50/50
debt financed. Mike is saying it
wouldn't have any debt on its books. The
debt would be on the books of all
subsidiaries under Enterprise.

MR. HOSTINSKY:

It would be a wash on
their books. They are kind of a
pass-through.

MR. KCLLEN:

If you had a stand-alone
set of financial statements for each one
of these companies, you would have pushed
down the debt to the lowest level
company. That's what you are telling

MARY VIRGINIA HUGHES, CS8SR
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me?
MR. HOSTINSKY:
Yes.
MR. ZIMMERING:

Do you have stand-alone
financial statements on every individual
subsidiary?

MR. HOSTINSKY:

No. Not on every
individual one. It's very commonplace in
the cellular area where there are
partnerships with miﬁority interests,
and, you know, several of the other
places we have it, BAPCO, Dataserv -- b
have to look at = -

MR. ZIMMERING:
Why do you have a separate
financial statement for BAPCO?
MR. HOSTINSKY:
Why?
MR. ZIMMERING:

Why.

MR. GRACE:
It's o <
MR. HOSTINSKY:

MARY VIRGINIA HUGHES, CS8SR
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It's a separate company.
MR. ZIMMERING:

You don't have one for

every other separate company.

MR. HOSTINSKY:

That's true.
ITA6nTtIKROOW FEXACE Iy AWhy "that

ERNTERASERER

pHTR gy o
! 'ﬁ(rmﬁ:ﬂm

I can speculate. I guess as
long as this is informal, I think there
is just a lot of interest in BAPCO. It's
been a hot topic of public debate with
regulators and industry; and that's just,
I believe, an outspring of that.

MR. ZIMMERING:

So ycu just started doing
separate financial statements for BAPCO.

MR. HOSTINSKY:

I think we have done them
all along.

MR. GRACE:

They were incorporated in
1584.
MR. ZIMMERING:

MARY VIRGINIA HUGERS, CSR
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Yen, Have you done them
since this?

MR. HOSTINSKY:

I think so0. I can't
recall not having them.

MR. GRACE:

Most of the companies in
the Enterprises group there are, not
necessarily in the name that's on here.

For instance, Graphics Holding
Company, the primary operative subsidiafy
in there is Stevens Graphics, as Guy
mentioned a minute ago, and Stevens
Graphics has their own financilals.

I don't know there is a
Graphics Holding Company set of
financials.

MR. HOSTINSKY:

The minority interests
drive it as much as anything else.

Then, too, as part of our
oversight reﬁponsibilities in
representing the controller, I know he
has very strong opinions about what he
would like additional comfort from, from

MARY VIRGINIA HUGHES, CSR
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entities?
MR. GRACE:
Or between two BSE
entities that would directly affect a BST

activity.

MR. ZIMMEBRING:

SR Y UYTRTNRE T mwge e e e m e o
Trf¥youtare workKingTon a

"MR. 'GRACE:

Because my purpose there
is to insure that the regulated entity is
not disadvantaged or that that
transaction ;s in compliance with the
joint cost order.

MR. ZIMMERING:

So your goal, or function,
or loyalty > = or however you want to
describe it - - is to the integrity,
maybe could be used, of the regulated
entities? They are not paying more than
their falr share of what they should be
paying; is that a fair statement?

MR. GRACE:

MARY VIRGINIA HUGHES, CSR
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That is my primary
responsibility, yes.
MR. HOSTINSKY:
Perhaps I could clarify
g;ggﬁgﬁcoqpeppugl framework.
T 1i§§picaiiy,ithé’cost system that

e have sthatnwas-prescribedin the™joint

5:'4 x R : g AR - e ot Ll e -
‘g " ‘3-‘4’_ £ it SRR s W e J..
" 'y .. i W ENCET

In Gary's case,;"the ‘costTdauser
is _the regulated sidé. All of his costs
w§ﬁid be driven that way.

I have other subordinates that
the regulated side is not the cost
causer. For example, some of the SEC
filings that we do, some of them are
corporate in nature. So those get
allocated down both ways.

There are other SEC filings,
for example, Cap Funding type filings,
that would be driven down the
nonregulated side.

So that the joint cost order
requirements that we have to comply with

MARY VIRGINIA HUGHES8, CS8SR
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is basically to have a cost causative
accounting system. And 1it, corporate
headquarters, we have to conform with
that because we have costs that chain in

the regulation.

So not only is there a CAM, or
the regulated companies, but when we do

our cost accounting at BellSouth

Corporate, we also have to have a cost

causative type account cost accounting
sBystem to comport with that.

So that's how it works from a
big picture standpoint.

MR. ZIMMERING:

Mr. Grace, how will your
allocation of time, expensesn, et cetera,
change if BST becomes a legal entity,
from the way it was last February 27th?

MR. GRACE:

I think the only change
would be, rather than being split 50/50
between Southern and South Central, it
would be a hundred percent to BST, unless
I exception report for some unusual

circumstance.

MARY VIRGINIA HUGHES, CSR
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MR. ZIMMERING:

Will the allocations, as
among the states that are utilized
currently in Southern Bell and South
Centrai Bell, change, once there is a
BST} do you know?

MR. GRACE: )

I don't know that.

MR. ZIMMBRI&G:

Let's talk just for a
minute about BellCore.

Can you briefly, either of you,
briefly describe for me the nature of the
research that is done at BellCore, or the
nature of the sBervices performed by
BellCore?

MR. GRACE:

I am nanot = o I don't
primarily get involved with BellCore.
That is a BST subsidiary, and BST has
various people that deal with the
BellCore organization.

MR. ZIMMERING:

Are transactions between
BellCore and South Central Bell

MARY VIRGINIA HUGHES, CSR
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considered affiliated tranmsactione by
Bell South Corporation?

MR. HOSTINSKY:
Yes. I think so. Sure.
MR. ZIMMERING:
Can either of you talk to
those affiliated transactjions?
MR. HOSTINSKY:
In terms of the structure;

now, you know, getting into the detail of

‘"the individual transactions, that's done

by subject matter experts in BST.
MR. ZIMMERING:

Who is the highest person
in BST who could tell me how transactions
between BellCore and either individual
states or South Central Bell and Southern
Bell are handled?

MR. GRACB:

I don't know the
individual's name particularly, but I
know it falls currently within Mr. Teel's
organization.

MR. BARON:
We are speaking to him

MARY VIRGINIA HUGHES, CSR
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this afternoon.

MR. ZIMMERING:

I want to make sure.

Does BellCore perform, can you
tell me, generally, the kinds of
functions BellCore performs?

MR. HOSTINSKY:

Applied-research systems
support to, you know, the major ééntralr
systems. |

MR. ZIMMERING:

Does BellCore perform any
services,_research, et cetera, that are
utilizable by the nonregulated portions
of Bell South Corporation?

MR. HOSTINSKY:

I wouldn't have any
idea. I am not that familiar with their
individual projects.

MR. ZIMMERING:

Do you know how much of
the costs associated with BellCore's
operations are assigned or allocated to
the regulated entity?

MR. HOSTINSKY:

MARY VIRGINIA HUGHES, CSR
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I would say substantially
all. I don't know of any exceptions.

I think that kind of detail
you, again, have to ask somebody in Mr.
Teel's organization.

MR. ZIMMERING:

We can ask those questions
of Mr. Teel this afternoon.

MR. KOLLEN: |

You had said that your
title was manager of affiliated and-or
affiliated and transactions manager; is
that correct?

MR. GRACE:

Operations manager.

MR. KOLLEN:

Okay, operations manager.

You have an organization that
reports to you?

MR. GRACE:

Well, currently I don't
have directly reporting subordinates.

MR. EKOLLEN:

Could you explain your
situation with respect to the support

MARY VIRGINIA HUGHRS, CS8SR
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that you do have, organizationally?

MR. GRACE:

I utilize, as I need,
resources, the activities of those in
other BellSouth organizations, such as
the accounting services organization.

MR. KOLLEN:

BellSouth Corp.

MR. GRACE:

BellSouth headguarters.
That's the organization that actually
runs the systems, the cost allocation
system and the project billing system and
does the BellSouth headguarters'
financial books.

I also have access into the
other departments as the need arises for
informaticn from those departments to
satisfy regulatory inguiries and that
type.

MR. KOLLEN:

Your function is to make
sure the affiliated transactions are
recorded properly?

MR. GRACE:

MARY VIRGINIA HUGHES, CSR
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Yes. Although I am not in
direct accounting responsibility for the
recording of those transactions.

MR. KOLLEN:
I understand.
MR. HOSTINSKY:

Our control function
assures a lot more than to assure we have
cost order compliance. ﬁ

MR. KOLLEN:

What about under BST, is
there, or either that or under the South
Central Bell or the Southern Bell
organizational structuresg, is there a
group or is there a manager or somebody
responsible for affiliated transactions
under their organizational structure that
you are aware of?

MR. GRACE:

There certainly is.
MR. KOLLEN:

Who is that?
MR. GRACE:

Well, there is a pretty
big organization; I gueseg Mr. Cochran is

MARY VIRGINIA HUGHES8, CSR
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Oone person who is responsible.
MR. HOSTINSKY:

I think it's more than

MR. BARON:
He is8 ubiguitous.
MR. HOSTINSXKY:
It's more than one
person. It yoﬁ look at the basgic
internal control structure on how we try
to deal with these things, and you look
at the internal controls, it's not just
Gary. There are folks in my organization
that do some pretty important things.
Probably the foremost things we
do is issue a comprehensive set of
policies and guidance to all
subsidiaries, both the BST and the BSE,
in terms of what the company's
expectations and intent is.
MR. KOLLEN:
Are these executive
orders?
MR. HOSTINSKY:

There are some executive

MARY VIRGINIA HUGHES, CSR
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directives that do it at the very highest
level, but then beyond that, there are a
series of accounting policy letters that
do it very, in a very definitive manner.

And one of those assigns
regsponsibilities toc the various
controller®' organizations as to what
their responsibility i;.

Aﬁd I would guess y'all would
have probably been supplied a document,
it's a compendium document.

MR. KOLLEN:

We heard it was at least
five rooms.

MR. COCHRAN:

You have the policy

"letter. I think you asked for those

after - -
MR. HOSTINSKY:

We are in the process of
taking those policy letters now and
converting them from Southern and South
Central and looking at them from the new
operating management structure with BST
and making'sure.that the, that everything

MARY VIRGINIA HUGHES, CSR
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is still in sync with the new management
structure.

The responsibility for
compliance is more than one person or
organization. The transactions are too
numerous and too complex to have a very
simple control structure.

There are just too important to
us. '

MRS. HALPERN:

What kinde of directives
are in these policy letters?

MR. HOSTINSKY:

To give you an example,
the highest level, there is an executive
directive that basically says that the
only sorts of affiliated transactions
that BellSouth wants to enter into are
those that are significant from a
financial or strategic standpoint..

We are not interested in small,
insignificant transactions, because we
know that all those things do are create
regulatory noise. And that noise is more
detrimental to us than the value of the

MARY VIRGINIA HUGHES, CSR
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transactions.

So, first of all, we have an
up-front intent that unless they are
financially significant, unless they are
strategically significant, then we don't
want to fool with them.

Any new classes of transactions
require the approval of the controllers
in BST, BSE, and BSC, depending on how
the transactiops are proposed to tloﬁ.

So that's the starting point.

Then beyond that, we have some
very specific safeguards that we have in
place to try to make sufe that the
transactions flow.

We have got the policies and
procedures documented in the accounting
policy letters to include the specific
assignments of the responsibilities and
the subsidiaries.

We have the cost accounting
manual that's a basic control, whereby we
are required to put all the affiliated
transactions in there, and we& have to
keep them current.

MARY VIRGINIA HUGHES, CSR
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85
Sc we have the policies, the
practices, we have the cost accounting

manual; and then beyond that, as those

policies are put in place, the systems

are designed to assure that this cross
subesidy issue is not a problem for us.
And we undertake lots of different

activities to do that.

Probably the one that comes to

mind -- since y'all brought the subject

of BellCore up -- for subseidiaries of
the regulated carriers, we require that
the investment and the dividends from
those subsidiaries be included in the
rate-making process in the intrastate
jurisdictions.

And that way, there can be no
cross subsidy, and there can't be any
siphoning off of any excess profits over
to the unregulated side.

MR. ZIMMERING:

Say that again.

MR. HOSTINSKY:

That side.
MR. ZIMMERING:

MARY VIRGINIA HUGHES, CSR
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The last thing you just
described, protecting rate payers.

MR. HOSTINSKY:

On the intrastate
rate-making models that we have, we
include the dividends and the investment
for BellSouth Services, and also that
would include BellCore, because BellCore
is owned by BellSouth Services.

We include those in the
rate-making process. And, therefore,
there cannot be any over-earnings, or
excessive profites in those entities, and
there can be no harm to the intrastate
rate payers.

MR. BARON:

Are you familiar with the
audit that was done, talked about last
week, that NARUC did of BellCore?

A, Yes

MR. HOSTINSKY:

Yes.

BY MR. BARON:
Q. I think I read BellScouth's
response was what you juat said. Even if

MARY VIRGINIA HUGHES, CSR
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it*'s true, it doesn't matter.
MR. HOSTINSKY:

Yes. Unfortunately, we
may be unfairly painted with some of the
other companies that have not taken that
approcach.

MR. BARON:

Bven if-there were over
earnings, it wouldn't make any difference
because of the way the transactions
occur; 18 that what you are saying?

MR. EOSTINSKY:
That 1s correct.
MR. ZIMMERING:
Let me get this straight.

The inclusion of dividends, investment,

"and I assume cost and expenses associated

with BellSouth Services, in what I would
call the traditional rate-making process,
is deemed to be appropriate by BellSouth,
by Southern Bell, and South Central
Bell.

MR. HOSTINSKY:

| We even filed that way and
suggested it be adopted at the federal

MARY VIRGINIA HUGHES, CSR
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level at the time the joint cost order

was put into place.

MR. ZIMMERING:

This is because those

entities believe that it is necessary to

insure, on the one hand, that BellSouth

Services and BellCore as part of it,

is

receiving an appropriate payment for the

services it pro#idea, while at the same

time protecting rate payers from over

paying for that service.

MR. HOSTINSKY:
The procedures were
basically adopted as a safeguard.
MR. ZIMMERING:
For the reasons I
described, to insure that BellSouth
Services is paid adequately, but no

than adeguately, and to insure that

more

rate

payers are protected from over paying for

a service,
MR. HOSTINSKY:
I don't think the

procedure itself necessarily assures

the transactions are perfect between

MARY VIRGINIA HUGHES, CSR
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two. But what it does assure is that if
there are any problems, or if there are
any inadvertent benefits that accrue on
the other side, that those amounts are
automatically put back into the
regulatory model.

MR. ZIMMERINQ:

Okay, good.

Tell me why that exact same
process is nop‘appropriatg_for Yellow
Pages operations.

MR. HOSTINSKY:

I don't have any 1ldea.
The BAPCO contracts exlisted long before
the cost order.

MR. ZIMMERING:

This whole thing is driven
by the joint cost order, or the whole
thing is driven by the fact - -

MR. HOSTINSKY:

Well, divestiture drove a
lot of that. A lot of the safeguards we
are talking about in our compliance is
aimed at complying with the joint cost

order.

MARY VIRGINIA HUGHES, CS8SR
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MR. ZIMMERING:

Is it inappropriate to
have safeguards from the company
overearning on its BAPCO and Yellow Pages
operations? Is it inappropriate to have
those safeguards?

MR. HOSTINSKY:

Well, it's not
inappropriate to have safeguards
anywhere, if there is'a cross subsidy
issue and something can be done to assure
that there are no cross subsidies within
the corporation.

MR. ZIMMERING:

You would agree that in
the area of affiliated transactions,
there is a larger danger - - let me
reptate that - - there is a greater need
for protection of rate payers than there
would be, for example, in a situation

- - let me ask it a better way.

Would you agree*withgaftiliated
transactiongé there is a larger
possibilicy-that there“*might®bejabuse iof
the systemfthan:hhere%ﬁ6ila¢ﬁ§ﬁfi

MARY VIRGINIA HUGHES, CSR
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whatever the transactionaisﬁnnra
N B L

occurring in the open’ market with

numerous bidders to provide the same

service?

MR. iHOSTINSKY:
I think ‘T would agree with

tharwW*I“think~that'1 basically ‘the
R *:.fé:%ﬁ |

LR

accounting “safeguards.
MR. BARON:

I just want to ask a
question about BellCore. Do you know
whether BellCore retains any earnings or
is it a hundred percent payout, through
dividends?

MR. HOSTINSKY:
I am not positive on that.
I think for the most part, .they
pay a hundred percent dividends.
MR. GRACE:
I think that is right.
MR.. HOSTINSKY:
I am not aware of any

MARY VIRGINIA HUGHES, CSR
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holdbacks.
MRS. HALPERN:

Is the company preparing a
response to the BellCofe audit just
released?

MR. HOSTINSKY:

There was no BellCore
audit released to my knowledge. 1
understand there is a draft of a joint
NARUC FCC staff audit that came out in
the discusesicn last week, and that's
going to be discussed at the NARUC
meeting in San Antonio in a week or two.

To my knowledge, the
information that's been leaked only deals

with a staff level draft audit that has

'not been given any standing, official, by

NARUC, and/or the FCC.
MR. COCHRAN:

It was a leak. One of the
auditors, or somebody that had access to
that audit, leaked it to the press.

MR. KOLLEN:

Let me ask you a question

with respect to the BellCore dividends.

MARY VIRGINIA HUGHES, CSR
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Those don't come back to BellSouth in the
form of revenue. They come back in the
form of what? Cash. But it's a
reduction of your equity investment,
right?
MR. GRACE:
They come back to
BellSouth Services. And they --
MR. KOLLEN:
Right.
MR. GRACE:

They §o into BellSouth
Services, and that becomes part six in
BellSouth Services, that possibly result
in dividends going back to the telephone
companies. They don't come back to
BellSouth directly.

MR. KOLLEN:

What 1is the accounting
form the dividends come back to BellSouth
Services in. Does it come back and is
recorded as revenues or a reduction in
your equity investment in BellCore?

Is it treated as a normal
common stock dividenad?

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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MR. HOSTINSKY:

Right, normally, asa
income. Their invegtment remains the
same.

MR. KOLLEN:

So that essentially by the
time it factors all the way through the
whole process, through the whole Bell
Scuth Corporation and comes back down
over here into Louisiana retail rate
making, basicaily what we are talking
about 1is moving the common eguity of that
Louisiana interstate operation, either up
or down, depending on the level of
dividends that you receive back from
BellCore that was filtered all the way
through the different entities of
BellSouth Corp.

MR. HOSTINSKY:

Yes. I don't know how
they do the jurisdictional allocation,
but from a Louisiana standpoint, there
would be some additional increase in
investment that would be attributed to
the BellCore investment. And there would

MARY VIRGINIA HUGHES, CSR
{504) 522-1515 525-4371
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be a corresponding increase in income in
the revenue requirements level to reflect
the earnings level.

MR, KOLLEN:

Maybe I could direct this
to Guy.

My problem is this, 1if in
Louisiana re -- if there is a capital
structure, and, in fact, the dividends
from BellCore are being reflected through
the capital structure, as opposed to |
revenues or expenses or operating income,
then where do the Louisiana retail rate
payers recelve the direct effect of any
over earnings or under earnings at
BeliCore?

MR. COCHRAN:

We don't, we account for
the BellCore as a direct dividend. They
pay that dividend to BellSouth Services.

It goes into other income.
MR. KOLLEN:

It goes into other

"income?

MR. COCHRAN:

MARY VIRGINIA HUGHES, CS8R
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Other income, of BellSouth
Services. Other income of BellSouth

Services.

Then the total earnings of
BellSouth Services is accounted for on
the equity basis in South Central Bell.

I put it in dividend. I
increase the investmenf in BellSouth
Services.

So I got the dividend and the
inquiries. Once a gquarter BellSouth
Services pays me those dividends and
that's when I reduce the dividends back.

I use standard accounting
method between BellSouth Services and the
telephone companies. When it gets on my
books, BellSouth Services earnings come
to my books, we call it the BellSouth
Services dividends; but it's the absolute
level of earnings in Bell. Oor 50
percent. I get 50 percent of the

earnings.

I take that and I move it above

the line into rate making. It's just a

MARY VIRGINIA HUGHES, CSR
(504) 522-15165 525-4371
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MR. KOLLEN:
Into operating income.
MR. COCHRAN:

Operating income. We move

it above thé line in operating income.

