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C O I I P A N Y :  SBT 1 1  7 TITLE: HEADQUARTERS ALlOCRTlObS 
PERIOD: YEAR END 12/31/94 
DATE: SEPTEXBER 6, 1995 
AUDITOR: RKY 

YP no. 17 

The audit service request asks us to deternine the reasonablenss of pareflt 
company (BSTJ allocations and allocation procedures insuring that busineaacquisition 
and FCC lobbying costs are not passed through. 

This is divided into tu0 parts. 

One, determine the reasonableness of parent co allocations. 
In conversation with Rick Wright , analyst in Tallahassee, lie decided 
that the audit of the BST Bdq allocations is a conplete audit in itself. 
Our review of Cht external audit uorkpapers provides an explanation of 
the_&PJysterytu&js the allocation of state charges from BST BOP on 

47-1, 41-2 AND 41-3;m a description of terns used in the process. 
k p l a i n e d  in YP46 there a r d f b e r e n t  allocators used for all the 
accounts. Ye decided that we would audit only one allocation \ to F1. 
Ye selected the corporate allocator which is , 2 6 4 5  to Florida 

The allocator was recalculated'on 4 7 4  and traced to various company reports 
supporting the amounts used in t h h I T i d i o n .  It would be possible to further 
document the substantiating reports, but staff decided to liiit the scope to this 
point. 

WP 47-4 - -. , L 

Two, if there are lobbying costs or business acqui6itim costs in the 
s a m r s l e c t e d ,  ue will describe then and disclos6 in YP 44. Also, YP 
40-1/24 addressed the lobbying expenses that are r d n  expense 
f o i ' w d u t m  purposes. 
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FPSC Staff Andit 
1994 Sweillana Rcport 
ltem No. 67 
Sepcembcr 8,1995 
page 1 of 1 

REQUEST RE BST HQ Apporuonrnent Fanors 

The attached was sent m rcsponre toRequesl63 h d e  MR 7 for amss lmu and WorLsbm IA 
Prom& Worksheet 18 for Salana and Wage h d c  MRzl (adjuskd for FRbasls) and Workshe( IC 
for connructlw Expcnd~tures hQ MR 7 and Workhat 1D for ac~ess lm acrmty 

RESPONSE Worksheas 14 18, IC, 1D anached Access 

the Company's mmUv MR7 repon A q y  of b e  extract and IhcDeccmba 1993 MR7reporl arc 
attached ,. 
Thu suppomg data has been referenad to the calculauon of the Ronda HQ prate factor 



September 

October 
HEADQUARTERS APPORTIONMENT FACTORS 

COMPANY BellSouth Telecommunications 

STUDY DATE YEAR Januaw-December 1993 
RATE USAGE YEAR 1994 
EFFECTIVE DATE Jan 1994 

000 

000 

WORKSHEET 1A - AVERAGE ACCESS LINES IN SERVICE 
GENERAL ALLOCATOR DATA SUMMARY (COL a) 

AREAS ALABAMA FLORIDA GEORGIA KENTUCKY LOUISIANA - 
January OW 0 00 0 00 000 0 00 

February 

March 

OW 0 00 OW 0 00 000 

OW 0 00 OW 000 000 

April 000 0 00 000 0 00 000 

May 

June 

July 

August 

000 0 00 0 00 000 000 

000 0 00 0 00 OW 000 

0 00 000 OW 0 00 000 

0 00 000 000 0 00 000 

September 0 00 0 00 000 000 0 00 

October OW 000 0 00 000 000 

November 

December 

TOTAL 

000 q7-4 000 000 0 00 000 

19,717,001 00 4--- b 60,039,95500 37,655.900 00 12,212,358 00 23,324,917 00 

19,717,001 00 60,039.955 004 37,655.900 00 12.212.358 00 23,324,917 00 

1,017,696 50 1,943,743 08 

EOP-Average 
(Total I # 01 mths 
in sludy period) 1,643.083.42 

+ 
- 
-v - 09/11/95 09:32 AM 

000 

OW 

000 

000 

000 ' 