And then we add the average,
whatever the average investment is to the
rate base. And that average investment,
you are right, it does slightly go up and
down, as the dividends are accrued and
paiq.

But that, the bulk, BellSouth
Services has about a 200 million dollar
investment, I think, 200, 250 million
dollars, and the dividend is not a great
deal of money.

MR. HOSTINSKY:

In our financial report,
and we consolidate, so that's why Guy
does the mechanics the way he does.

MR. ZIMMERING:

Let's take what today
might be a typical affiliated
transaction, which might be - - well,
you tell me if this is one.

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 £25-4371
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The performance of certain
computer work by BellSouth Services for
South Central Bell, in connection with, I
don't know, a rate case, let's say.

Does BellSouth Services perform
those kinds of functions for South
Central Bell in connection with the rate
case, or a tariff redesign regarding
pfivate line tariffs. N

MR. BEOSTINSKY:

They have got information
systems, so that's likely.

MR. ZIMMERING:

That would be a typical
kind of transaction?

MR. HOSTINSKY:

Yes, it would.

MR, ZIMMERING:

How are the rates for _
that, for the time, the computer time and
the services performed by the BellSouth
Services employees associated?

MR. GRACE:

Well, first of all, you
are talking abouf a BellSouth Services

MARY VIRGINIA HUGEES, CSR
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transaction with South Central Bell?

MR. ZIMMERING:

Yes.

MR. GRACE:

There are organizations
within BellSouth Services that handle
that.

We are o we are better able
to talk to you about other types of
affiliate transactions, say between ﬁell
South Corporation and Southern Bell.

MR. ZIMMERING:

Give me a typical one
between Bell Socuth Corporation and South
Central Bell.

MR. BARON:

I have got one I am
interested in, so maybe you can use this
as an example.

I think we were told by someone
in a prior meeting about the method for
accounting, or charging off the office
building, the BellSouth Corporate
headquarters down the street and how
those costs, a share of those costs might

MARY VIRGINIA HUGHES, CSR
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an external reporting standpoint, and he
uses his judgment in determining where he
would like to have certified finmnancial
statements. |

I guess another area that
enters into it, 1f there gets to bhe a
situation where you think_ you may be in a
disposal mode or if you are protecting
some.of the taxes baaes-fof acquisitiona;
then you certainly want it in those
particular cases, too. It just makes
that process flow.

MR. COCHRAN:

Mike i1s talking, I think,
you are talking certified financials?

MR. HOSTINSKY:

Right, certified
financials.

MR. COCHRAN:

When you talk about
standing alone financials, he is talking
about audited certified.

I think there are some
additional financials for some of those
companies that aren't audited and

MARY VIRGINIA HUGHES, CSR
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certified. Is that right?
MR. ZIMMERING:

If you mean to say you
keep track of the expenses and the cost
and revenues associated with all the
company, I don’'t think he did.

MR. COCHRAN:
No, but I think there is a
- - maybe not a financiai i;;tement, but
a trial balance to consolidate.
You have got to have all the
numbers to consolidate.
MR. HOSTINSKY:
Right.
MR. KOLLEN:

Otherwise, you wouldn't

"have financial results for each one of

these legal entities.
MR. HOSTINSKY:
Oh, right.

We have a corporate chart of
accounts, and there is the trial balance
on a corporate consolidated chart of
accounts for all the entities.

MR. KOLLEN:

MARY VIRGINIA HUGHES, CS8R
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Is there some place, some
reference that you have that describes
the corporate, or the organizational form
and the ownership interests anrd the
financial or capital structures of each
one of these entities?

In other words, you must have

to know some of this information in order

"to do your work.

Do you have a reference source
that you rely upon?
MR. HOSTINSKY:

Yes, we have a master
listing that's compiled from the
secretaries' offices that keeps track of
the financial architecture.

MR. KCLLEN:
What's it called?
MR. HOSTINSKY:

I don't know that it has a

name. Gary, are you aware of any name?
MR. ZIMMERING:

If we preproduce this page
of this interview and hand it to your
lawyers, they would know what to go look

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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64
for to produce this l1list for us? They
will know exactly what we are after when
they come to 1it?

MR. HOSTINSKY:

Right. Call it a legal
structure chart.

MR. KOLLEN: .

_ Even though you used the
term previously the fiﬁancial
architecture, do you see that there is a
difference between the two?

MR. HOSTINSKY:

No. It is basically what
drives the financial architecture.

MR. KOLLEN:

What kind of information
does that listing have on 1it?

MR. HOSTINSKY:

Company name and
percentage ownership. Gary, does that
sound right? I.am trying to --

MR. ZIMMERING:

Debt financing? It
doesn't show equity and debt?

MR. HOSTINSKY:

MARY VIRGINIA HUGHEBS, CSR
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No.
MR. ROLLEN:
Certainly it must have an
organizational form on it?
MR. HOSTINSKY:
Yes, right. You can tell

that from Inc., or limited partnerships

in the percent.

MR. KOLLEN:

That comes from the BSC
secretary's office?

MR. HOSTINSKY:

Well, it generally, the
way it flows 18 Gary gets information
from the BSE secretary, and I guess the
BST secretary, and any changes for mail
for headgquarters, for Corp.

Essentially, the three
secretaries, BST, BSE and BSC.
MR. KOLLEN:

How frequently do you

obtain this listing; once a month?

MR. GRACE:

I obtain the listing from

BellSouth Enterpiises once a month.

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371




-—

Eaai N

O A V™

10
11
12
i3
14
15
16
17
18
19
20
21
22
23
24
25

90

66
BellSocouth, BST side, generally,
ls not changing quite as quickly, so
that's on an as-needed basis.
MR. KOLLEN:

Then you probably get BSC
monthly?

MR. GRACE: ) -

I have access to that
whenever I need it.

MR. HOSTINSKY:

Generally it's so small
and so few, we know about the changes in
that area. It's not like there i1s a long
list. We wish the BSE was the same
length as the BSC. But the corporate
covenants and tax rules, both overseas
and here, pretty much drive how many
entities you have.

Prom a controller's standpoint,
I would like to see half of what we have
got, but the tax and legal folks say no
way, Jose.
(Brief recess. )
MR. ZIMMERING:
"EERink#maybe awhichTone

MARY VIRGINIA HUGHES, CSR
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ofiyourigentlemen” knows“moro*ﬁbout the
- g -qt‘mﬂvns)t-ea-dq--‘-v‘r --—4 TR ey e

atfiliated transactiona, how" they are

e -

"billed, booked;*and :things like that?

MR. GRACE:
-Probably I:-would.
MR. ZIMMERING:

Let's start with an easy

one.

When you go back to work this
afternoon, what are you going to do about
the time you spent talking with us
today?

MR. GRACE:

What I will do -- I am
not sure how many hours we are talking
about here - -

MR. ZIMMERING:

Whatever it is.

MR. GRACE:

In the BellSouth
headguarters accounting system, we have
provisions for billing in about three or
four different ways, one is a general
allocation process, one is a specific
project process, and I guess the third

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 £§25-4371




92

@ < o u» b

10
11
12
13
14
15
16
17
18
18
20
21
22
23
24
25

68
major one is I guess what we call the
flow-through process.

To answer your question, within
the general allocation process, there is
a sub provision that allows me to
specifically identify time that carries
with it my salary and expenses and
loadings, that I can directly attribute
that‘amount of time to South Central
Bell.

And so what I will do, when I
£ill out my exceptioh time report at the
end of this reporting time period, is
that I will identify a certain number of
hours specifically to South Central Bell.

Cur accounting system will then
attribute that amount of time and
associated expenses to South Central
Bell, as apart from the normal occasion
of my time between the companies.

MR. ZIMMERING:

That's why it's called an
exception in time reporting?

MR. GRACE:

That 1s correct.

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 525-4371
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MR. ZIMMERING:

Because this is,
essentially, out of the norm?

MR. GRACE:

Normally my time is split
between Southern and South Central Bell
because of my regulatory support function
between, that's equally applicable to
those two companies.

While I am supporting one of
those companies in the, in this case
supporting a particular rate case
activity or a particular audit activity,
then I charge that time directly to themn.

Similarly, if I am preparing
some type of pleading or respondihg to
data request from a Southern Bell state,
I would charge that time directly to
them.

But a part of my time that I
can't identify to a particular proceeding
or particular state is allocated equally
between the two companies.

MR. ZIMMERING:

Normally, it's a 50/50

MARY VIRGINIA HUGHES, CSR
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split, unless you are working on a
particular project that you can do a
direct allocation or direct assignments.
MR. GRACE:
That is correct.
MR. BARON:
will it.be, once the

merger take place, or perhaps even now,

"will it go a ninth to each state, or be

to BST.

Do you have any knowledge how
that will work?

MR. GRACE:

From Bell South
Corporation, I will attribute it to BST.

MR. BARON:

And they will allocate
ic.

MR. GRACE:

They have a number of ways
they allocate expenses between states,
BST.

MR. BARON:

You would not designate

specifically that it is

MARY VIRGINIA HUGHES, C8R
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Louisiana-related?

MR. GRACR:

I can do that. At times I
do report that this particular expensé
was Louilsiana-related, especially on
voucher type expenses, that part of the
purpose would identify the location.

MR. BARON: A

o All right.

MR. ZIMMRRING:

Is any part of your job
not regulatory support function? That is
do you spend any time working for BSE?

MR. GRACE:

Only to the extent that I
am working with BSE on some regulatory
inguiry.

To answer your gquestion, all of
my time, in some form or fashion, is
directly tied to a regulatory activity.

MR. ZIMMERING:

So if you are working for
BSE, it would be in a context where there
was a, for example, transaction between a
BSE entity and one of the regulated

MARY VIRGINIA HUGHES, CS8SR
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be allocated to South Central Bell, or
BST, as the case may be.

MR. GRACRE:
Okay.
MR. BARON:
There is an example.
MR. ZIMMERING:
How is that négotiated?
MR. GRACE:
.As far as negotiated, it's
- - the formal negotiations, I think,
are not there, as one person sitting
across the table.
This cost accounting manual
here identifies those types of

transactions must take place, based on

the hierarchy.

And in the case of the rent at
the BellSouth headquarters building, it
would be in accordance with either market
value or fully distributed costs.

In the case of BellSouth
headquarters, we bill our subsidiaries
based on a market base for leases of
office spade, which we then look at and

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 5§25-4371
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101
determine that that is below what we
would charge if it was for the
disctributed cost basis.

MR. BARON:
To make sure I understand.
I understand that you actually
pay a lease payment to. a subsidiary of

BellSouth Corp., which has a lease for

‘whatever price it has; but you are saying

that the charge you make to South Central
Bell and Southern Bell is not based on
that cost; itc's someéhing less than or
equal to that, based on the market
agsessment?

MR. GRACE:

Let me go into it just a
little bit more.

The owner of the BellSouth
headquarters building is a company called
155 Peachtree Associates.

It's a partnership between
BellSouth and Carter and Associates, or
some organization of Carter and

Associliates.

BellSouth rents space, leases

MARY VIRGINIA HUGHBS, CS8SR
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102
space within that building.

- There are other tenants that
lease space within that building.

On a market basis analysis, we
have determined that the market base, in
other words, a comparable between the
BellSouth lease and an.outside temnant
lease in that building, is less than the
fully distributed lease rate would be;
and so we bill, through an overhead
process, the amount for the BellSouth
rental payment for the sguare feet that
we occupy in that building, is billed at
the lease rate of what the ocutside tenant
is paying in the same, in that building.

MR. BARON:

Which is less than your
actual cost?

MR. GRACE:

Less than the fully
distributed cost.

MR. BARON:

When you say fully
distributed, you mean the payment that
the company actually makes to the

MARY VIRGINIA HUGHBS, CSR
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partnership? What do ycu mean by the
MR. GRACE:

There are a lot of other
things that go into fully distributed
costing analysis, other tham just a
direct write the check, payment. There
dare all kinds of locadings that go on in
a, if BellSouth, under the joint cost
order, could pass on through as an
expenge oOf occupancy.

MR. ZIMMERING:

Is the fully distributed
cost applied to what would have to be
paid for the owners of the 1155
Corporation for them to fully recover
their investment? Is that what fully
distributed cost means in this
situation?

MR. GRACE:

Well, the owners of 1155
Peachtree, of course they recover cost
through the, their normal leasing
process, both from internal and from
external tenants; and, of course, their

MARY VIRGINIA HUGHES, CSR
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104
external tenants are not subject to joint
cost rules,

Maybe I have misunderstood your
question - -

MR. ZIMMERING:

We are still looking for a
definition of whose fully.distributed
coats.

MR. BARON:

In general we understand
what fully distributed cost is. I
thought we were just talking about the
rental, the space, the rental payment
component.

In other words, you have other
overhead costs = = and I wasn't, I
thought those would be passed on
independently of a lease payment. That's
what I - am having some confusion.

You were talking about lcading
additional costs on to what your actual
lease payment would be, or your rental
payment?

MR.. GRACE:

What I am saying is we

MARY VIRGINIA HUGHES, CS8SR
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only pass on, in the form of overhead
loadings for billing, the amount of the
BellSouth lease expense that is
comparable to leases of outside,
unaffiliated tenants within our building.

If our lease payment requires a
larger payment, then those are retaiﬁed.
We don't bill those through.

MR. BARON:

When you say fully
distributed costs, you mean the total
costs that you pass on to the - -

MR. GRACE:

If that 'is greater than

our comparable outside lease, then we

don't bill the fully distributed cost.

We only bill the "market rate" that is

being paid by outside tenants.
MR. BARON:

Whatever 18 lems is the

rule?

MR. GRACE:
Yes.
MR. HOSTINSKY:
l The general rule for

MARY VIRGINIA HUGHES, CSR
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affiliated transactions for products and
services is first tariff, 1if there is
one. If there ign't one, it's market.

If there is neither tariff nor
market, then the rule says You bill fully

distributed cost,.
The fully distributed cost

would apply to that nonreguygted

affiliate's cost, and c¢an indlude a

return, but it can't exceed the

interstate authorized rate of return,
11.25. '
MRS. HALPERN:

This is all, this oversees
all affiliated transactions, those rules
you just said?

MR. HOSTINSKY:
That's the rule.
MRS. HALPERN:

Where 18 that written, the

cost allocation - -
MR. HOSTINSKY:
Basically that's Part 64
dot 901.
If you want to deal with

MARY VIRGINIA HUGHES, CSR
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affiliated transactions that involve the
transfer of assets, that's Part 32 dot
27.

There is a very definitive set
of rules, and you would find all of these
concepts in those policy documents. We

go to great length to get at the very

issues you seem to be wanting to know

more ébout.
MR. ZIMMERING:

32 point 27 in Commission
language.

Who 18 the .-
MR. BARON:

Guy, did you have
something - -

ﬁ MR. COCHRAN:

I think what Gary, if you
look at numbers - - I am going to make
up some numbers -~ the fully
distributed cost of that building, and
that's basically maintenance and
depreciation, return on investment, is 90
percent of what makes up the FDC, would
be about $30 or $40 a square foot.

MARY VIRGINIA HUGHES, CS8R
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The lease rate that the outside
tenants are paying is like, I don't know,
this is somewhere in the ballpark, $18 a
square foot. What they are billing us is
$§18 a square feet. They may be paying
Camp and Neal, 1155, 19, 19 and a half€f.

Because when you set the lease
rate that the company was going to pay
for Camp and Neal, there were no eiternal
tenants.

The FCC came out with
clarifications after all this was done.
The lease was set up prior to the
hierarchy and all of that.

So there waas o e but
basically, the FCC said that market has
to be based on what you are selling it
for. You can't go out and do a survey of
buildings in this area and say that's
market.

Even though, to me, that's a
pretty good indication that's a market
rate, the FCC said no, if you are not
selling it, you don't have a market. If
we don't have anf tenants in that

MARY VIRGINIA HUGHES, CSR
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building, I would tell you that's better

than FDC, because FDC on a building is=s

substantially higher
foot.

MR. BARON:

than a per square

That's what I was confused

about.

You have a contract for lease,

and fully distributed cost is basically

if you incorporated the asset and

calculated your true
higher. And you are
rules were moved, if

based price it would

cost, which is a lot
saying that the
there is no market

move to fully

distributed cost as opposed to this

transacticn that you

lease.

have got called a

) MR. COCHRAN:

According to a literal

reading of the FCC rules and their

interpretation, if you don't sell it

outside, you charge FDC.

In the case of like a building,

if you don't have any other tenants, that

makes no sense.

around.

Because you can look

MARY VIRGINIA HUGHES, C8R
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MR. HOSTINSKY:
If you have market, you
must charge market. It's not an option.
MR. ZIMMERING:
Market, as you perceive
it, is defined by the FCC as a market for
identical space in the_idenﬁical

building, not market for office space

. downtown Atlanta.

MR. HOSTINSKY:
Third-party transactions
by the nonregulated affiliate.
MR. ZIMMERING:
Let me give you this
hypothetical and see how this works.

Bell South Corporation goes out

"and builds 1155 Platinum. At 1155

Platinum at fully distributed cost would
be $150 a sgquare foot, okay?

It enters into a lease. It
does the same thing that it does right
now, okay? It has a partner, and a lease
is entered into between Bell South
Corporation and 1155 Platinum for a

hundred bucks a sgquare foot.

MARY VIRGINIA HUGHES, CSR
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There are no other tenants.

According to the way yoﬁ read
the rules, $150 is what must be charged,
because that would be fully distributed
costsa, correct?

MR. HOSTINSKY:

Yes. ]

MR. ZIMMERING:

Or if the Rockefeller
Foundation wanted to pay $125 for that
space, $125 would be what was used.
Correct?

MR. HOSTINSKY:
That is correct.
MR. ZIMMERING:

However, the 1151 building
has only gold space available for $50.00
a square'foot -~ are you with me - -
and that can't be used as a market or
comparable.

MR. HOSTINSKY:
That is correct.
MR. ZIMMERING:
That helps me understand

how this works.

MARY VIRGINIA HUGHES, CSR
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MR. BARON:

Are there other
transactions similar to thise in the
corporation where you have to make an
assesgment as to market or fully
distributed costa?

MR. QOSTINSKY:
You have to make the
assessment on every transaction.
MR. BARON:
Every transaction.
MR. HOSTINSKY:

That's what the policies
and pfactices do is essentially give you
that guidance and assign responsibility
for making those assessments.

; MR. GRACE:

As an example, if an
employee transfers, say, from BST to
BellSouth headguarters, and his furniture
and personal computer follow along,
literally to make that asset transfer
from BST to Bell South Corporation, an
analysis has to be done on those assets,
to determine what their netbook value is

MARY VIRGINIA HUGHES, CSR
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1 versus their fair market value. And then
2 these rules determine whether the higher
3 or lower would be charged.
4 MR. HOSTINSKY:
5 Then, of course, we have
6 to engage an external auditor to audit
7 this entire process on. an annual basis,
8 that's also a joint cost.
9 MRS. HALPERN:
10 " Who is the major outside
11 tenant in Camp and Neal.
12 MR, HOSTINSKY:
13 Coopers and Lybrand is
14 probably > =
15 MRS. HALPERN:
16 That's your external
17 auditor?
18 MR. HOSTINSKY:
19 Yes. Prpcedures and
20 processes were put in place, actually
21 take place, and it deems both with
22 affiliated transaction side, as well as
23 the internal cost allocation side.
24 64901, 32 dot 27, as well as
25 the one itself. -

MARY VIRGINIA HUGHES, CSR
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MR. BARON:

This is Coopers and
Lybrand's audit?

MR. HOSTINSKY:

Yes. It was upgraded from
a test in '89 to a finamncial audit for
'90. _ N

MR. KOLLEN:

Do they issue a report
annually, then?

MR. HOSTINSKY:

Yes, they do.

MR. COCHRAN:

One more thing, the FCC
takes their work papers to Washington and
goes through their work papers.

Q It's not a, it's something the
FCC - - I think ultimately, when they
become satisfied that they are -- that
the firms understand what the FPCC wants,
they will probably stop doing that.

But the first three years of
this, they have, the FCC has reviewed all
the work papers of all the firms of all
the LECs, including GTE, Cincinnati.

MARY VIRGINIA HUGHES, CSR
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MR. HOSTINSKY:

They give us both
individual and industry feedback.

The industry feedback, from the
1989 round, has been made a part of the
CI-3 docket, and it has to do with some
consistency issues that they want; also
there are some issues about, when we make
changes'to the CAM, as to what the
magnitude of the change is.

And they have asked us to
quantify those or at least try to break
them into proper categories.

So that process of public
debate is8 in process, and we expect to

final order and will implement that as

quick as we can.

And, in fact, have implemented
most of the recommendations already.
MR. KOLLEN:
You get the feedback, who
from, the FCC?
MR. HOSTINSKY:
Yes, the FCC staff. The

audit staffl

MARY VIRGINIA HUGHBS, CSR
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MRS. HALPERN:

Are you saying that the
audit, this external audit would extend
to all of these transactions in the cost
allocations - -

MR. HOSTINSKY:

Yes, ma'am.

MR. LLEWELLYN:

One thing, too, to avoid
confusion, in the hierarchy of things he
mentioned the word tariff being the
highest level of it..

A lot of transactions may only
be selling of telephone service between
South Central Bell and a company that
happens to be affiliated and operating in
our area.

MR. HOSTINSKY:

Your cellular phone in New
Orleans, may buy from --

MR. LLEWBLLYN:

We provide telephone
service to everybody, but that everybody,
one of them may be an affiliated company,
that will show up in the affiliated

MARY VIRGINIA HUGHES, CSR
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transaction chart.
MR. BARON:

I was just wondering, on
an order of magnitude basis, the total
charges, 1f you know, from BellSouth
Corp. to BST, let's say, on an annual
basis.

This order of magnitude is all
I am looking for.
MR. GRACE:

From - - well, of course,

we haven't done a BST > S
MR. BARON:

If you have South Central

Bell and Scuthern Bell separate.
MR. GRACE:

- - from the general
allocation process, and these are real
broad numbers --

MR. BARON:
That's fine.
MR . GRACE:

I would thlnk in the
magnitude of 40 million dollars, from
BellSouth headguarters to South Central

MARY VIRGINIA HUGHES, CSR
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Bell,

From the project billing
process, that goes pretty small, to South
Central Bell, two to three million.

The other category that I
mentioned was flow-through billing.

That's largely because
BellSouth headguarters actually makes,
writes the checks to all the taxing
authorities, all of the property taxes,
state income taxes, the license taxes and
everything; and then out of our
consolidated tax organization at
BellSouth headquarters, and then directly
passes those to the company.

So there is several hundred
millions of dollars, as you can imagine,
of payment.

Now, those don't appear as
actual expenses on the BellSouth
headguarters books. They are merely paid
and then reimbursed by the company.

MR. BARON:

The general allocator is
50/50. So presuﬁably, there was 40

MARY VIRGINIA HUGHES, CSR
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million to Southern Bell as well?

MR. GRACE:

No.

MR. BARON:

It's not S50/507

MR. GRACE:

There are a number of
allocators that allocate various expenses.
from various functioms within BellSouth
headguarters.

Historically, the general split
between Southern and South Central of the
total BellSouth allocated charges was
about 36 percent, I believe, 37;
something like that, to South Central
Bell and about 51 to 52 percent to
Southern Bell, with the remainder to
BellSouth Enterprise.

MR. HOSTINSKY:

We have our own cost
accounting manual at BellSouth Corporate

that's based on the cost causative

doctrine. Just as the CAM in the¥BST

‘folks have to comply with, weIhave fa

similar type of icost “accountingmmanual

MARY VIRGINIA HUGHERS, CSR
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- MR. BARON:

Do you remember what the
project charges, roughly, would be to
Southern Bell? You had given two to
three million to South Central Bell.

MR. GRACE:
What they were before?
MR. BARON:

No. The order of
magnitude to Southern Bell. Is it about
the same?

MR. GRACRE:

About the same. Probably
a iittle bit more to Southermn Bell, but
not significantly more.

‘ MR. KOLLEN:

Percentages you had given
before, roughly 38 percent to South
Central, was it 52 to Southern Bell?

MR. GRACE:

51 to 52.
MR. BARON:

I think it was 35.
MR. GRACE: |

MARY VIRGINIA HUGHES, CS8SR
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It moves over time. We
recalculate the percentages every month.
That's affiliates. Just to take an
aggregate of some 70 or so differential
ratios and put them together into an
overall average,

MR. ABBOTT:
The figure you stated was
36 - -
MR. GRACE:
36 to 37.
MR. BARON:

For South Central Bell and
52 for Southern Bell and the remainder
was nontelephone.

MR. ZIMMERING:

Would you take a look
again at the chart - - okay, I need one
to look at - - can you tell me which of
these companies are profit centers? And
which ones are cost centers, for want of
a8 better word.

MR. GRACE:

Well, on the top row of

boxes, Southern Bell and South Central

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 §525-4371




147

[

N

W

>

wn

22

~J

[2+]

Lfs]

122
Bell would be profit centers.
MR. ZIMMERING:

All the rest are cost
centers?

MR. HOSTINSKY:

Yes.

MR. GRACE:

In the BellSouth
Enterprises group, I think pretty much
all of those would be profit centers.

MR. ZIMMERING:

Were they all profit
centers two years ago? Did some just
turn the corner?

MR. GRACE:

Well, maybe not following
your definition of profit center. Do
they stand on their own on a profit and
losa, not whether in fact there was a
profit or loss.

MR. ZIMMERING:

Oh, no, I want to know
whether in fact there was a profit or
loss. My fault with not defining profit

center properly.

MARY VIRGINIA HUGHES, CSR
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I want to know if they, in
fact, make money.
MR. GRACE:

I can't tell you for any
individual company.

MR. ZIMMERING:

What would I have to ask
for the company from 1984, 1989, 1988, tq
find out which of these companies, in
fact, made money.

| MR. LLEWELLYN:

Some of these companies

weren't owned -~
MR. ZIMMERING:

I understandg.

What pieces of paper would I
have to ask for? An income statement?
MR. HOSTINSKY:

That's the way you find
out.

MR. ZIMMERING:

An income statement on
each of these companies and that will
tell me whether, in fact, they were
profitable year ﬁo year.

MARY VIRGINIA HUGHES, CSR
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MR. HOSTINSKY:

Or just year, if you have

interest in the magnitude.
MR. ZIMMERING:

What corporate goals exist
regarding capitalization of unregulated
and regulated subsidiaries?

MR. HOSTINSKY:

You have to repeat that.

I am not sure I undersgtand.
MR. ZIMMERING:

What corporate goals exist
regarding capitalization, percent equity,
percent debt, of unregulated and
requlated subsidiaries.

MR. HOSTINSKY:

I am not aware of any.
MR. GRACE:

Not any specific ones.
MR. ZIMMERING:

To the extent that a
company was acguired, and it had debt
when it was acquired, and that debt has
been eliminated in one farm or another,
okay? So that the company is now a one

MARY VIRGINIA HUGHES, CSR
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hundred percent equity., the subsidiary
is, where did that money c¢come from to
eliminate the debt?

MR. HOSTINSKY:

It would either have come
from current operations or it would have
come from the pool of funds at the
corporate level.

I cannot think of any other
sources.
MR. ZIMMERING:

We know it didn't come
from debt, because you told us that Bell
South Corporation - - unless we may be
missing some little thing - - doesn’t

have any long-term, any long-term debt,

'and not a substantial amount of

short-term debt.
MR. HOSTINSKY:

Right.
MR. ZIMMERING:

Do all of the unregulated
subsidiaries of Bell Scuth Corporation
have egqual risk?

MR. HOSTINSKY:

MARY VIRGINIA HUGHES, CSR
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I ~ - I wouldn't have any
idea. I am certainly not involved in
anything that would give me any feel for
which ones would have how much risk.

MR. ZIMMERING:

Are you aware of a
show-cause order that was issued -- and
I don't know if it's actually, it was ]
called a show-cause order -- but an order
that was issued, I believe, by the
Alabama Commission regarding certain -
dollars associated with BAPCO and the way
the company was accounting for them?

MR. HOSTINSKY:

I am not.

MR. GRACE:

' I am generally aware there
was a proceeding. I am not familiar with
whatever information you have
referenced.

MR. ZIMMERING:

Do you know - - well,
when BST was formed, there were certain
BBS companies that were moved in to BST;
are you aware of that?

MARY VIRGINIA HUGHES, CSR
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MR. HOSTINSKY:

Yes.

MR. ZIMMERING:

Do you know why those
companies were moved into BST?

MR. HOSTINSKY:

I guess we made the
transactions, and I know what's been
happening. They formed a BBS company in
Enterprises, and they assigned BCI to
that company.

They then dividended that up to
corporate and we made an equity infusion
down to BST.

The primary motivation we were
given for making that transaction was
primarily corporate governments and tax
reasons.

MR. ZIMMERING:

What is corporate
governments?

MR. HOSTINSKY:

Legal reasons as to how
you can move legal entities around within
different holding companies.

MARY VIRGINIA HUGHES, CSR
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i The plans are that we will form
2 another holding company with which we are
3 calling BBS-II, and we will put BellSouth
4 Communications, let's see, 1it's BCS.

5 I guess I would have to go with

6 the adronym, BellSouth Communications

7 System, in Dataserv and we will follow

8 the same process.

9 When BBS-I and BBS-II meet on
10 the other sidg. those two will be merged.
11 The reason for that, again,

12 corporate governments and the tax reason
13 of protecting the tax bases for those

14 acquired acquisitions on BCS and on

15 Dataserv.

16 MR. ZIMMERING:

17 . So other than the tax

18 reasons, do you know of any other

19 substantive reason why they meshed

20 properly in BST and elsewhere, why those
21 companies were moved?

22 MR. HOSTINSKY:

‘23 No.

24 MR. ZIMMERING:

25 Do you know any reason why

MARY VIRGINIA HUGHES, CSR
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1 Bell South Advertising and Publishing,

2 L. M. Berry and Company, tech staff were
3 not moved into BST?

4 MR. HOSTINSKY:

5 No.

6 MR. KOLLEN:

7 Do you know who made the
8 decision to move those companies,

9 Dataserv and BellSouth Communication

10 Systems, into BST in the manner in which
11 you described?
12 MR. HOSTINSKY:
13 No, except for the legal
14 and tax context it is. But in terms of
15 who made the decision, I don't know how
16 that decision was made.
17 * MR. KOLLEN:

18 How is it communicated to
19 you to do this type of transaction? Who
20 tells you that this is going to happen;
21 we want you to record the effect of it.
22 MR. HOSTINSKY:
23 Primarily, it comes
24 through the legal people who are involved
25 in corporate governments. Frequently a

MARY VIRGINIA HUGHES, CSR
(504) 522-1515 §25-4371

154




155

10

11

12

13
14
15
16
17
18
19
20
21
22
23
24

25

130
tax attorney that gives us guidance in
terms of structure.

MR. ZIMMERING:

‘ﬁhere does that person
fall within the organization?

MR. HOSTINSKY:

BSC legal.

Usually there is a series of
meetings, once you have a proposed
transfer in which all disciplines are
invited to give discipline; and in this
case, multi-company, multi-discipline had
some sessions, and usually, unless there
are any unusual situations, the tax and
the legal considerations pretty much
drive the accounting.

) MRS. HALPERN:

Why is 1155 Peachtree, and
Carter and Associates, why are those
entities listed on here? Or are they? I
am referring to the BellSouth Corporéte
gstructure chart, in section four of the
cost allocation.

MR. GRACE:

It's a nonconsolidated

MARY VIRGINIA HUGHES, CSR
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MRS. HALPERN:

Is that cone of the
guidelines you follow in listing the
equity ownership, whether it's a
nonconsclidated partnership?

MR. ZIMMERING:

This is what you are

talking about earlier?
MR. HOSTINSKY:

These are corporations -as

opposed to partnerships, right.
MR. ZIMMERING:

Any venture that
BellSouth, or any of the affiliated
companies might be involved in that takes
the form of a partnership or limited
partnership, would not appeaf on this
structural sheet?

MR. HOSTINSKY:

Right.

MR. KOLLEN:

That explains why these

are all corporations. Thank you very

much.

MARY VIRGINIA HUGHES, CSR
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MRS. HALPERN:

Can you tell us what the
partnerships are that you would have an
eqgquity interest in?

MR. HOSTINSKY:

I asgsume you are going to
ask for that list. That 1list will have
all of them.

MR. KOLLEN:

You will be sure to know
what we are asking for.

MR. COCHRAN:

Aren't most of them,
though, cellular. You have 1155, and
that's almost an exception.

Everything else is a
corporation except for those masgsive
numbers of cellular.

MR. ZIMMERING:

Those are the ones in
partnership with other companies to
provide the cellular service,.

MR. COCHRAN:

Yes.

MR. HOSTINSKY:

MARY VIRGINIA HUGHES, CSR
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Those are the ones that
came about as a result of the lottery
process, the manner in which the FCC
igssued the nonwireline licenses. That's
why you have so many.

Plus on the foreign side, I
think there may be some partnerships
there, but all those things are tied up,
basicaily, in our efforts to partner up
with people that have ties and influence
in particular countries.

MR. LLEWELLYN:

You may want to clarify
the lottery.

MR. BARON:

Did the partnerships tend
to report up through the corporate
structure, based on function, cellular,
then it would be through - -

MR. GRACE:

Within the mobile systems
group.

MR. HOSTINSKY:

Right. And you have got,
of course, the pértnership at 1155, and

MARY VIRGINIA HUGHES, CSR
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you have a few real estate partnerships
in Sunlink.

MR. KOLLEN:

1155 partnership is under
Sunlink?

MR, HOSTINSKY:

No.

MR. KOLLEN:

Where on this chart would
that flow through, even though it's not
shown on the chart. Would it be under
BSE?

MR. GRACE:

Which one?
MR. KOLLEN:

1155 Peachtree,.
MR. GRACE:

Straight to Bell South
Corporation.

MR. HOSTINSKY:

Right.

MRS. HALPERN:

Are there entities other

than joint partnerships that we should be

locking for?

MARY VIRGINIA HUGHES, CSR
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135
MR. ZIMMERING:
That are not on here?
MR. HOSTINSKY:

There may be some down in
the BEnterprises area. If there are, they
will show up on that other.

I cannot think of any
significant.
MR. ABBOTT:

I think we operate like
Louisiana law, but there is no difference
between a joint venture and a
partnership.

MR. COCHRAN:
On Mobility, the Mobility

corporate, all those partnerships would

beé consolidated up through there. For
their financial - - when I say
consolidated -- the earnings of all

those partnerships would be reflected in
the Mobility's earnings.
MR. HOSTINSKY:
That 1is correct.
MR. BARON:
Yes. That's what I

MARY VIRGINIA HUGHES, CSR
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understand you to say.

MR. HOSTINSKY:

We have a couple of
cellular properties that we don't have
control of that aren't consclidated.

But they flow up, too, - -
they throw up through Enterprises, I
believe.

MR. BARON:

I have got a guestion.

I think early on, you had made
a reference to the sérategic plan.

Is there, to your knowledge, is
there a BellSouth Corporate strategic
plan?

MR. HOSTINSKY:

Well, you know, I am not
that familiar with the document itself,
but we have a strategic planning group;
and whether it's guoted in one, embodied
in one document or lots of different
documents, I am not that familiar with.

We have a departmental
strategic plan that goes at input to the

strategic planning process.

MARY VIRGINIA HUGHRS, CSR
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MR. ZIMMERING:

Do most departments have

such a strategic plan?
MR. HOSTINSKY:

At BellSouth Corp., they
do. I am not that familiar with how all
the other functions do their planning.

MR. BARON:

I have an organization
chart dated 12/90. There is a group
called corporate planning and budget and
under it ié director financial
management, director corporate planning.
Is that where strategic‘planning is
located?

MR. HOSTINSKY:
) Yes. Clem Patton is the
officer that has authority, both - -
MRS. HALPERN:

That would extend to
Enterprises, unregulated entities, as
well as the telephone companies?

MR. HOSTINSKY:

Again, I think it's more

set up where they have their own

MARY VIRGINIA HUGHES, CSR
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is one of

those functions that is also not only

found within legal entities,

function that transcends the

but is a

corporation,

just like auditing taxes, controls

treasury.

All those things have to mesh.

So they have horizontal and vertical

linkage.
MR. BARON:
Have you ever
so-called strategic plan, or
document for BellSouth Corp.

MR. HOSTINSKY:

No, I haven't.

MRS. HALPERN:
Have you?

MR. GRACE:

Seen a

planning

Not except for the one

that Mike referenced for our particular

part. I have never seen a document that

was titled BellSouth strategic plan that

incorporated everything.

MR. KOLLEN:

What time horizon do you

MARY VIRGINIA HUGHES,
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Prepare, what time horizon do you operate
under when you prepare your strategic
plan for your department?

MR. HOSTINSKY:

Prior to the financial
plan, so I think usually like late
summer.

MR. KOLLEN:

For how many years into
the future.

MR. HOSTINSKY:

Once a year. I think ours
is more qualitative. The primary focus
is into the next year, in terms of
specific.

And then, you know, when you
start your financial plan, then you try
to make sure that you are addressing the
things in there and assigning resources
and so forth.

MR. BARON:

These are the broad-based
goals, so to speak?

MR. HOSTINSKY:

Right, yes.

MARY VIRGINIA HUGHES, CSR
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MR. BARON:

Did you have any
involvement in the process that the
corporation went through in deciding to
restructure and then, ultimately, merge?

Were you involved in that in
any way?

MR. HOSTINSKY:

I was. I was interviewed
by John Gunner from the management
structuring side; and then after that.
process and the decision was made that we
were going to go to a different
management structuring, that we were
going to manage the nine gstates, as one,
I was asked to provide input to him a
coduple of times on the gquestion of .
whether we should collapse legal entities
or not.,

Bagically, gave him the, what I
think is the, pretty much the
controller's viewpoint of that.

And that, basically, that when
you made the decision we did on the
management restructuring, that the

MARY VIRGINIA HUGHES, CSR
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collapsing of the legal entities was just
a logical extension of that. And that it
was probably the most humane thing you
could do to control those people.

And, basgically, straightforward
as that.

The logic is pretty simple.

The logic is the transactions are the
recot of ali evil. And if you look at
these affiliated transactions, between
Services and Southern and Scuth Central,
you think about whatlthose transactions
generate, essentially you have got, first
of all you have got a cost allocation in
the company that initially incurs the
cost.

So you have to go through this
exercise of putting it in a cost pool,
maybe keeping part of it, maybe getting
the other part of it ready to bill; then
you have got a billing transaction, such
that you send it out.

And then, when it goes over to
the octher affiliate, you have got
somebody that's got to receive it. And

MARY VIRGINIA HUGHES, CSR
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since you have got receiving and sending,
generally you have to have somebecdy to
track it to referee the receivers and
senders.

Then you have to have another
cost allocation process to go down within
the receiving company, such that it goes
through the reg, nonreg, jurisdictional
allocations and finally gets down to the
bottom line.

So, basically, the management
structure they had chosen, from a
controllers' standpoint, was a nightmare.

That's not to say we couldn't
do it, because, I mean given enough
computers and given enough accountants,
we would be able to generate some
systems.

But for a while, if the poor
guy out in, I guess I should use
Louisiana - - although I have served my
tour in a couple of other
jurisdictions - - the poor guy in
Louisiana down there, 1if he happens to
have responsibilities for three or four
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states, when he goes to open his mail, he
is going to find he gets lots of letters
from Birmingham, Jackson, Louisville, as
well as his own local controllers people.

Then he is going to have to
take all those things and pull them all
together and figure out the cost
information he needs to run the
business.

MR. BARCON:

When you first became
aware a decision to restructure had been
made, was there any gquestion in your mind
there would be a legal merger that
followed?

MR. HOSTINSKY:

: I guess I wasn't sure. I
had been interviewed early on. Of course
the external environment and the business
needs always prevail. That's the
overriding consideration, because you can
make the accounting work.

I guess what I started hoping
for was once that decision was made, ang
departments starﬁ understanding what it
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was going to take for them to get the
information they need to run the
business, that there would be a ground
swell for collapsing legal entities.

And, you know, I was delighted
to see that Mr. Gunner was asked again to
review the issue of what you should do
about the legal entity.

And, of course, I have some
friends in other companies, because I
have external responsibilities; and ;hé
U. S. West people had been warning me,
and had actually sympathized with me,
once they found out we were going to
management restructuring without
collapsing the legal entities.

And I had hoped at that time it

5\

would happen.

Eventually the issue came up,
and, of course, we gave a lot of input,
basically along the same lines I just
gave you. It's a lot easier to do one
set of internal cost allocations than it
is to do multiple transactions.

And that, basically, by
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collapsing into one legal structure, you
eliminate tons of intramural transactions
that don't add value to the business.

Fortunately, the decision was
made to seek approval to collapse the
legal entities.

MRS. HALPERN:

I was asking you before
about the policy matters that seem to
have, getting general guidance as to what
was in these policy letters when we went
off on a tangent.

So can you kind of go back to
that area? We were talking about
affiliated transactiong and guidelines
related to that.

)  You said something about there
being a certain level at which you
wouldn't enter into an affiliated
transaction; is that right? If 1it's too
low?

MR. HOSTINSKY:

Well, the, I guess the
exeacutive director that we had that
governs thé affiliated transactions in

MARY VIRGINIA HUGHES, CSR
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general says 1if it's not financially or
strategically important, that we would
not enter into those sorts of
transactions.

Those are basically judgment
calls made by officer level, the vice
president, controllers, and BST, BSE, and
BellSouth Corp.

MR. ZIMMERING:

Is that something you
would look at current affiliated
transactions and try'to eliminate some,
or would it be more in the context of,
when we are looking at new affiliated
transactions, let's apply these
guidelines?

\ MR. HOSTINSKY:

That was designed, when we
put it in, primarily as a prospective
type arrangement, once we found we needed
itc.

But at the same time, we have
this annual audit process, so we get
feedback every year; and as a result of
that feedback, we take whatever s8teps we

MARY VIRGINIA HUGHERS, CSR
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feel are necessary to alter or change
existing relationships.

MR. ZIMMERING:

Are you affirmatively
trying to cut down; I mean every year, do
you look and say let me pare down
affiliated transactions, so this year
there will be X minus 20007

MR. HOSTINSKY:

Yes. I give you a perfect
example. Last year the FCC Ultra came
in. He did not like a company called
TeleSensor.

I don't know a whole lot about
thig company except they did computerized
controls for heating and air conditioning
systems in large buildings.

And there were some
transactions between BSE and the
regulated companies, I think perhaps for
column A, or some other buildings within
the regulated side. .

And what he disliked was not so
much that the costs were different,
because we use the same elements of cost,

MARY VIRGINIA HUGHES, CSR
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but what he didn't like was the fact that
thege were all custom projects and there
was really no assurance as to how many
units of labor that it would take, or
units of material.

And he raised the issue, and
was concerned about the appearance or the
inability of the regulatory safeguard to
address that concern.

So it didn't take us too many
months after that before we decided that
the regulatory noise was not worth it.
And Enterprises disposed of that
particular line of business.

And, you know, I don't know
exactly how the decision was made on
their side, but certainly when the
findings came out, and the discussions
that were held, it was agreed with the
BellSouth Corporate and BellSouth
Enterprises people, that that was not the
kind of transaction we wanted to
continue.

It just wasn't worth the
regulatory noise. Sa kaput.

MARY VIRGINIA HUGHEHES, CSR
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MRS. HALPERN:

How often does the FCC do
audics of affiliated - - like what vyou
just described?

MR. HOSTINSKY:

Periodically.

They did one last year.

I have heard rumors that NARUC
is pushing for a joint NARUC FCC audit,
that would take place next year

MR. ZIMMERING:

When was the last one
prior to last year?

MR. HOSTINSKY:

I think that was the first
on the FCC side.

MR. GRACE:

FCC staff audit. We had a
station audict.

MR. KOLLEN:

Was that every affiliated
transaction, or was that selécted, in
selected areas, or just an overview?

What was the scope of that FCC
trangaction audit?

MARY VIRGINIA HUGHES, CSR
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MR. HOSTINSKY:

Well, I know they came and
spent a week with the regulated carriers
in looking at BellSouth Services, and
then they planned one week on some of the
Corporate and Enterprises subsidiaries;
and then they expanded right at the end
to include an additional listing of
ccmpanies.

So I don't know. I don't
believe I can say they got every single
affiliated transaction, but it appeared
to me, as an ex-auditor, perhaps they
went through and used the initial review
they made when they came in to expand

their scope to satisfy whatever risk

elements they placed on the whole subject

matter.
MR. KOLLEN:
Is there a report?
MR. HOSTINSKY:
No report has‘been issued
so far.

MR. ZIMMERING:
Give me an order of

MARY VIRGINIA HUGHES, CSR
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magnitude. In 1990, how many affiliated
transactions there were in Bell South
Corporation. Are we talking 10,000, a
hundred thousand?

MR. HOSTINSKY:

I am not sure. You are

talking about individual transactions?
MR. ZIMMERING:

I don't know. However you
guys define them..

MR. HOSTINSKY:

The easiest way toc look is
look at CAM and look at the affiliated
transaction section and see how long the
listing is.

You can compare length of

listing.
MR. ZIMMERING:
I do not understand what
you are talking about. Do you want me to

go down the affiliated rules description
of services?
MR. HOSTINSKY:

That's the complete

listing at any given time of the

MARY VIRGINIA HUGHES, CSR
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affiliated transactions.
MR. ZIMMERING:

If we include telephone
service, for example, and you included
each line or each call separately, we
would be talking about millions and
millions of affiliated transactions, or
billing done by one entity for another,
we are talking millions and millions of
transactions.

MR. HOSTINSKY:

I don't know about
billing.

MR. ZIMMERING:

Not by itself.
Telecommunications services, aggregated
with that, telecommunications services
daily, okay?

MR. HOSTINSKY:

Right, sure.

MR. ZIMMERING:

Legal and medical services
on request; public affairs involving
federal regulatory and federal
legislative activities.

MARY VIRGINIA HUGHES, CSR
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Anything I look at that says
daily might be billed as a separate item,
providing financial services such as
securing capital = that's a bad one
MR. GRACE:

They are accumulated daily

and billed on a monthly basis.
MR. ZIMMERING:

In your mind, it wouldn't
be fruitful to say on an order of
magnitude there were X number of
affiliated transactions.

MR. HOSTINSKY:

Right. We look at it from
a classes of transactions standpoint.

e Part of the discussicn, when I
gave input in terms of my speech,
transactions were the root of all evil,
was essentially that if you played
what-if, and you collapsed the legal
entities, you can probably shorten that
section of the cost accounting manual by
a considerable number of pages.

MR. ZIMMERING:

MARY VIRGINIA HUGHES, CSR
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But the transactions
themselwves wouldn't change.

MR. HOSTINSKY:

The transactions would go
away.

MR. ZIMMERING:

The services provided
would not change?

MR. HOSTINSKY:
That is correct.
MRS. HALPERN:

The company dgets to decide
the classes of transactions? The FCC
doesn't have rules which say - -

MR. HOSTINSKY:

Right.

) MRS. HALPERN:

-- you can do this and
this. The company decides that, right?

MR. HOSTINSKY:

Right. There are some
legal requirements, I underﬁtand, on
certain types of transactions, I know
particularly when you get into cellular.

MRS. HALPERN:

MARY VIRGINIA HUGHBES, CSR
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1 What is something that

2 would be a financially, of enough
3 financial importance to be an affiliated
4 transaction?
5 MR. HOSTINSKY:
6 Well, you know, I think
7 the ones we have got listed.
8 MRS. HALPERN:
9 Is there a general dollar
10 - -
11 MR. HOSTINSKY:
12 No.
13 MRS. HALPERN:
14 - - guideline.
15 MR. HOSTINSKY:
16 Strictly from a judgment
17 -standpoint.
18 MRS. HALPERN:
19 What 1s the strategic
20 importance; what are some of those
21 guidelines that the officers would
22 follow? -
23 MR. HOSTINSKY:
24 I think, you know, my boss
25 looks at it, but basically, you know,
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does it make sense, is it likely to be a
major contributor at some point in the
future; or is it absolutely necessary,
such that it cannot be provided from an
external source or another more
appropriate internal source.

MR. ZIMMERING:

Igs that a guideline that
y'all try to apply, that is is it so
necegsary to be provided internally
because it can't be provided by an
external source, ecoﬁomically?

MR. HOSTINSKY:

I think it could be; I
can't recall when it's ever been used
along those terms since it went into
place.

MR. ZIMMERING:

Maybe I didn't say that.

Is that a criterion against
which you try to back up your affiliated
transaction? That is do we ﬁeed to do it
internally, because we can't do 1t
economically from a third-party?

MR. HOSTINSKY:

MARY VIRGINIA HUGHES, CSR
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MRS. HALPERN:
You referred to an
external audit conducted by Coopers a
Lybrand, regarding affiliated
transactions.
How often is that done?
MR. HOSTINSKY:
It's done annually.
MRS. HALPERN:
To what degree do they
look at each transaction?
MR. HOSTINSKY:
They do encugh to be a
to render a financial statement opini
on the level of unregulated services

nonregulated services.

157

nd

ble
on

and

I don't know how else I would

characterize it. They issue an opini
that we have compliance.
MR, GRACE:
Can I give you an
example?
MR. ZIMMERING:
Compliance with what,.
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before you start, I am sorry.

MR. HOSTINSKY:

Joint cost order
compliance.

MRS. HALPERN:

With the FCC's joint cost
order compliance?

MR. HOSTINSKY:

Yes.

MR. 'GRACE:

As an example, BellSouth
Mobility provides, sells, cellular
service to Southern Bell executives, or
South Central Bell executives.

They would go in and look at
the rate that BellSouth Mobility is
charging Southern Bell for the provision
of those services; they would then go and
look at external transactions that
BellSouth Mobility has with unaffiliated
parties, and make sure that the charges
for the same type of services that's
being provided are the same to both of
those parties.

Now, they don't go and look at

MARY VIRGINIA HUGHES, CSR
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every individual cellular line that
BellSouth Mobility charges; they just
make sure it's being charged according to
the price list and the, to the general

public.
MR. ZIMMERING:

They wouldn't go look at
Radiofone's cost of providing that
service to see how it stacks up against
BellSouth Mobility.
MR. GRACE:
That is right.
Specifically, the FCC does not allow that
to happen.
MR. ZIMMERING:
That was a conversation we
had before about the Platinum building.
I wanted to make sure that's where we
were.

MRS. HALPERN:
Are there affiliated

transactions excluded from the joint cost
auditc?
MR. GRACE:
Not to my knowledge.

MARY VIRGINIA HUGHES, CSR
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MRS. HALPERN:

Do they audit the
transactions in a way that would
determine whether each state's particular
regulatory requirements associated with
affiliated transactions are being met?

Does it go to that level of
detail?
MR. HOSTINSKY:

I don't believe it gets
down to the individual state allocation,
although we fregquently, you know, have
states that want to look at the work
papers.

But in terms of their testing,

you Kknow, they are not testing down to

that level. They are primarily

interested in making sure that there is
an absence of cross subsidy issues and
that the reg and nonreg amounts that we
issue in the financial statements that we
provide the FCC are proper.

MRS. HALPERN:

Who negotiates the

affiliated'transactions?

MARY VIRGINIA HUGHES, CSR
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MR. HOSTINSKY:

Well, there is an approval
process that approves a class, and then,
Yyou know, once they are approved by the
level of approval we reguire, which is
the vice president controller level, the
negotiation is over.

MRS. HALPERN:
That's vice president,
controller in Corp., corporate?
MR. HOSTINSKY:
BST.‘
MRS. HALPERN:
BST?
MR. HOSTINSKY:
BST Corp. and BSE.
' MR. ZIMMERING:

Could you desacribe that
approval process in a little more
detail?

MR. HOSTINSKY:

Well, I guess it's the
initiating company who is providing the
service would be the initial person to

make a proposal.

MARY VIRGINIA HUGHES, CSR
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That would go up within that

" particular entity, it would be documented

and then that documentation would be
provided to any other vice president
controller that was affected by those
transactions; and then there ig a third
requirement that BellSouth Corporate look
at it from a compliance standpoint from
the joint cost order.

Because my staff has the, a lot
of the joint cost order expertise and
the, and is plugged into the latest
gstandard gsetting processes; and three of
those gentlemen sign off and that's how
the transaction is approved.

MR. ZIMMERING:

Is it often that the terms
of the transaction change from the
original proposal?

MR. HOSTINSKY:

Well - -

MR. ZIMMERING:

Five percent of the time,
ten percent of the time?

MR. HOSTINSKY:

MARY VIRGINIA HUGHES, CSR
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The feedback I have
gotten, particularly from the BellSouth
Enterprises staff, is that a lot more
trangsactions are being sgquelched early
on, and are never making it up to the
approval process.

They never get into the
documentation standpoint, primarily .
because they have trouble overcoming that
hurdle of financial and strategic
importance.

So I would say since we put the
procedure in place, the number of
transactions that you hear discussed for
potential affiliated transactions has
decreased.

) MR. ZIMMERING:

Po transactions have to
come up - - I think we are close to done
-- periodically for review? Or can an
arrangement which was entered into four

years ago still be in effect?

DPe most of them have terms?

MR. HOSTINSKY:

Nb. They are set up,

MARY VIRGINIA HUGHES, CS8SR
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1 generally, as ongoing. But what happens
2 is that the specific transaction testing
3 takes place in the annual financial
4 compliance audit.
5 And so you have the initial
6 approval and then we rely on the annual
7 audit process to capture any problems
8 with them,
9 MR. BARON:
10 Are you the liaison
11 between Coopers and Lybrand on the
12 affiliated transaction auditse?
13 MR. HOSTINSKY:
14 Yes, I am.
i5 MR. BARON:
16 You mentioned some states
17 requested the work papers. Do you recall
18 which states those were?
19 MR. HOSTINSKY:
20 Florida.
21 MR. GRACE:
22 I can name some of them.
23 I know the Florida staff has reviewed, in
24 the past = = now s = Tennessee has,
25 South Carolina and North Caroclina - - I
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don't recall whether the Georgia staff
has looked at them or not.

MR. HOSTINSKY:
I don't kKnow.
MR. GRACE:
Those are the ones I
recall.
MR. BARON:
All right.
MRS. HALPERN:

"Did either of you have
responsibility in negotiating L. M.
Berry, BAPCO contract?

MR. HOSTINSKY:
No.
MR. GRACE:
No.
MRS. HALPERN:
Do you know who did?
MR. HOSTINSKY:
I don't.-
MR. GRACE:

It would have been

negotiated between those two companies.

MRS. HALPERN:

MARY VIRGINIA HUGHES, CSR
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But approval of that
contract would have gone through your
corganization?

MR. HOSTINSKY:
That was probably done
before we put this process in place. Seo
- - I don't know when that contract was
negotiated, but this process has been in
place roughly a year, maybe a year and a
half.
MRS. HALPERN:

Prior.to then, the two
companies would have approval of the
contracts they negotiated, the buyer and
the purchaser?

MR. HOSTINSKY:
N I don't know.
MRS. HALPERN:

You don't know what

process was in place?
MR. HOSTINSKY:

Right.
MRS. HALPERN:

I understood you to say
that your group now would look at all
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affiliated transactions, or all
categories of it; is that right?

MR. HOSTINSKY:

Right .

MRS. HALPERN:

’ And have the ultimate
approval; is that right?

MR. HOSTINSKY:

We don't have the ultimate
approval. The controllers organization
has approval on new classes of
transactions. That's not just a
corporate function. That's a function of
both BST controller and the BSE vice
president of finance cver there,

Because the controller is not
at officer level, but then, you know, the
ongoing compliance audits generally take
care of anything that has taken place
since then, but they also capture the
transactions that were created before we
put in this approval process.

MR. ZIMMERING:

What you were telling Mras.
Halpern is you don't know what approval

MARY VIRGINIA HUGHES, CS8SR
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Process was necegsary one year and one
day ago.

MR. HOSTINSKY:

Right.

MR. ZIMMERING:

Do you have any idea what
approval process was necessary one year
and one day ago for affiliated
transactions?

MR. GRACE:

I don't think there was a
formal approval process. That was the
purpose of putting this structure into
place.

But any contracts between
companies, at least significant
contracts, would have been signed by
officers of each one of the companies
involved.

MRS. HALPERN:

Let us have a minute or
two.
(Brief recess. )
MR. ZIMMERING:
Let me get one thing

MARY VIRGINIA HUGHES, CSR
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clear.

You indicated an officer from
the buying company and an officer from
the selling company had to sign off.on
whatever the affiliated transaction is,
and then it came up through your
organization.

Your organization's role was to
make sure that the transaction complied
with the manual in one of the necessary
respects, but that 1is the only reason you
would look at it.

Is that a fair statement, if it
wasn't your affiliated transaction?

MR. HOSTINSKY:

Right. It really doesn't
96 to them separately and then come up to
us; it goes all at the same time.

MR. ZIMMERING:

You don't look at it for
reasonableness, would I enter into 1it,
ahything else, you see if it complies
with the manual, that's the last you deal
with it, if the guys from BSE and South
Central Bell are happy. that's it, boom.

MARY VIRGINIA HUGHES, CSR
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MR. HOSTINSKY:

Yes. I think the vice
controller has the sufficient knowledge
and expertise to make his own independent
judgment as to whether it's finamncially
and strategically important, he can give
input to that decision.

MR. ZIMMERING:
That's the guy at Bell or
Enterprises, not you.
MR. HOSTINSKY:
All three of them.
MR. ZIMMERING:

Are you telling me you do

have substantive inputs as to whether or

not the transaction should be entered

b

into.
MR. HOSTINSKY:
Sure.
MR. ZIMMERING:
You do it for every
transaction you check.for compliance.
MR. HOSTINSKY:
Yes.
ﬁR. ZIMMERING:

MARY VIRGINIA HUGHES, CSR
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What criteria do you
apply?

MR. HOSTINSKY:

That's where the
controller makes a persoconal judgment
based on his background, knowledge,
understanding of the proposed
transaction, and he frequently may have
discussions with the vice president
finance and Enterprises, and the vice
president controller in BST, and they
collectively put their judgment to it and
buy off on it. It's all done.

MR. ZIMMERING:

Is one of the criteria
whether or not the company as a whole
will be better off profitwise, Bell South
Corporation, if the transaction is
entered into?

MR. HOSTINSKY:

You know, there 1is no
written list, but I would suspect so.
That's the standard they agreed to is
financially and strategically
significant.

MARY VIRGINIA HUGHES, CSR
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MR. ZIMMERING:

What criteria would you
apply if you were having to judge whether
or not, from your posgition, a transaction
should be entered into?

We already established one.
Whether the company as a whole would be
more profitable with or without the
transaction. What else?

MR. HOSTINSKY:

From my position? Whae I
do is I guess I give the vice president
controller at corporate counsel on
whether I think the transaction structure
complies with the joint cost order and
then he takes my input and he makes his
own independent assessment, collectively
with the other three, as to the
appropriateness of the financial and
strategic implications.

MR. ZIMMERING:

What does he look at.

What criteria does he apply to see
whether it's appropriate?
MR. HOSTINSKY:

MARY VIRGINIA HUGHES, CS8SR
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He doesn't have to look at
anything.

MR. ZIMMERING:

Does he apply no
criteria.

MR. HOSTINSKY:

No. There is
documentation that's been prepared,
remember, that describes the categories
of transactions, why they are important,
what they are intending to do, what the
proposed relationships are, you know, how

- - how those particular transactions
may grow over time.

But he doesn't have to have a
punchlist with his background
eﬁperience.

MR. ZIMMERING:

All I am asking is other
than is the company more profitable with
or without this transaction, and. does it
comply with the joint cost manual, you
can't, today, identify any other
criterion which should be applied in
general by your boss when deciding

MARY VIRGINIA HUGHES, CSR
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whether to sign off on this transaction?
MR. HOSTINSKY:

Again, only the financial
and strategic implications of it. If it
is strategically important, it doesn't
have to necesgssarily, you know, produce
financial windfall.

MR. ZIMMERING:

That's all I have. It may
very well be that we will ask either to
talk to you guys again, or actually maybe
even someone else on these transactions
after we take a look at maybe the last
audic done, or an example of a Coopers
audit, or the FCC comes down with
something in writing.

: I think now we c¢ould go for a
long time asking a lot of individual
gquestions we might be able to avoid if we
looked at the pieces of paper first.

MRS. HALPERN:

Up to the point that the
decision is made to enter into the
transaction,rthere is no external
congultants or auditors or anyone who is
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intercompany decision?

MR. HCOSTINSKY:

We will frequently ask the
coungsel of Coopers and Lybrand did,
simply, but because they operate in the,
the industry group that generally does
those kinds of audits, and they share
amongst themselves particular findings,
and they may be able to get inputs and
insight into exactly what the latest
standards are in these particular areas;
because you are going to be, I think,
somewhat amazed when you go back and look
at sections 64901 and 32 dot 27, because
these are not great lengthy codification
of rules. They are very general
guidelines.

You probably could get the
entire set of rules on probably the front
and back of a single sheet of noteboock
paper.

So those rules form the nucleus
of the standards, and those standards are
evolving and are continuing to evolve as
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1 to the, exactly what the requirements
2 are.
3 And so it takes considerable
4 judgment on behalf of the company before
5 it chooses to enter into those
6 transactions. And that's why the
7 approval level on those transactions is
8 so high.
S MRS. HALPERN:
10 These reports would be
11 written?
12 MR . HOSTINéKY:
13 Yes.
14 _ MR. BARON:
15 Does Coopers and Lybrand
16 just order compliance with the Part 64
17 accounting, as opposed to examining the
18 reasonableness of an affiliated
198 transaction?
20 In other worde, if it meets the
21 criteria of, that's tariff or fully
22 distributed cost or market, that's what
23 they evaluate it, that's their role, not
24 to look at the reascnableness.
25 _ In other words, in the example,
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the office building, if it ended up
because there were no tenants that you
went to fully distributed cost and you
paid $30 a square foot and the market
price was 18, they don't assess
situations like that?

MR. HOSTINSKY:

There is no approval
there.

MR. COCHRAN:

Part 64 was built on top
of the current framework and prudency was
issued before Part 64 was built. The
prudency issue has always been out
there. Part 64 was not set up to enhance
that.

It was set up to - - the
presumption is on a Part 64 transaction,
that the prudency 1is decided up front. I
think that's where you were trying to
head a minute ago.

The 64 rules were set up on top
of the presumption that the transaction
was prudent, but even if it's prudent,
there are certain rules we want you to
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178
live with on top of the-prudency issue,
as far as what you charge an affiliate
and how those dollars flow,.

MR. BARON:
Has the FCC assessed
issues like prudency in their audits?
MR. ZIMMERING:
Give me an example of FCC
approved expenditure. -
MR. COCHRAN:
Not that I can think of.
Not that I can think of. -
MR. ZIMMERING:
Thank you very much,
Gentlemen. I am sorry we took as much
time as we did.
. ({Whereupon the taking of the

testimony of the witnesses was

concluded. )
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I, Mary virginia Hughes,
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the State of Louisiana, do hereby
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after being first duly sworn to testify
to the truth, the whole truth, and
nothing but the truth, did testify as
hereinbefore set forth, in the foregoing
pages;

That the testimony was
reported by me in shorthand and
transcribed under my personal direction
and supervision, and is a true and
correct transcript, to the best of my
ability and understanding;
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Kennedy & Associates
October 6, 1993
Mike Hostinsky and Mike Deans, Gail Barber, Wayne Hutchens, Lane Kollen

October 6, 1993, interview of Mike Hostinsky & Mike Deans

I wanted to, | guess, wrap up some things from the last session that we had, some questions had
come up, and I've researched some of those questions, and confirmed some of the original
thoughts. First item was the allocations of administrative costs for the Bafl South Foundation.
The answer to that question is "Yes", they are allocated, compiete details have baeen provided in
response to interrogatories #6-059. Second Iltem: | want to confirm that leveraged ESOP is in
the overhead calcuiation. We've determined In checking, that it is part of account 721.311,
savings plan match is in the overheads. The third item | want to confirm , and | had given the
belief that the reason that the PV projects and Bell South’s Headquarters decrease '91 versus '92
was because the merger and acquisitions budget was transferred to Bell South Enterprises and
so those projects were now BSE projects. | want to confirm that that is the case. There were
also questions about some of the detall coding, with respect 1o certain codes, cade PD relates
to Enterprises’ projects, this Is primarily MNA activities now, PF relates to conduit billing, or flow-
through. PN relates to non-affiliated billings to third parties such as trust funds or where wa have
tnird parties use the accessment center, that sort of thing. Code PS relates to general project,
or a subsidiary. One additional item Is the relationship of the item #6-032 10 6-065 Attachmeant
1, 6-032 is in, fact a summary of 6-065. The other thing that was requested, and we have
available today, are the July and December 1992 Cops (?) binders and data as requested.

Okay, very good. Thank you. My name is Lane Kollen, and let's see the other two people here
are Wayne Hutchens and Gail Barber, just for record purposes. I'd like to spend quite a bit of
time today, going over the details of the allocation process from Bell South Corporation. And
to start that ouwt, I'd like to first talk about the departments at Bell South Corp.  Obwviously the
allocation process Is done at the RC levet according 1o what you told us last time, but yet there's
this department determination. We have apparently some discrepancy in some of the data
request responses as to what the departments actually are. In responss to question #6-024,
which Is to provide a summary of the primary functions and activities for each of the following
BSE's Headquarters’ entities: the first entities is departments. We have 11 departments listed,
and thig is contained in a document called 1993 Corp. Services Work Program. Then, in question
#6-030, which requests a copy of the 1991 & 1992 calendar year billings from Bell South
Corporation Headquarters to each of its subsidiaries, it shows a total of, | believe, eighteen
departments. First of all, | would like to try to reconcile these department determinations, i we
at all could. First, do you have a copy of the response to 6-0307

Yes.
Okay. And 6-0247
i can't find them.

That was a copy of the Work Programs?
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1993 Work Programs.
Yeah.

Okay. And do you probably have with you a copy of 6-0327.. which is a summary of the Cost
Altocation Methodologies by department and Responsibility Code. Yes, you do.

Yes.
Okay. Looking at the response 1o number 30, and we'll look at the billing detall for the calendar
year 1991, | believa there are eighteen departments listed there. Thig is page #1328, as part of

the attachment to 6-030. The first department is Executive. Then looking at the 1993 Corporate
Services Work Program, there Is no execttive dept on that list. !s Executive considered to be

a department?

Well, it is a grouping for billing entities. But it has a rather obvious function in terms of providing
overall direction to the corporation. So It is not listed in the Corporate Services Work Program
for '93. But it is part of the billing process.

Okay. O.K. And then the next two departments on 6-030 are Corporate Secretary and Treasury.
And, | presume that corresponds into Sectlon 1 in the Work Program, Treasury/Secretary?

Yes.
0O.K. And then the next item is Security, the response to 6-030. Where does that..?
That wouid fall under Corporate Respoensibility and Compliance.

Okay. And then Comptroller’s, going again down the list in response to #30, is consistent with
Section 2 in the Work Program “Comptrolier’s.”

That's correct.

And Tax, would be consistent with #3, Section 3, in the Work Program.

Correct.
Okay. Internat Auditing?
Internal Auditing would be part of section 4, Corporate Responsibility and Compllance.

By the way, do you actually bill Southern Bell and South Central Beli? Or, 1 guess at this point
it's Bell South Telecommunications and the other subsidiarles. Do you actually bil by
department?

We, We,,
Or Is this just a summary type thing In response to our request?

We render a summary bill that has multiple line items on it, and provide just backup for their
accounting and classification purposes.

Okay. The next one is Corporate Planning, and that would comport with Section #5?7 Financial
Management would comport with section #5. Marketing? Where would that go?
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There Is no Marketing at Bell South Corporate Headquarters. There was in some of the earlier
years, but | don't believe we've had any Marketing, at least since 1990. At one point, we had a
small Marketing organization, that was transferred, | believe at that point to Bell South Services
pricr to the merger.
Okay, and of course, there are no dollars associated with this, as far as billings from the
marketing department and such, from Fork to Telecommunications or any of the other entities
for 1991, so. Bell South Human Resources Inc.?
That entity no fonger exists.
Um-hub.
| guess that entity...
...part of the transition?

... was effective In 1991, but was | guess, that was discontinued at the same time that Southem
and South Central and BellSouth Services were all put together.

Okay. There appears to be a residual amount on the next page in response to question #30. But
that probably is just a carry over. That would be my guess.

Yeah, one month in arrears billing is more than Hkely what that would be.

Then Human Resources, is the next one, Bell South Human Res.., I'm sorry, Human Resources
is the next department tisted on 6-030. And presumably that would encompass Sectlion 6,7 & 8?7

Right. Cotrect.

In the Work Pragram? Qkay. Assistant Secretary/Corporate Counsel? In response to 307 How
does that compare to the Sectlons listed in the Work Program?

That would be part of Legal.

That'’s right, that would be part of Legal.

Federal Relations?

Part of Govarnment Affairs.

Advertising?

Part of Public Relations?

Right. The rest of those would all be part of Public Reiatlons.

Do you have a copy with you in response to question #647 6-64 which is a document entitled
"Cost Assignment Methodology by Response Code" | think that was also provided in response
to question 32. it may be the identical, something similar to &.

May i look at this document to see if | say this is part of 6-0327?

It's a different moﬁth.
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It's a different month. Let me see if | have 32 with me. Yes, | have 32 with me. Could you
describe for me what the response to gquestion #32 provides us? In terms of the allocation
process?

This report Is a summary of the Cost Allocation Forms. Like in 6-065, the individual forms are
taken and summarized on this form, for, you know, that way they're all in cne place.

is this primarily for a summary documentation purposes? Or is it directly used for some reason?

Well, | know | use it, as, in preparing the billing, as a reference, not having to go back to the
individual Cost Assignment forms. The policy people provide that to me as a summary and a tool,
to build allocations from.

| see. But the Cost Assignment Forms, are they raw material, are they not, to go Into the PC,
spreadsheet, or the program that does the allocations?

Well, the methodology is derived, you know, the background and everything, derived to build a
Cost Assignment Methodology, you know, with all detaled on the Cost Assignment Form. And
then using that, then the methodology itself is transferred to this form, for my use, and for

informational use. '

Okay. One thing, that | forgot to do, and ! guess | should have done it right up front, is | should
have asked you to explain you what your responsibilities are.

Well, I'm the one that actually presses the buttons, 'you might say that, and you know, | take the
program that takes the raw data and creates the bill, for the Cost assignment.., you know, Cost
Allocation bill for Bell South Corp. , to you know considering...

Okay. In what you do, Is there any judgement Invotved? In terms of selection of the allocation
basis or the data that Is used, or is that already out of your hands?

Waell, | may have Input in deciding, but that decision is not mine to make. You know, aione, it's
the um,.. there's a policy group that does,.. decides what is, you know, what we allocate and
they're the ones who provide me the methodology. I'm more on the mechanic’s side.

Lane, we hold a cost accountant's in the policy group resp. for the altocation In working with the
departments, Mike's held responsible for the execution system and the integrity of the
calculations.

Okay. So, for example if, one of the responsiblility codes is allocated across capitalization of
subsidiaries, is It the policy group that will tell you which subsidiaries?

Right.

Okay. So by the time It gets to you, the policy group has determined what the aliocation basis
are, what the source of tha data will be.. Okay?

Um-huh.
Is that how it...?

That's right.




Mike Hostinsky:

Lane Kollen:

Mike Hostinsky:

Lane Kollen:

Mike Deans:
Lane Koflen:

Mike Deans:

. Lane Kollen:

Mike Deans:

Lane Kollen:

Mike Deans:

Lane Kolten:

Mike Deans:
Lane Kollen:

Mike Deans:

Lane Kollen:

Mike Deans:

Lane Kollen:

210

Page 5

I think it's more than the policy group, though, because | think wa talked in the first interview, that
the Cost Assignment forms are prepared by the departments and its a joint process the cost of
some...

Right. | didn't mean to imply that is just a group of accountant’s operating in isolation from the
rest of the company..

Sure. | just wanted to clarify that.

Now, as far as the data, that's used for the allocations, once the basis are determined, do you
collect that data or Is that provided to you by someone else, someone else in the accounting

group.
Which data?

Raw data for exampie of all of the subsidiaries caphalization.

Well, um, depending on what, as far as bullding the methodology, | mean for actually building
the factors that we allocate cost with, that um, | elther am provided with reparts, from the
subskiiaries that they send me, or, you know, financial reports that are generated internally.

So basically, you are responsible for acquiring the data and that you be In accordance with the
directives given by the policy group.

Right.

Okay. Now, does the policy group tell you, for example, that certain subsidlaries are to be
included in the allocation base, and certain onas are to be excluded. That is a determination by

the policy group.
Right,

Do you sit in on any discussions with the policy group as to what is to be the appropriate basis,
or what the data should be,

Uh..
Or do they communicate that to you In some manner.

Wall, the formal communications is the methodology summaries, Um, I'm not, you know, they
interview the departments. and have their, you know, add their feedback from the departments.,
in bufiding cost assignment forms, and 80 I'm not usually in on those conversations, No. But, you
know, I'm... their..., we're.., always talking, you know about, Cost Allocations, so that's a part of
k. That's the reason why | say that | have input, but I'm not the one who's going to determine..

Okay. Well then in addition to the allocation of the derived salaries and wages, then you're also
responsibie for accumulating the overhead costs and then the allocation of those overhead costs
over the direct labor dollars.

Right, the dollars that are in the general iedger, that right.

Okay, Then your PC program that you're responsible for actually generates a bill? for the
subsidiary, or what does It actually generate?
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it generates the backup, consistent with | guess, it's uh, 6-030 that gives the detail, it's sither
department level or below department level. Do you want me to show him an example of the
backup?

| think you can just describe . they'll get it.

Well, its just the backup, its just like the 6-030 in November, that had that breakdown, you know,
to each subsidiary..

Okay, and then the bills, do you ever sea the bills that are actuaily rendered to the subsidiaries?

Uh, well | pass off that information to the people who generate the invoice, | do to see them
sometimes, but normally that's, they're creating a mechanical invoice, at that point, it's pretty
mechanical at that point.

What information specifically de you provide to billing people at Corp., you provide them the
summary hera, by department, that we've locked at in response to 6-030, do you provide them
any accourt level detal, any department level detall, do you provide them any specific
accounting issue type of detail? .

No, as far as, how they'd journaliz.. how the subsidiary wouid journalize the bill, once they
receive it, no, | don't,no.. | don't provide that detaii, no..

What about Bell South Corporation?
Well, of course we record a receivable and revenue , but it's not really not in real detail, there..

Right. What ! was wondering, | guess more specifically, is that with respect 1o, let's Just pick one
of these costs here, Internal Auditing, that has a certain acct. that Bell South Corporation charges
with those costs, as Bell South Corporation incurs them, And | guess my question is the bill that
goes to the various subsidiaries, and of course my interest is Telecommunications primarily, do
you then bill them according to a comparable account number so that Telecommunications
knows that it needs to be booked to an account that would recelve Internal auditing charges, or
justis ...

Well, uh, the detall, this detail, the breakdown by department, or lower that we provide is, you
know, that goes along with the bill, so they have that information and so they know what cost
wera internal audit costs and what costs were treasury costs.

Okay.

We, it would let it help 1o note at this point, that the corporation does not keep its books on a
part 32 basls. So there is no correspondence, so all the subsidiaries that we bill down to get
the information of what the costs were such that they can make the appropriate classifications
in accordance with their own systems of account. | think that the other thing you have to be
carefut of too, Is conceptually when you get into internal cost transfers, its just like a
manufacturing example, and the one | always use is the department that makes the wheel
assembligs, has wheels, tires, and nuts, and once they, you know, their accounting and their
management is along those lines, but they ship out wheel assemblies and they may ship them
on to another department within the piant, but that other department gets theirs, then they end
up accounting for wheel assemblies, not for tires, wheels and nuts, they don't account for on a
component basis. And so, a lot of the value that the corporation renders sometimes to a
subsidiary Is packaged in the cost of multiple organizations.
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Okay. Well, I'm glad you brought that up, because that's really kind of is kind of where | was
going here. And that is to what extent do you break out any components that are necessary for
separate accounting treatment, by, for example Telecommunications? Let's, again, let's lock at
legal, let's just use that as an example, maybe some of those costs may be assoclated with
lobbying. Is that something that you wouid break out in the allocation process, and separately
provide that information to the billing people at Corp?
Um, well the, at Corp? No, not.., what you mean included in the bill to the subsidiary?
Right.
Well,..

| have a better way, let's talk more specifically about the precise information you provide your
billing people, out of this allocation process. You provide them something comparable to what
wé have In response to 6-030,

Right.

Okay. And that's a departmental listing and the bili for each one of the departments.

Well, this section here, in my billing binder, has what | provide to the group...

Okay.

It has a cover letter to the subsidiary saying that this is a corporate bill for this month. And any,
you know, any, anything unusual that they may want to know, that might be on the bill. And
reclassification that make a line look different from one month to another, or something that, you
know, when they're large encugh to.. make it, make it the bill look different from one month to
the next. What | also provide...,

The only thing | was going to say, Mike, the one you're looking at is an example, for example,
goes the Telecommunications and tells them the amounts included in the Fedpack, the

administrative cost and also speaks to were there any prior period costs in the bill of significance,
and so that's inciuded in the details that goes to the biling people.

Okay, FedPack is what?

That's the uh, uh..

The Administration of the Fedpak, Federal.

Oh, Okay, so that's something that you do breakout for the purposes of Telecommunications.
Right.

They can separately identify.

Right. As a backup to the bill, um, they receive it, a supplemental page that say what line
includes how much of Federal Administration cost.

Are those the only two areas, FedPak and, that you routinely provide?

For 1992.. uh...
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What are Admin costs? For BellSouth Foundation, and what

No, for the Fedpak, that's the political action committes.

To administer the FedPak

The administrative costs for the Fedpak,

Right.

Okay. | sea.

There would be no Fedpak except on this books, but the administration costs of the employees.
Now, do you ever get requests from Telecommunications to provide you with individual detail on

certain costs? Certain accounting costs, for example, pension costs, or things other than
pensions?

How much was included on a bill?

Yes.

From the BST, as opposed not In response to a data request?

From BST and for this reason. In some of the states, Bell South Telecommunications Is not
atforded the regutatory treatment that's reflacted on your books of account.

Okay, .. s0, what do they call it?
Jurisdictional differences.

Jurisdictionai differences. Yeah, but i do provide a report on a periodic basis for, well they also
get a copy of this FedPAk administration, and they get some, you know, do you want to know
which/what reports they get?

Well, first of all, do they get that type of information? DO they request or do you routinely
provide it?

Right.
For these, what I'll call and describe it as Jurlsdictional differences.
Ckay.

The answer's Yes?

Yeah.

And what Is that?




Mike Deans:

Lane Kollen:

Mike Deans:

Lane Kollen:

Mike Deans:

Lane Kollen:

Mike Deans:

Lane Kollen:

Mike Deans:
Lane Kollen:
Mike Deans:

Lane Kollen:

Mike Deans:

Lane Kolfen:

Mike Hostinsky:

Lane Kollen:

Mike Deans:

Lane Kollen:

Mike Deans:

Lane Kollen:

Mike Deans:

Lane Kollen:

214

Page 9
Uh, let's see. Routinely | give them the FedPak Administration cost. cause that goes to a different
group, than the bill itself goes to. There's aiso, there would be a report on the BS Golf Classic
costs.
Is that included in this Jurisdiction Differences Report.
I don't really know what they use it for...

It doesn't really have a name, Okay.

That, they ask for the breakdown of tha FedPak Administration costs, the Belt South Goif Classic,
and there one on memberships, soclal and service memberships.

There's nothing that you're aware of that deals with lobbying,um...?

Well, there Is one where we break down Fed. relations, or governmental affairs, whichever Is on,
the description on the iine in this, between Federal Regulatory and Federal Relations. That
organization is the two groups.

And what's the purpose of that?

| don't know what they use it for.

But that's for the purposes of Telecommunications, as far as you know?

Right, well yeah, it goes to how much of the governmental affairs line of the bill Is split between
Federal Refations and Federal Regulatory.

And these again, are just the direct costs incurred by Bell South Corporation and Headquarters.
It doesn't include anything that may have been, well, probably would, include those costs that
have flowed through from Ball South DC.

Well, that's what (Governmental Affairs Is.

Right. Okay. Okay.

| think we talked in the first interview that Bell South DC white technically it Is a legal entity for
tax purposes, it's afforded a departmentat treatment for cost allocation purposes at Headquarters.

Okay. Do you repodt, other than the Bell South Golf Classic, and Social and Service
Memberships, any other type of community involvement costs? Or charitable contributions?

| know I've been asked about contributions, | don’t remember if this is something.., | can’t
remember, I'd have to check to see if this was something that 1 get regularly.

Is that repont in here?
No. it's not, it's a supplemental report.

Is there a name for the report, or are there a series, these are various reports that you just
provide periodically?.

Right, Yeah..

They're separate reports.
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They're separate reports.
And do you provide those monthly, or quarterly, or annually, or what?
Well, it turms out to be about quarterly.
Ckay, so there really isn't a single report that you would call Jurisdictional Differences report, it's
just that some reports have been developed over time, generally provided on a quartery basis,
that identify these costs In these areas.
Right.
Okay. All right. With respect to this group of type of costs, which may be treated differently by
the different state regulatory commissions. Where would charitable contributions show up in

terms of a departmental cost? Would that show up in Executive, would that show up in Public
Relations? | couldn't find that in the material.

Did you bring your chart of accounts, Mike?

No. ! didn’t think of bringing . Wel, it would be in the Public Relations area, specifically on which
of these four that are included in Public Relations, | don't know. o

That's Okay. | Just wanted to know whether It was in Public Relations or Executive..

Public Relations.
Ok. Would you have employee benefit costs, such as pensions, or post-retirement benefits, or
healthcare benefits, or whatever we're talking about you know in terms of benefits, in addition

to direct labor dollars. As | understand it those dollars are computed by the Comptroller's
Department?

Um..

Statement 106.

Yes.

Do the costs get attributed to the Comptroller's Department, or are they attributed to Human
Resources..? Or are they conskdered to be corporate overhead, and then spread over the dollars,
the labor dollars associated with each one of the direct departments

The last one that you said.

The last one.

Okay. Alright. Okay what I'd like to do then, is go on to the response to 6-32, which is the
summary, um, it has a date of Dec. 10, 1992, of the Cost Assignment Methodology by

Responsibility Code.
Okay.

And then we also have, response to question #43, 6-043, which asks to provide the Factor of
Reference Nurnbers, and a brief description of each simple non-composite factor and, do you
have a copy of that with you?
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| don't have that.
I'm going to hand you..
I'm familiar with that report, | produce it, so..1

Ckay. Let me hand you then a copy of the response to #6-043, I'll just ask you to describe that
to me, each one of the columns if you would. I'm having difficulty in following it.

Okay. The first column there, is the RC, that was assigned to that, to you know, each level, each
supervisory level of whoever Is assigned an RC, a Responsibility Code because of court thay're
given a number and that's what the first column is, that's their Responsibility Code and then, if
there Is a person, or if its administrative Responsibility Code or whatever, then that’s noted in the
second column. The third column is,.. and the fourth column are primarily why | use this report.
The third column is the FRN, the Factor of Reference Number, which assigns a cenain
methodology, a three character number to a certain methodology. so that the system can
associate, you know, this Responsibility Code with this methodology. An exampie here, the first
one being H11001 with an FRN 100, that assoclates Factor Reference Number 100 with that RC,
which in that case FRN100 Is the general allocator.

Would you describe this document as a matrix?
It's a matrix.
it's the relationships of the RC's and the FRN's

Right. and also & tells it what iine on the bill, which departmental or subgroup in the department
to put & on in its assembiy on the bill, which is the third line called bill code.

| see.

Then, the following columns ara really just informational for, you know, my use and in building,
what Is called composite factors. What group of RC's report to who, so that we're making sure
that we're billing composite factors correctly. So that's what all the rest of these columns are for,
reporting structure.

Another way to think about it from a broad system standpoint, may be that the first two columns,
the Responsibility coding, and name are indicative of a cost pool. And that the Factor Reference
Number is, distinguishes an altocation methodology. So this report essentially provides the
linkage and association from a conceptual standpoint of cost pools and allocation factors.

That's what § thought it did. Okay. Thank you. | did have one more question. With respect 1o,
again, the, this organizational report, the Responsibility Code report status, that we had just been
talking about, the response to 8-043, there are to the right, in some instances it says, more than
one Responsibility Code.

Right.
What does that indicate?

Well I've just said, the system does not use those columns per se. It's informational in the sense
that what Responsibility Code’s report to that RC, you know that in the first column there is an
RC and then it would show what type of referring to, what cost bills, what cost bilis report to
that" o .
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So in other words, if we were to locke at the AC 12, H12100, Patterson, with an FRN of 230 and
a bill code of H112, It would not necessarily apply to the FRN of 230, to each one of these RC's
that are listed out to the right.

No.

Okay. That's as you said, for informational purposes only, just to let you know which RC's are
out there.

Right,

Okay. And that’s why in fact, as we go down this list, we see 1210, 1220, 1240 each with its own
supetvisor and each with its own FRN.

That’s correct.

Okay. That's what had me confused. | thought that, there was a, | couidn't really figure out how
tha FRN was going to be RC'd, if there were nested RC's.

So, thera would be a separate line on that report for each pool or each RC which needed
allocation methodology.

Okay. Now what I'd like to do, is I'd like to go over the response, still keep in hand the response
to 32, and I'd like to start with 65, the response to question # 65 to provide all of the Bell South

Corporation Headquarter's Cost Assignment Forms for 1992, I'd fike to start going through this
material In detail.

Ckay.

Alright, why don't we starnt with 32, that would be Bates{?) #1348, and as we go down, | sese that
the Chairman is allocation on the basis of a general allocator.

Right. .

First question is: Why the general allocator, and not a compaosite of direct reports.

Everybody |ust feels that general allocator is more appropriate. | mean certainly you can make
arguments either way. | think that generally the Chairman s viewed at more that a supervisor
of his direct reports, and is providing leadership to the corporation. He has a lot of outside
activities, other boards and boards he sits on. And just baslcally general allocator Is thought to
be more appropriate,

As a general principle, and | think this is something we didn't talk about In the first interview, that
we had about two weeks ago. The general allocator as | appreciate it, is used where you've
made a determination that there is no cost causation basis for allocation. Is that right?

Well, it's sort of a default in the hierarchy of direct assignment attribution process.

So it's kind of at the end of tha line, so to speak.

Right.

Right,
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And of course part of the |oint cost order group, it was the whole line, cause that's basically the
form of allocation that we had historically.

Is thera a Cost Assignment form In here for, or any Cost Assignment Forms for the Executive
function? By here, | mean in response to question # 65.

No, | don't think we bothered them to do that. I'm not aware of any that are ever done. We
pretty much do those directly. Are you aware of any Mike?

It was my understanding, though | ngver read it myself, but | thought that the joint cost order
ltself dictated what the Chairman's methodology would be. That #t would be general ailocator. |
thought that that was dictated in the rules from the beginning.

Your recollection is that's a JCL?

Right, like | said | never read it but just in conversation | thought that's what they implied.

The next, Vice Chairman or Vice Chairman is Holding, and that's a general allocator and then a
Vice Chairman which is vacant, is a general allocator. And then there’s a number of people; the
VP's Secretary and Treasurer, the Comptroller, the VP of Planning and Budget, and skipping to
VP of Corporate Responsibility and Compilance, and the VP of Human Resource and a VP of
Public Relations. It looks like almost everybody is a composite of direct raports, excapt for the
Vice, I'm sorry except for the Vice Chalrman, which is a general allocator. What Is the reason
for that distinction?

I think that the general reason for that is that the officers that are composite of direct reports,
directly supetvise major functions and actlvities. And they are the initial officer that supervises
a function. Whereas you get the people above that, the Vice Chairman and the Chairman, their
responsibiiities entall much mors than supervising basic functions. So, that's why you see the
general allocator there. You'l note that the VP of Corporate Responsibiity and Compliance,
John Dunner, are a litie different. And that's because he aiso serves personally as the
ombudsman for the corporation and has an empioyee hotling, and therefors his does not exactly
foliow the composite of diract reports because of that function.

When we get down to Gunter, VP of Corporate Responsibilty & Compllance, and the Cost
Assignment Methodologies, employee head- cotint, by that you mean employees at Ball South
Corp Headquarters or you mean throughout the entire Bell South..

Right. Total employees of all Bell South are figured In.

Okay. Would that include the employees In International and Domestic Celiular operations?
Yes.

It does, When we talk about a generél allocator, you have more than one General Allocator. As
i understand i, you have the general allocator which is more or less an overall general allocator,
and you also have the Marketing General Allocator? Is that right?

Um-huh. Right.

Do you have any'other General Allocators, that are department of activity specific?
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Those are the only ones specified in the general ?.

Let's turn to the next page in response to question #32. The VP of Secretary & Treasurer, and
| think that's consistent with the first page, the composite of direct reports would be the Cost
Assignment Methodology for that RC. Then we go down, there's a Manager of Board Matters that
apparently reports to the VP of Secretary & Treasurer? Thomas?

Right.
And the Cost Asslgnment Methodology Is general allocator again. What is the rationale for

someone who reports to someone, the top person has a composite of direct reports, but the
person beneath him Is a general allocator. What is the rationale to that?

There is a Cost assignment form in 6-065, Attachment 1. It appears to be about seven pages
down.

Qkay I've got it

The rationale Is that the services suppon all entities, and no other method there was identified,
that would more accurately idantify the services provided. There's also a PV project indlcated
in Section 6, which is a retained cost for certain director's fees and expenses. :

General allocator is applied to the specific functions, and where like in thls case where the
rationale supporting methodology, you know, where no other method identified can more
accurately identify the services provided. So that is done at any functional level.

Going on down the list, going beyond the individuals or the RC's that are allocated on the basis
of the general allccator and the composite direct report. The first different Cost Assignment
Methodology is for the Manager of Shareholder Relations. Name is Kellet. And the Cost
Assignment Methodology Is the Equity of Subsidiaries. Do you see that?

Yeah.

Now, Equity of Subsidiaries consists of what?

As far as what? How would you build that..?

Which entities.

Oh, It would be of the subsidiaries that we Dill, Bell South enterprises, Bell South
Telecommunications, and the separate piece that we breakout for Bell South.. Systems.

So that the Equity of the Subskdiaries Is effectively, if I'm not mistaken, then the consolidated
equity of the direct subsidiaries of Bell South Corporation? Let me explain what | mean by that.
The sum of the equity in the subsidiaries in the subsidiaries under enterprises for example,
perhaps might nat be the same number as the amount shown as equity on Enterprises’ books.

You mean a validated number versus a, if you took those individual subs separatety?

Yes. So my question is do you take a consolidated equity for the subsidiaries or do you take
individual equity for all or, each one of the subsidiaries. And then add a total, unconsolidated
total..

No, we use the legai consolidation.
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Okay.
There would be sum for enterprises, a consolidated basis.
There'd be a consclidated summary of enterprises, right.

Let's look at the Cost Assignment Form for the Manager of Sharehclder Relations, and then for
the next one as well, the Assistant Manager Investor and Sharehclder Relations. And that would
be under what? Can you tell me where | might find that?

Yeah, that's about ten or twelve sheets back. Pretty close to the top.

Okay. | have it, and this is Bates(?) #1502. The description on this form, says under Section 3,
for invastor and Shareholder Relations, Mary Jane Kellet; RC H11311. Cost Causative Corporate
Functions Assignment Methodology a subsidiary equity. How does that cause the cost?

Sharehoider activities you know, basically arise out of the equity ownership and, equity just
seems to be the logical way to allccate it. Or | should say a logical way to allocate R. | guess
it's a basically shareholder related function, and therefora it's the shareholders' equity interest that
gives rise to it, so that's the cost causative linkage.

The next person is Betty Ferrell and apparently she's in charge of Investor & Shareholder
Relations, and this is RC H11312, the next one, and the allocation of that department’s or that
RC's costs is over the capfitol of the subsldiaries. And why Is it, that, with respect to the 1311RC,
the one we just talked about, that the subsidiary equity Is the cost causative factor, and then in
RC11312, the subsidiary's capitol is the cost causative factor?

| think the relationship here is probably identified in Section 4 the bast, the rationale is that this
jeb primarity supporis financlal community Interface, and deals not only with the interest of
sharehotders but also bond holders, and therefore this one s more appropriate on capitol as
opposed to equity. Betty;s function, Section 2, talks about administration of the Investor
Relations, research analysis, program development, iImplementation and that relates to the entire
financial community.

Going on down the list, going back to the 6-32 response, you see the capitol funding line item,
the name Is Administration. You don't really have someane by that name do you? It would be
RC1422

That's correct.

No, there's not somebody name Administration, right, that's what | was saying, its a functionai
RC.

Okay. That's a Functional RC. How do costs get Into there? Given the fact that there is
apparently not a live person, as the supervisor of the Responsibilities Code. Are they simply
charged to that RC by somebody, somewhere? Or does the system do It?

No, It would be whatever kind of charges, | don't know, if there is a five body in that RC or not,
that's a good question. But the expenses assoclated with that function are charged to it. | don't
know the method.

Funding is also a separate legal entity. And the cost associated with Capped funding, and Mike,
I'm not sure either if thera is actually a person on that RC, my guess is that there is not, and that
is used to capture any costs that result from that Capped funding transaction because that's
strictly a BSE funding vehicle. So they're legal fees are outside investment banker fees, or those
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kinds of things. That would be the administrative RC for the legal entity that would capture those
costs. if you had somebody internally that was not on that RC, they would have to section time
report, to get cost in that way.

The next item on the list is CM - Financial Planning. What is CM?
Corporate Managaer, that's right.

The allocation again Is similar to the Assistant Manager Investor and Shareholder Relations Is
capitol of subsidiaries, with some exception reporting.

This one is Greenfeld, is that the one you're looking at.
Yes, Greenfeld, RC1423, is that the same capital of subsidlaries as 1312RC, Is that right?

Yes.

And again the capital of subsidiaries is on a consolidated basis for those subsidiaries that are
owned, wholly owned by Bell South Corporation directly. Is that right?

Well it would be for BS Enterprises. For BST since we provide a separate breakout for BBS, we -

would take BBS's consolidated equity, and that would be BBS's equity, and wa would have for
BST a separate #, and we'd have not a consolidated number, an unconsolidated number.

But with respect to BSE, you use a consolidated capitalization.
Right.

Okay. Because I'm sure as you're aware you'd come up with a much different answer because
the unconsolidated capitalization of each of the subsidiaries under enterprises, because of
accounting conventions. For example, Enterprises may recognize its ownership in some of its
subsidiaries as an invesiment, as an asset.

i think you, yo'u’d certainly come up different. But I'm trying to think through what that would
look like, they wouid obviously have an investment on the balance sheet, but they would also be
in Enterprises equity nurmber also.

And, Enterprises has only equity in its capitalization, Is that right?

Ah, | don't believe so.

As far as, as opposed to what else?

Dabt.

They'd have some debt Iﬁ the consolidated statement, we'd have to check and see, but that why
Capped Funding as a financing vehicle was created, to make sure that when Enterprises had a

debt issues, that the plant assets, or really the equity of the total companies was not |eopardized
by that. We're very careful to try to separate the two.

As | appreciate it, the Capped Funding Is not a subsidiary of Enterprises, rather Is a subsidiary
of Corp. Is that right?

That's right.
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And when we allocate across the equity of the subsidiaries, or the capitol of the subsidiaries, so
far anyway we've talked about Enterprises, Telecommunications and BPS. What about Capped

Funding? s that included in the altocation base? When we're talking about allocating costs over
equity or over capitalization?

Capped Funding is just an funding vehlicle, it wouldn't have any effect on the capitallzation.

But they're the ones that have the hold the debt on their balance sheet, are they not? That's
used by the different Enterprise entitles?

No. | don't believe that's right. | don’t believe they hold the debt.

Okay. Would you check that at break, that really is important to my understanding of this
allocation process over capitalization, and equity to pull capitalization, and if the costs are being
allocated to Enterprises, Telecommunications, and BDS and yet i Capped Funding is up there
holding debt that would be an important thing to know. 5o | do need to know.

I have one, Gall, but this Is going to be perhaps a little bit drier than, 1 can tell that this has been
an axciting discussion.. Okay. Going on to the next page in response to Question 6-032.
Somebody there, that's an Assistant Comptroller, with the name of Hostinsky, you wouldn’t
happen to know that person, would you? RC3100,?.. Anyway, let’s go on, but the next one is -
the Corporate Consolidation/External Reporting, and presumably Is that Operations Manager?
Yas.

We have thelr equity of all subs. as the cost assignment methodology, is that correct?

That's correct.

Let's take a look at the Cost Assignment Form, and maybe if you find it, you can tell me where
itis.

| guess it would be in thirteen.

Continuing down the Corporate Services Manual listing, is Patrick Smith, at the top. He's on the
same order.

Is t on the same..

Yes.

The second or third one in Comptrollers

Oh, 1 seem to be missing a good part of mine, | go from 1518 to 1534, so let me ..
This would be in 13...

As far as the dates page,...

Oh,oh...

This might be a good point to take a shont break.

Which ones do you think you're missing?
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it's 1519 to 15...
Aren't they in some kind of order?
it is to us, it just goes right down the sheet, I've..
What have you got for capture Smith?
{'ve got Stephanie Puiliam.
Okay. Is that what? H3130? 31207
Um-huh.
Then it probably goes 3130, 3140,
It just keeps on going down, 30...
| think I'm missing the rest of the accounting. Is there any chance that we can get that?
I'm pretty sure | can get them faxed. Just to ba sure that we have the right pages.

Okay. Alright, why don’t we do that, and we'll just take a little break.

We're back now. Wa're talking about some of the Responsibility Codes reporting to the Assistant
Comptrolier. Before the break | did not have a copy of my response to question #65 of the
Cost Assignment Form. So I'm going to ask Mr. Hostinsky to hand over pages, 1519-33, and
maybe wa can locate at those ointly.

Mikes' copies doesn't have the Bates numbers on them, so we'll have to go by RC's..

That's fine. Why don't we start with RC1312, which Is Corporate Consolidation External
Reporting, and the Cost Assignment Methodology is equity of all subs.

That's correct. But | think its also important to note, that if you look at the Cost Assignment Form
in Section five, that there are a considerable number of special project billings that take place In
this group. Some of them, the primary ones are the PF 2200 and 2100 that are the used for the
debt registrations of Southern and South Central Bell . There's also one that deais with filing
registrations statements of Enterprises, those costs are direct assigned subsidiaries. There's one
also for the preparation of debt registration for Bell South Capital Funding. We talked about that
RC eartler, and this project code with would direct costs In that direction. And there Is also a PN
Project which would be used to bulld a Methods and Procedures cost for the savings plans to
the trustee, Bankers Trust. And so after taking all thosa functions out of that group the rationale
is that the remaining services support all the subsidiaries and basically are attributable based on
the interest that Bell South has in each, and therefore the equity of all the subsidiaries has been

used.

Okay. Any why is it that the equity of all subsidiaries is the cost causation base, as opposed to
total capitalization or as opposed to some composite of total capitalization and total expenses

or whataver..
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| think that the key here is, if you look at the overall cost pool, once you take out the cost of the
debt registrations, that are being project billed out, that the remaining activities all relating to SEC
financial reporting are all generally directed at shareholders and producing press releases and
external financial reports. And therefore the equity has been chosen,

With respect to the Corporate Consolidation/External Reporting function at Bell South Corp., Do
they also prepare, and we also have, | think it was the 1983 Work Program, is that Responsibility
Code responsible for SEC reporting of Telecommunications, or is the Comptroller's group in
Telecommunicatlons responsibie for its own SEC reporting,

My group Is responsible for the SEC reporting for Telecommunications.
As well as Corp?

Right. We do both. The Bell South Telecommunications sends us the information necessary to
fill out our file, their report with information in it, primarily deregulatory information and some of
the analytical information. But we actually do the compilation and the filing.

The next item on the list.. Can § briefly look at the 13130, the Corporate Accounting Standards?
Responsibility Code Cost Assignment Form. Thank you. When there's a designation on this
Rasponse to 6-032 that states Headquarters allocation, is that the equivalent of the General -
Allocator or is that some other aliocation?

It's another allocation, its not general allocator.
Ckay. And what is the definition of that allocation? Headquarters' allocation.

We would take the billing methodology bill factors based upon our total billings of our
subsidiaries. The total expense based billing projects and cost allocation biling to our
subsidlaries, and build a factor based on that.

So this Is kind of a final computation, after everything else, including the allocations and billings
based on the general allocated.

Well, we would use prior month to bill it, so it's not ...
Conceptually, that's the concept. Okay.
Yes.

Now with respect to the Corporate Accounting Standards and the Responsibility Code 13-130,
there is an Allocation Methodology that says 82% to BST, 9% to BSE and 9% Headguarters
allocation. Was that based upon actual time studies, prepared for that Responsibliity Code? Or
where does that, it seems to me to be fairly specific allocations come from?

That was based on the specific analyses of the work in that group. Its not a particularly
homogenous group, there are atso, you'll note on the 6-032 Form an Indication that CX Codes

are on an exception basis..

Yes.

That simply means that periodically things come up that don't fit that Allocation Methodology and
therefore we have to end up using a special allocation process, such that there’s a need to
override, if you will, the normal allocation methodology, and specificaily utiiize another allocation.
Frequently 100% direct assigned cost that might be incurred in that group. | think that one of
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the examples at that point, in the Organization Structure, we were doing the Cost Allocation
Manual back there, and the outside audit bill for that was paid through that group and directly
billed down to BST.

So is it true then, that in order to come up with these allocation percentages, that the Corporate
Accounting Standards group actually did a time survey?

Yes. They actually did an analysis for a period of time.

Is it also true, that costs are not maintained at a level lower, or at a more detailed level than the
RC, as a general manner of course?

That's correct.
I'm talking about cost assignment or allocation purposes?
Right. The system's predicated on cost pools no lower that the RC tevel.

Okay. The next one, Operations Manager - Affiliated !Interest, witness the name Is Grace, the RC
Is 13140, Cost Assignment Methodology is 100 % DST. Why s it that that is 100% BST and why
not 100% BSE? Is it not true that, you know, | know that I'm stringing a couple of questions
together here, but just to give you a different perspective perhaps, is it not true that the affiliate
interasts issue is driven really by a non-regulatory side of the business? And therefore could be
considered a cost causing?

Well, you could consider it that way. 8ut | think what we consider is the fact that its the
regulatory process at BST that drives the cost. And werae it not for that regulatory process there'd
be no need for an affiliated witness.

Could another perspective be that ware it not for affiliate interests on the non-reguiated side,
there'd be no need for an affiliated interast witness.

You could cenal}lly take that position, but | guess, we choose not to subscribe to that. We
helleve that it's the regulatory process that drives it and not the business activities of the

Corporation.

The next item, Operations Manager - Compensation and Benefits, the name s Griffin, the RC is
13160, the Cost Assignment Methodology is the number of employees in each company
participating in Bell South pension and benefit plans. And so I'm presuming then that the only
activities that occur In this RC are those that relate to tha Bell South pension and benefit plans.
| guess wa can look at the 1993 Work Activity Program..

Waell, we have a Cost Assignment Form that has the functions on there also, you know, in the
allocation, The basic description is development of corporate wikie accounting policy, methods,
procedures, all compensation plans and benefits plans, including pension, savings plans, ESOP,
insurance, Executive/Key Management compensation plans. Depending, | guess, this one Is one
that is somewhat tacking in homogenelty too, because there are a number of CX projects,
particularly relating to Executive payroll, that from a cost causative standpoint white the residual
is billed on the number of employees in each company participating in the pension pians, on
exception basis, there Is reporting to try to deal with the issue of non-homogeneity. But in
general, the services provided relate to the subskiiaries that participate in the pension and benefit
plans. There's also a special project to bill some of the cost to the savings plans to the trustee,
Bankers Trust.
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Thank you. And this Is where, the Griffin, is Greg Griffin. And this is the person you told us about
last time that was responsible for the ESOP account. Alright, | have some detailed questions
about this, but ) think I'll save them for him, because | need to talk to him.

All right, that's fine.

Going on down the line, we've got O&M Risk Management, with a name of Hughes, with an RC
of 13050, This appears to be 1/3 to Bell South Enterprises, 1/3 to BST, 1/3 to BBS. Do we have
a Cost Assignment?

I'm looking for it.

We've got a page number of 1513.

Yeah, | think that's the one.

Okay. What ! have here, a Cost Assignment Form, do you have that, or do you have the SQ's
There were two of them, one for 91 and probably behind it is the one for '92.

The 1/3:1/3:11/3. |

That was the one with the methodology you're looking at.

| have an earlier one then, Bates #1513 and 14, and a later one with #1515 and 1516.. and the
earller one, do you have a copy of that?

Yes.

Okay, the cost causative Corporate Functions assignment methodology was 75% to BS
Enterprises, 25% to the predecessors at Beil South Telecommunications. Now, that was changed
at some point in 1992 to the 1/3 to BSE, 1/3 to BST, and 1/3 to BBS. What has changed to
your knowledge?.

Nothing to my knowledge. | think you look back to the earlier ones, you'll see then in the Project
section, Section 5, that a considerable amount of project bfling is being done, and also in
Section 3, there CX codes. So the distribution 75/25 Is that's done on the residual on the Cost
Assignmant. Now, wa've gone to a 1/3 : 1/3 : 1/3, let me look at the rationale. It looks like
some of the reason for it is the fact that BBS has continued to grow in size. Many of the
Enterprises companies, | think, during the '91 period were part of Enterprises’. Now, they are
a part of BST or in fact BBS.

It strikes me, that with respect to the latter, the Juty 1992 effective date of this 1/3:1/3:1/3
aliocation. The rational supporting the methodology strikes me as kind of just spit on a
1/3:13/:1/3 basis, It doesn't appear that there was any further analysis, any mathematical
computation or anything of that sort.

I'm not that familiar with this group. But it's in Comptrollers, but it's a stand-alone group, so |
can't speak to that. 1 do know that a considerable number of Enterprises’ subsidiaries moved
over there in the July '92 time frame, or shortly thereafter. DataServe, Disen, | think there are

some other smaller subsidiaties also.

Would you think that this was a matter of judgement on the part of Miss Hughes and Mr. Casey
and whoever else it was that assisted in developing this in the policy group. That maybe it could
not be reduced to a mathematical formtsa?
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| think that certainly that there is judgemaent involved. All of these cost causalive assignments
and methodologies require judgement. Because you're not dealing with a precise process.
You're dealing with a process that's trying to simply determine a fair and equitable allocation.
So, | think that would have used judgement. Having something come out axactly 1,/3:1/3:1/3,
the law of probability is not great that this Is not going to happen, s¢ | would suspect that
considerable judgement was used thers.

It appears that they have the responsibility In the Risk Management group for property insurance?
for liability, for workers’ comp.. 7 Would you agree that there is a diversity of insurance that they
have responsibifity for?

Yes.

Would you agree that some of the costs may be related to the asset base and some may be
related to the number of employees, and some may be related just by number of entities?

That's correct. | think that the best indication that you can see when you start talking about
groups that are not very homogeneous, is that the notations on the Cost Assignment Forms, that
they use CX projects, which are basically projects on exception basis. Where specific costs have
been identified that don't follow the normal composite for that particular group. So any time that
you see those, | think that you can be sure that there is an attempt to deal with the non-
homogenelty of the cost group.

One other thing | wanted to ask Mr. Deans is, with respect to the billing information that you
provide to the subsidiaries and in particular Telecommunications, you don't segregate the costs,
or do you, between regulated and non-regulated?

No.

You just bill to the subsidiary, and it's up to them to segregate those costs.

Right.

And In fact, that's tc the best of your knowiedge maybe one of the reasons why you've prepared
those special reports?

i was simply asked for them, | assume that's true.

| don't supervise that group directly now, but | have in the past, and 1 know personally what
happens is that we hear about these so-called Jurisdictional differences, or special rate making
treatment provided by certain jurisdictions. Sometimes we hear about them and sometimes we

don't and basically, we just rely on

..(Tape 1 over] Tape #2

Mike Hostinsky:

Lane Kollen:

the tape....lf BST has special requests or needs speclal information to comply with some sort of
Jurisdictional treatment of costs, we don’t provide that on a regular basis, except to the extent
that they request that in a data request. Otherwisa we just provide & upon request.

Does BST or anybody from the BST's Comptroller's department or anybody from BST for that
matter, ever come to you at Corp. and say we want to audit this allocation methodologles, we
want to locke at them we want to discuss with you why you chose these allocation
methodologles? Do they ever come back to you and inquire as to why and how you did the
allocation? :
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| think petiodically, | think basically, nobody likes to have costs that they don't feel they have
some control over. If they have questions or if there is a fiuctuation, they'll ask about it.

Does that come from the Comptrollers’ at Bell South Telecommunications?

Usually the comptroller’s folks if they have questlons, will raise those questions. But basically
a lot of the differences have to do with budget versus actual. They ralse questions about some
of the costs, and frequentiy you get into the allocation methodology. But the responsibilities. of
the aliocation methodologies rests solely with us and we have the final say on that. And that
happens, by the way, on all subsidiaries, not just Bell South Telecommunicatlons, when there is

subsidiary billing. From time to time they gquestion the amounts of the billing and we explain to
them where they come from, how they're derived. | think that this was much more frequent in
the earty days of the joint cost order. But | think it's had a tendency to tail off as people have
gotten more aware of the process, and they've become more comfortable with how we go
through the process. The fact that we have a good system of control, we don't just like
organizational changes happen without reflecting changes In the cost allocations.

There's not a situation where BST comes in and audits your alfocation methodologies, to your
knowledge, is there?

No, unless it would come under some internal audit, you know the internal auditing folks audit
the methodoclogies in process , but the BST folks do not.

Principally, if there's a question based upon a variance analysis or something like that, its more
of an informal type of thing, Is that right?

That's correct.

In the end if, have you ever had, Telecommunications challenge, by challenge | mean disagree
with an allocation methodology?

Um,, { can't recall ever having been confronted with any on my level, but that's not to say that
the staff folks haven't, had questions raised over it. But | guess, our position is that the people
that are Incurring the cost, are in the best position to establish that cost causation linkage. That's
why we go to all the trouble that we do in meeting with these people in the various departments,
trying to understand what their functions are, and making sure that they are using a rational cost
causative allocation. The very nature of the process because It involves Judgements, what | view
as falr and equitable may not be viewed as fair and equitable by someone else.

Okay. Going back to the response to 6-032 the next serles of items are Assistant Vice President -
Corporate Support, and then there's a description under the Cost Assignmant Methodology as
overhead, ovarhead, overhead, overhead. Just describe what that means to me, please.

Well, since Corporate Suppornt is building support function for BS Corp. those costs are
incorporated with the other overhead costs..

Into the Corporate overhead?
into the Corporate overhead.
Alright... Okay. Let's go into the next page in the response to 6-032, we have a series of tax
allocations under the Assistant Vice President of Taxes, first one is Responsibiiity Code Is 15-000

and the methodology is composite of direct reports. The next one is 100% to Bell South
Enterprises and the next one is the general allocator, and then other taxes Is composite of direct

]
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reports and then Manager of Taxes is Headquarters’ allocator. It seems like quite a variety of
cost causation allocators here. What for example is the distinction between 15-020, Manager of
Taxes/Audits allocating costs on the general allocator compared to a Manager of Taxes, RC 15-
101 on the Headquarters’ allocator. | guess the best thing to do would be to look at the Cost
Assignment Forms... 15020

15020 & 151017

The 15-101 is the Manager of Other Taxes Compliance, and the Headquarter's allocator is chosen
because this person basically does all the tax compliance with respect tc sales use tax, payroll,
other taxes for Bell South Headguarters.

QOkay and this is with respect to 15-101

That's 15-101. And that persan, you'll also note, or that group is a group, also project bills Tax
Compliance Research and office support for specific companies. But that the portion of the total
cost outside of projects gets a Headquarters' allocator because the residual alt relates to
Compliance work for Headquarters.

By Headquarters we're talking about there, only the Bell South Corporation Headquarters and
not anything about the BSE consolidated?

That's correct.
That distinction exists here.

Yes. In the allocation process, we have Headquarters set up as a, | guess, with the special
alfocations factor.

t don't know.

If somebody Is doing work for Bell South Headquarters, we have the Headquarters allocated
factor, to get those charges allocated down to the subsidiaries. The 15-020, um, Is a Tax
Research and aiso Audits function with respect to the consoiidated tax return, and therefore it
sarvices benefits to all subsidiaries, and there was nothing better than the general allocator to
utilize in that particular case. Very broad and general, all subsidiaries, impossibie to separate
audit activities and research activities.

The next item is the 15-110. which Is Operations Manager of Compliance, the name is Sheppard,
and the Cost Assignment Methodology Is investment of Subs. What is investments mean? What
Is the definition of that?

That would basically be totai assets, off the balance sheet.

And again, Is that total assets off the balance shest, s that on a consolidated basis?

Yeah.

Okay. And by assets do you mean property planning and equipment type of assets or all assets
including things like cash, and materials and supplies, and Investments in subsidiaries

companies?

Right. Total assets, on the balance sheet.
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Okay. The next one, O&M OQperations Manager - Property, and tha name is Flannigan, the RC
is 15-140, the designation of the Cost Assignment Methodology is 5% to BSE, 95% to BST on
investment.

That's correct.

! guess my question there is where did the 5%/95% designation come from?.. first part of the
question. The second question is why not just take investment from the non-regulated side of the
business compared to the regulated side?

Of course, It's hard to say where to place it at this time and there Is no way of obviously knowing
other than going back to Mr. Flannigan, and finding out. But there is also is an indication on here
that Tax Compllance Research and Audlt for specific companies are project billed. So the
residual is what we're taiking about, the 5% unregulated operations, 95% Southern and South
Centrat and the only rationale, the one that was accepted by the cost accountant conducting the
review was that the cost portioned Is based on an Investment relationship, which is the driving
force behind property taxation. But there is no indication as to why 5 and 95 as opposed to a
stralghtforward relative refationship.

The investment on this RC, total assets again?

No..

They should be.

Yes, right it would be. The term Investments would be the same for all of them.

Okay. But there's not a designation or a segregation of the assets by company of by subsidiary
In this case. It's a percentage imposed..

Right.

Right. .

Well, if you looked at the two Cost Assignment Forms, between '91 and '92. In "91 the 95% of
investments was split between Southern and South Central based on Investments. Those

designations sort of went away in ‘92, so..

| think that the answer to that, we'd have to check to be able to tell you really why the 95/5 as
opposed to a simple relative relationship.

Now, I've obviously not intending, or maybe nat so obviously, but | don't intend to go through
each one of the items in this response to 6-032, but | want to get through enough of them so that
| thoroughly understand the rationale and the actual implementation through these Cost
Assignment Forms, of them, and the Cost Allocation Methodology.

Sure. The only thing, you know, that | could even speculate on this one is perhaps that some
of the Enterprises’ subsidiaries are not covered In essence, do their own Property taxes. That's
the only thing | could think of why you would use other than a relative relationship.

So It's a possibility at least that perhaps they performed a study that Is not evident from the Cost
Assignment Form.
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Right. Analysis, because obviously, if you had 95/5, they're nice round numbers, there's
obviously some judgement that’s been used there, with respect to who, what companies are the
cost causatives and which companies they're supporting.

Okay. Moving on down the list, and in response to 6-032, we've got an Operation Manager -
Unregulated Income Taxes, followed by a Operatlons Manager - Regulated Income Taxes. And,
we're dealing with the RC’s 15-340 and 15-350. Conceptually, | guess | have a little bit of
difficulty understanding how Responsibility Code that says unregulated Income Taxes could have
any atlocation to Telecommunications. Likewise any Responsibliity Code designated as regulated
could have any allocation to Enterprises. And so, | guess I'd Ilke you to explain that to me. So,
... 50, 340 & 350.

The 15-340 has as part of their function some administrative support costs other than
departmental overheads which benefit BSE, BBS and BST. The 350 indicates that they've got
some overall clerical support for the entire Income Tax division. So, there are some functions,
administrative functions within both groups. In one case, it doesn't say whether it's clerical or
not, the other one it specifically identifies it as clerical. Where in essence they support the work
done by the entire clerical Income Tax division. And therefore that's how you get the small
portions allocated to the reg/unreg in spite of what the names of the districts are entitled.

Okay. Going on to the next ong, the Operations Manager - Consolidations, Demmick, the RC
is 15-360, there is a Cost Assignment Mathodology indicated there. | guass my questions there
go to: What functions are performed within this Responsibility Code, are they only related to the
consolidation of all of the subsidiaries of Bell South Corporation, or are they related to
consolidations at Intermediate levels, like up to BST, or up to BSE?

You know, the percents are simply allocated to the BSE & BBS or the general allocator in Gigi's
case, a lot of the general allocator comes from the fact that they're working on the consolidated
Federal Income tax return. | know that all the tax organizations have very detailed records,
because they do so much project billing, about their times and activities and that's where the

percents come from.

Okay. So, essentially the consolidations, we're still dealing with income tax issues and it's not
financial statement consolidations as such.

Right, Consolidated Federal Income Tax Return.

Now with the reorganization, am | correct that a substantial portion of this function has been
pushed down to BST?

Not Gigi Demett's. The ones pushed down, I'm not sure exactly how they are, but Susan Creel,
the H15-350. and | think the 15-320 Leanne Harvey would have been pushed down. If you take
a, if you look at that division, take the 50 percent rule those operation managers that have more
than 50 percent going to Belt South Telecommunications, would be the ones that have been
moved out in terms of the reorganization.

And the conversae Is then likewise true, that those Operations Managers or Responsibility Code's
that have more than a 50 percent allocation to BSE would have been retained by the

Corporation.
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Well not necessarily, because remember there won't be a BSE company, so you really have to
look within the BSE percentages and they are so fragmented that there is no one subsidiary that
they would have been doing more than 50 % for. So my understanding of it is that the
unregulated tax people will stay at Bell South Headguarters and will project bill. The only time
that a tax organization would be pushed out on the un-regulated side would be if one of the
companies gets so large and autonomous that you could push a group out. But from a cost
standpoint, t was not eifective to try to put an unregulated tax group out in one of the
subsidiaries because they would have still had to bill the various subsidiaries to get the cost out.
So there is no cost savings from that standpoint.

So, is this a true statement, at Bell South Corporation after this rearganization is completed that
there will be no cost allocated to Enterprises as an entity for in turn reallocation to its subsidiaries
if it chooses to do so, but rather there will be only project billing to specific Enterprise
subsidiaries?

Well, there will be cost allocation billing to the various subsidiaries. Now, whether there'll be a
two step process through a Bell South Enterprises shell or whether it will be direct, it really hasn't
been determined until we figure out, here in the hext few months, what we can do to minimize
the functions and operations, what has to be contained from an accounting standpoint, in the
Enterprises shell.

Because that would make a difference would it not? Whether or not you're allocating to
individual subsidlaries of Enterprises’ or whether you're allocating to Enterprise’s on a
consolidated basis and then there Is a second tler allocation after that. It could, let me just put
it that way.

Well, thers Is no difference except in how you do the accounting. The process would not be any
different, in my view, | don't see anything significant about the process.

Well what with respect for example, In the unregulated Income Taxes Iif that function being
retained by Bell South Corporation lts not being pushed down to Bell South Telecommunications
or into Enterprises. And now that will be project billed to the subsidiaries of Enterprises?

.

That's correct.

Even though perhaps, the work that Is done by that Responsibility Code is not necessarily
assignable to a specific subsidlary?

well, it would be assignable to a specific subsidiary, in taxes it wouid be. But remember that
today, we only allocate down to the Bell South Entetprises holding company. Thay use a
management fee to allocate below that.

Right.

In the future there wilt be fully distributed cost billing. Now whether there Is an intermediate step
in the BSE cost holding, or whether it goes directly down, it will all take place at the same time.
Because the plans are, at least right now, not to have any staff in the BSE shell.

Right. | guess my concern was more directed towards, if there Is not a specific subsidiary taking
general non-regulated related income tax work, then who are you going to project bill to?

Oh, well they'll project bill directly to the subsidiary.
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Okay, there will have to be in effect some type of allocation of those general types of costs that
go to non-requlated businaesses.

Well t's not an allocation, it will be project billed. So the project system will capture the costs.
They'll load departmental and corporate overhead on it and it will be billed specifically from
corporation to that individual entity. Project billing will not go through any intermediate step, it'll
be direct. Your allocated cost can, logically goes from one tier down to the next lowest tier in
a hierarchial arrangement, But project billing does not, project billing goes directly from those
providing the service to those receiving the service.

Using this as an example, the un-regulated Income tax activity, that is a responsibility that is
being retained by Bell South Corporation. Is that correct?

Uh-huh.

Okay. And most of the costs there is allocated, or was in 1992, allocated to BSE and BBS.
98%. Unregulated.

Uh-huh.
It wasn't allocated to individual subsidiaries of BSE. It was just allocated to BSE.
The allocated portion. But there were project billings that did push a lot of costs there.

Right. Right. | understand that. What I'm trying to get at is the portion of the costs that were not
project billed. What happened under this new regime to those types of costs?

They're billed the same way, assuming the function stayed the same.

Okay. But instead of being allocated to BSE, they'll be allocated to each of the individual
subsidiaries.

On the Cost Assignment Form under Section § it talks about all services, including them and
talks about what they do, will be billed to the specific companles, that's what they're doing now,
and that will not change.”

But even if there are some non-project costs,
Right, that's what I'm getting at,..
... that remain in this RC....

What do you do with those?

.. assuming that the functions don't change, they'll still go down in an allocation process,
hopefully hitting the unregulated subsidiaries in BSE.

But directly rather than to BSE probably.

Yeah. That's the way it works right now. | know the tax folks also tried to clean up this
administrative/clerical support thing, so that we did not end up with these wild billings back and
forth, and create these “incestrializations” {?) between entities and things which really would be
costly to do. | think they've cleaned those up too, in terms of the new organizational structure.
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Okay. Let's turn to the next page. Again, I'm Just trying to hit those that | think are differentiated
from the earller ones that we talked about. | want to repeat the same types of questlons that
we've gone through previously. We have an Operations Manager - Economist, and the cost of
that Responsibitity Code is 22-100, the Cost Assignment Methodology is operating expenses of
subsidiaries. And what subsidiaries are included In that? All subsidiaries?

Yes.
Again, on a consotidated basis?
Consolidated basis, that's right.

But now, as you're aware, depending upon the accounting methods performed for the ownership
interest of some of Enterprises’ subsidiaries they're treated on the balance shest under the equity
method. The expenses don’t actually get consolidated into Enterprises’ financial statements.
Just the net income does. So...

We don't have operating control though. So then that company would not benefit from Jim
Young's group of economists. You're right in that there are some equity investrnents in there, but
the equity investments in joint ventures, we don't have operating control. We also don’t operat
them and therefore they don't really impact what Jim Young does. 2 -

So in effect, the form or the level, form and level of ownership interest in a subsidiary could very
well affect how much cost it's allocated?

That's right. And In turn it has a big impact as to whether or not that entity is a cost causer or
not. If we don't have operating control, that generally means that we have a passive
arrangement from a management standpoint, not that we don't have oversight. But in terms of
overall operating responsibilities, and therefore those kinds of invastments don't drive, or don't
cause the same level of Headquarters' cost as subsidiaries that we actively manage and operate.

Turning to what was my Bates number 54, where we're into the Corporate Human Resources,
this would be under the Director of Executive Benefits, Summer, RC 53-200. The Cost
Assignment Methodology is the ratio of key managers and officers in each BS company. When
you have something like that, is it only at the direct subsidiary level, like Enterprises’ versus
Telecommunications. Or do you add up all of the key managers and officers in each of the
subsidiaries whether they’re direct or indirect?

It would be all subsidiaries.

And would that include those in which you don't have operating controi? Like the Internationat
Cellular?

No. we don’t, if we wouldn't recognize their salaries, then we wouldn't recognize them..

It would if they were key managers. Because In a lot of those situations, | think, what happens
is that you have an ex-patriat, ex-patriarch, patriot, I'm sorry, and they would be included in the
calculation. Because Tom Summer does the research development administration of all the
benefit plans for all key managers and officers in the corporation, wherever they are. So
gverybody has to be included.

Okay. What is the Sloan program? The next item on the list on the response to 60327 s that
an Executive Development program?

Yes it Is. At MIT.
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Why does it exclude the BSE acquired companies? As far as the Cost Assignment
Methodology? Is that because none of the BSE acquired companies officers/key managers are
participants in the Sloan program?

Right, based on employees eligible for participation... And the Cost Assignment Form shows that
exclusion.

Looks to mae like the longest list here, with the most precision, shall we say, in cost allocation
comes in under the VP & General Counsel, and all of the reports to that Individual. Kind of
interesting..

[ think our legal folks generally keep calendars, and as we work with them, they basically make
Judgements about what the calendar teits them, in terms of who their clients are. We try to be
very careful with them, to make sure they understand what their allocation is such that if they
have a need to exception report that they're aware of, that needs to be done. If they find
themselves getting outside who they have historically had their clients, if they find their client
base changing and so forth. Then they either need to either update their form or exception time
report ff it's a temporary thing.

Okay. What I'd like to do now, is turn to the last two pages of the response to 6-032. And, um,
we have hers the Federal Regulatory, and prior to that the Director of Legislative Affairs,
Basically, we have this governmentat affairs area. The first question | have is, where does Bell
South Bell Corporation, where do those costs enter into this picture here, as far as the Cost
Assignment Methodology. Where, what Responsibility Code are they coming in on? You said
that they were effectively treated as a separate department?

Well they're coming In on these RC's that you're seeing here. HEOH7-OH71-100... all those,
those are Bell South Corp. RC's. Over there in parentheses, under position names, are the S-,
RC S§10-100- whatever, those are the Bell South DC RC's.

Oh, | see. So that would be a good indication, weil in fact it looks like aimost alt of these are
coming in under-Bell South DC?, with the exception perhaps of the last two on that page?

| guess they just didn’'t put them down they would have their own Bell South DC RC’s.
Even the last two would?
Yeah, that whole section is Bell South DC.

Okay.

There are a few other Responsibility Code’ s besides these, that are being billed back to Belt
South BC. But al! of these on this page are Bell South BC

Okay. In the material that you have in the two binders there, there is information as to the billing

for each one of the RC's. Is that right? In other words we have, earlier we talked about the

summary of the billings by department to each one of the Beli South entities, and then back up

to that, and obviously the computer program that you have, starts out with the RC level of

information and then performs the allocations, and then, Is there, there is a roll-up then to get the
summary by department. Right?

Right.
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Lane Kollen: Okay. Now, the notebooks that you have here, do they contain the detail by Responsibility Code?
As far as the cost collection?

Mike Deans: Well there’s a output report given for that particular part of that particular month, it would have
an RC.

Lane Kollen: Okay. Just in general, I'd like to ask you how it Is that the determinations are made on legislative

activity. To go with the General Allocator in some instances, and in some instances to have a
direct allocation of 70% to BST, 30% to BSE or 90% BST or 10% BSE.. How can it be discerned
in one situation how much time Is being spent on, you know, on telecommunications activities
and in another instance, that determination apparently can not be made.

Mike MHostinsky: | think it has to do with the functions. And basically look at the Cost Assignment Forms In the
various functions, you know, and that would ead you to the rationale.

Lane Kollen: Okay, so if we look, for example to the Director of Legislative Affairs, Matthews, RC H71100.
Okay that um, for that particular RC, the H71100, you use the general aliocator. The rationale
is that impact of Issues generally dealt with is generally corporate wide and assessment of direct
benefit to a specific subsidiaries is lmposslble or impractical. And then there is some exception,
billing ot project billing..

Mike Hostinsky: There are a couple big exceptions there. One of them is MFJ-Grass Roots lobbying. The other
one is that 10% of salaries and all direct lobbying expenses in all direct for two registered
lobbyists, and held in a PV project and not billed out to subsidiaries.

Lane Kollen: Okay. Presumably, non-regulated?

Mike Hostinsky: | don't know why the 10%, { assume it relates to the function of their time that they feel like they
spend undertaking lobbying.

Lane Kolten: Okay. Let's contrast that to RC 73-010, which is the Director of Federal Regulatory.
Mike Deans: 73-010, Is that what you said?.
Lane Kollen: | don’t know if | have that. | don't have that. 73-010, | have 73-020.

Mike Hostinsky:  Gary Dennis, who we're showing as H73-010.

Lane Kollen: Oh, you have that.

Mike Deans: Yeah, it's somewhere in the back for some reason.
{Long silence)

Lane Kolten: I've got that.

{Second Side of Tape #2)

Lane Kollen: .. come to the determination that, you know, as far as time involvermnent, they feit that they could
identiiy them, some of the times between regulated and non-regulated activities. is that your
exception to this?
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Well between different activity, | think, not just reg. & non-reg., but 8ST and Bell South
Enterprises, and some things that reiate to Corporation in general. | think that, one thing that
jumps out to me on this one is, is that this person basically provides information and monitors
activities at the FCC and therefore that Is a ever-changing environment, In terms of what the mix
is. And so while the mix at any one givan point, may not exactly match the Cost Causative
Allocation, that over a petiod of time, and with the mix of events, this person feels that a split of
70% BST, 15% BSE, 15% cverall Corporate general allocator, is appropriate for theit ongoing
activities.

This person or this Responsibllity Code, Is that being retained at Corporation or | should say at
Bell South DC, after the recrganization? Thae latest reorganization?

No, Belt South DC will be treated the same.
Okay, now, as It was before the reorganization.
That's correct.

Now, you had said earlier, there won't be any Bell South Enterprises allocations, so to speak,
starting January 1, 19947

Well, | guess that the question Is that's not an absolute certainty. But we are working now to
minimize the total functions, from an accounting standpoint at Bell Scuth Enterprises
Headquarters. So that the cost wil get pushed down to subsidiaries In a fully distributed cost
manner. The final determination as to whether it will be a two-step process, with the Enterprises,
or direct, | guess we're uncertain there until we get the final picture from the Tax and Legal

people.

So the issue of whether or not the Enterprise subsidiaries get an allocation of costs from this RC,
for example, is not depandant upon whether or not there's a project billing situation.

That's correct.
They're going to get it if the time Is spent on Enterprises type activities.

That's correct. Regardless of whether the Enterprises’ hoiding company exists or doesn't exist
at the beginning of January.

'One thing | just want to make sure that | have real clear. | asked it earier, but | just want to

make sure that | have it clear. BS Corporation is not concernad with delineating between
ragulated or non-regulated conceptuaily. They're concerned with allocating the companies.

That's correct.

And that then, ¥ Telacommunications, for example, wants to segregate those billings from Bell
South Corporaticn, between reg and non-reg., that's entirely up to them.

That's correct.
And you don't directly provide them any information to do that, Is that right?

Just the bill and the invoice and supporting documentation that we talked about earlier that we
have here in the two binders for you to look at. The only thing outside of that, would be the
speclal request items that they have in the request that we give them at certain times, or certain
information.
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Okay. Um, Let's turn to the last page. And | think we'll be done shortly after this. This s the last
page in response to 6-032. This deals with Advertising and the Cost Assignment Methodology,
|ust as an example, for RC 95-000, and this is Advertising, is 5% general allocator, 20% Marketing
allocator, BST 65%, BSE 10%. | guess it was my impression from some of the earlier comments,
that BST does its own product advertising, and that BSC does not do product advertising. Is that
correct as a general rule?

I guess the thing | would say, is that all advertising reports to Don Reichent, who Is the person
in this Responsibility Code. So he has responsibility both In the holding company and in Bell
South Telecommunications. So, if it's product advertising, then he's responsible.

Okay. | guess if we looked at the Cost Assignment Form, there’'s a number of Cost "Causative
Corporate Functions Assignment Methodology”®, and that has to do with exceptlons of reporting
down..

Right.
In section 3 of that Cost Assignment Form?

Right. So it it's Marketing focused costs it goes to the Marketing joint allocator, if it's Investment

financlal advertising it goes to the equity of subsidiarles. Other Advertising costs go to the .
general allocator. And then any other costs that are charged to Don's Responsibiity Code go

to, 70% Marketing allocator, 20% Equity, and 10% Joint allocator.

And that's a matter of judgement, presumably.
Right. Bili, do you have any other questions?
No.

That's all | have. Thank you very much.

Alright, let me cover one other thing, before you turn the tape off. And that's to clarify the
question earlier about the Capital Funding. Caplital Funding Is the financing subsidiary of Bell
South Corporation, that provides the debt funding for the un-regulated subs. of BS Enterprises.
In doing so, while they have debt, they immediately turn around and push that debt down to the
subsidliaries. They also have a, are a zero company when it comes to net Income, and In
pushing the debt down, they mark it up about 5 basis points over the interest rate that they get
in the market to cover the operating expenses and SEC filings and so forth. So therefore if there
Is any debt In Capital Funding it's there for a very short time, a matter of days and weeks before
it can get pushed down to the Enterprises subsidiaries. And the Enterprises subsidiarles have
an excess of 500 million dollars so | forgot the exact number, when | made the call at the break,
but an excess of one half a billion dotiars of debt on their books. So there Is no debt that would
not be included in an allocation based on capital at any of the subsidiaries that are not covered
in the allocation process.

Yes, but that actually though, issued by Capital Funding, and held In the name of Capital
Funding. But then for accounting purposes aliocated to the subsidiaries of Enterprises, is that the
way it goes?

That's correct. That's the way it gets pushed down.

The debt isn't actually held by the subsidiaries, although i is reported on thelr books. Simply
because of the accounting treatment of It, rather than the actual debt instrument as such.
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Capped Funding is essentlally Is the Treasury Department for all those companies that, they have
a note executed with Capped Funding. So that they do have a legal ilabllity to repay the debt
from that company. So it is aiso secondary to the overail note that Capped Funding has with
actual bond holders In the outside marketplace. That's the accounting process by which k gets
pushed down.

| do have a few more questions, ¥ you don’t mind, on Consolidation accounting. Um, at Bell
South Corporations Consolidated Financlal statements. Are those the types of questions you
could answer in general?

Yes sure.

Okay. In some instances when you're making eliminating entries or consolication entries, you
have, | guess an opportunity to determine where the consolidation entry goes. For axample, with
respect to BellSouth Capital Funding, you could ellminate the debt there, or you could sliminate
i on all of the subsidiaries of Bell South Enterprises. in other words, you can't count the same
debt twice.

Right.

Okay. And so that on a consolidated financial statement basis for Beil South Enterprises, you
have the discretion, | guess, of including that debt on the balance sheet of the Capital Funding,
or on the balance sheet of enterprises. is that right, or am | wrong?

Waell, we really don't have any choice, because Capped Funding is a subsidiary of Bell South
Corporation. S0 when you do the Bell South Enterprises consolidation, the debt is already

. consolidated at the Bell South Enterprises level. So when the Bell South Enterprises consolidated

financial statemants are used in the allocation process, it's already there. And we really have
no opportunity. When we do the Corporate Consolidation, we simply, because its already
included there, we simply don't have to deal with that entry again.

Okay. Now at the consolidated level, sometimes you make what | call reclassification entries.
is that right? -

Well, very seidom. Sometimes if amounts are small or external financial statement purposes we
will Include them in with another line. But I'm not sure if that's what you mean by reclassification

or not.
Um, yeah. Which line gets Inciuded in, and you do maka those types of reclassifications entries.

Right. Yeah, we do have a few of those things. For example, minority interests. While it's
recorded up in detall in our external financial statements, we zero aut that line and put k in in
other income net. We do the same thing with cumulative gain/loss in foreign currency
transactions. Just to make a clean financlal statement. That's what we're trying to do.

With respect to the reclassification entry that's done on the consolidated books, related to ESOP,
segregating ESOP "benefits® expense, between compensation expense and interest expense.
Are you famillar with that reclassification entry?

No, I'm not. | think that's one you would want to ask Greg Griffin.

Okay. We will, | just wanted to know If you were familiar or not. Okay, very good, thank you.
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SEPTEMBER 30, 1993

10:00 am to 11:45 am Distribute Preliminary Issue/Fi lndlngs Lists
‘ Followed by Discussion. . S pcass fo na s

/ } Fry( 1S Se £ fm‘m-z.gfw[ uel - 6-6,__ é F’"‘“’(—Q_,

- Z;M ccf: -"lﬂn re [ A
/ f:(ﬁ?o—w Uso A

11:45am to 1:15 pm Lunch

1:15pmto 1:45pm Review Q&A Data Base for Accuracy--Make
Corrections.

1:45 pm to 2:15 pm Return of any Claimed Proprietary Information.

2:15pm to 2:45 pm Report Format.

2:45 pm to 3:30 pm  Strategy for Future.
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Supp. No. 165 TELEPHONE COMPANIES CHAPTER 25-4

PART III - GENERAL MANAGEMENT REQUIREMENTS

25-4.034 Tariffs

25-4.0345 customer Premise Equipment and Inside Wire
25-4.035 Rate Area Boundaries

25-4.036 Design and Construction of Plant

25-4.037 Telephone Lines Crossing Railroads
25-4.038 Safety

25-4.039 ' Traffic

25-4.040 Telephone Directories; Directory Assistance
25-4.0405 Telephone Directory Advertising Revenues
25-4.041 Courtesy

25-4.042 Extended Area Service

25~4.043 Response to Commission Staff Inquiries
25-4.044 Private Line/Special Access Cost Manual

25-4,034 Tariffs.
{1) Each telephone utility shall maintain on file with the Commission tariffs

which set forth all rates and charges for customer services, the classes and grades
of service available to subscribers, the conditions and circumstances under which
service will be furnished and all general rules and regulations governing the
relation of customer and utility. Such tariff filings shall be in compliance with
the requirements of Chapter 25-9 of the Commission rules entitled "Construction and
Filing of Tariffs by Public Utilities."”

‘ (a) Each company shall file, as an integral part of its tariff, maps defining
the exchange service areas and base rate area. These maps shall delineate the
boundaries in sufficient detail that they may be located in the field and shall
embrace all territory included in the certificate of convenience and nacessity
unless portions of such territory are included in toll station areas.

{b) Each telephone company having toll station areas which are beyond its
exchange service area boundaries but within its certificate of convenience and
necessity shall file only with the Commission as an integral part of its tariff a
toll station area map for each toll station area. These maps shall show the toll
station area boundaries in sufficient detail that they may be located in the field.

(¢) Where zone rate differentials are applicable, the zone boundaries shall
ba designated on the appropriate filed maps unless the language in the tariff is
sufficient to identify the boundary locations. .

(2) Intrastate toll message and WATS rates shall be fixed by Commission Order.
The Commission may limit the amount of variation between any two companies’ rates.

{3) Each telephone company shall maintain on file in each of its business
offices, available for public inspection upon request, a copy of the local exchange
tariff for exchanges under the administration of that office, the general exchange
tariff and a achedule of intrastate toll rates for the entire State of Florida.
Each business office shall likewise make available a copy of Chapter 25-4 of the
Florida Public Service Commission Rules and Regulations for public inspection upon
regquest.

Specific Authority: 350.127(2), F.S.
Law Implemented: 364.04, F.S.
Bistory: Revised 12/1/68, Amended 3/31/76, 11/29/82, formerly 25-4.34, Amended

9/12/88, 4/16/90.

25-4.0345 Customer Premises Equipment and Inside Wire.

{1) Definitions: For purposas of definition under this rule:

{a} "CPE" includes terminal egquipment intended for use on the customer’'s
premises guch as telephone sets, teletypewriters, data terminal equipment, mobile
telephone terminal equipment, private branch exchange egquipment, key system
egquipment, dialers and other supplemental equipment. CPE does not include 911
public safety answering point equipment (ALI, ANI, ACD equipment}, local sxchange
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company paystations, or telecommunications devices required by hearing or speech
impaired subscribers,

(b) rDemarcation point” is the point of physical interconnection (connecting
block, terminal strip, jack, protector, optical network interface, or remote
isolation device) between the telephone network and the customers premises wiring.
Unlegs otherwise ordered by the Commission for good cause shown the location of
this point is:

1. Single Line/Singla Customer Building - Either at the point of
physical entry to the building or a junction point as close as
practicable to the point of entry.

2. Ssingle Line/Multi Customer Building -~ Within the customer's premises
at a point easily accessad by the customer.

3. Multi Line Systems/Single or Multi Customer Building - At a point
within the same room and within 25 feet of the FCC registered
terminal equipment or cross connect field.

4. Temporary Accommodations Subscriber Premises with Inadequate
Grounding (e.g. some mobile homes, trailers, houseboats,
construction modules.) - On a permanent stake, pole or structure
with a suitable safety ground.

{c) "Complex Equipment wire:" premises wiring owned by the local exchange
company which may be used as station wiring and to connect off-premise extensions
and is beyond the normal demarcation points. :

(d) T"Inside wire"” is all wire or cable other than complex equipment wire
located on the customer's side of the demarcation point.

(e} "Qustomer Premises" is the discrete real property cwned, lsasad or
controlled by a customer for the customer's own business or residential purposes.

{(2) The provision and maintenance of Customer Premises Equipment (CPE) and
inside wire:

(a) The provision and maintenance of CPE and insids wire, but not complex
equipment wire, is deregulated for intrastate purposes.

{b) Companies using accounting allocation procedures in lieu of a fully
separate subsidiary for the provision and maintenance of CPE and inside wire shall
submit annual audit results and a formal opinion, rendered by an independent
certified public accountant or auditor, on the reasonableness and accuracy of the
allocation procedures employed. The expense of this audit shall be separately

“cidentified and shall not be chargeable to expense for ratemaking purposes. The

Commission may, upon sufficient showing by a telephone company, modify or waive

these requirements.

(3) Network facilities up to and including the demarcation point are part of
the telephone network, provided and maintained by the telephone company under
tariff.

(4) CPE Network Responsibility. No CPE may harm the network by introducing
gsignals that interfere or affect other subscribers or network operations.
Specific Authority: 350.127(2), P.S.

l.aw Implemented: 364.03, F.S.
History: New 12/13/82, Amended 9/30/85, formerly 25-4.345, Amended 4/16/90.

25-4.035 Rate Area Boundaries,
(1) The boundaries of base rate and zone rate areas in each exchange service

area which have been established in accordance with an order or tariff
authorization by the Commission are approved and no change shall be made in any
such boundaries except under authority granted by the Commission.
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