000 

000 

OW 

000 

OW 

000 

152,950,131 00 

152,950.131 .OO 
c 

4 
12,745,844 25 % 

< 



September 

October 
AREAS MISSISSIPPI N CAROLINA S. CAROLINA TENNESSEE 

___ 
January 0 00 

February ow 
March 000 

April ow 
May 000 

June OW 

July O D 0  

August OW 

September 000 

October ow 
November OW 

December 12.745.196 00 

TOTAL 12,745,196 W 

EOP-Average 
[Total I # of mths 
in study pencd) 1.062.099 67 

__ 
0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0. w 
22.320.214.00 

22.320.214.00 

1.860.017.63 

Source. MR7. Line 03450 (SET) Total Access. "In Service End of MonW column 

09111195 09:32AH 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

0.00 

14,246928.00 

0 00 

0 00 

ow 
ow 
000 

0 00 

0 00 

0 00 

000 

000 

ow 
26.336.645 00 

0.00 

0.00 
COMPANY 

000 

000 

000 

000 

000 

000 

000 

000 

ow 
ow 
000 

228,599.114 W 

14.246.928.W 

1.187.244 W 

26,336.645.00 

2,194,720.42 

228,599.114.00 

18,049,926 17 



/YccEs.: L - C()LUp?AJ - (p) 
/ 

Page: 1 4fi RTAP - Resm'ce lreckfr - AMIYSIS a d  P l m i n o  Lu51.4 
Report N m :  AUALTS 
Pr~cer r  oate: 01/14/94 T h e :  18:04 A s t d  ULI 

RCC : 00000000 Rnnding  : U Year : lW3 
U L I  : ALTS Rcorp : N 

PA 

\ 
RJ : ** 

Regulatory 

A U Q M  

FLORIDA 

GEORGIA 

KENTUCKY 

L W l  SIANA 

MISSISSIPPI 

NORTH CAROLINA 

SOUTH CAROLINA 

TENNESSEE 

REPOR1 TOTAL 

EOP AUG, 

Ccddc Year TO 0.te JarUary 
July 

AL 19,717.001 1,616,765 
1,640,031 

01 37.655, PO0 3, M2.001 
3,151,036 

KY 12,212.358 1.003.534 
1,017,584 

LA 23,324. 917 1.922.581 
1,939,784 

RS 12,745.196 1,044,544 
1.059.07 

NC 22,320,214 1,1128,262 
1,853.740 

SC 14,246,928 1,171,559 
1,184,584 

TN 26,336,615 2.157.696 
2.1w,m 

Febrwry 
AU9U. t  

1.625.252 
1,645,548 

4,953.N 
5,013,508 

3,097,035 
3,144. W4 

1,007,719 
1,020,074 

1,930,672 
1 ,945,507 

1 ,052,333 
1,064,955 

1,836.776 
1,869,640 

1,176,140 
1,190,681 

2,168,077 
2,200.96b 

\ 
March , April 

heptuter OctDbcr 

1,631,318 1.635.520 
1,655.275 I.~~P.~Ls 

4,964.109 ~.9rn,264 
5.033.896 5,050,447 

3.109.315 3,121.405 
3,163.696 3,172.628 

1,011,230 1,014,168 
1,023,291 1,025,805 

1,936,892 1,942,068 
1,951.621 1,955,154 

1,057,391 1,029,456 
1.067.547 1,071,606 

1,842.431 1.847.644 
1,879,055 1,885,071 

1,180.190 1,184,061 
1.194.347 1,193,961 

2,176.179 2,181,237 
2,211,406 2.217.994 

3.127.295 3.129.653 
s,i82,066 3.ip4.m 

1,015,921 1,016,249 
1,027,514 1,029,265 

1,940,354 1,938,610 
1,958,198 1.963.4R 

1,050,786 1.058.564 
1,on.m 1,076,372 

1,843,403 1,847,711 
1,890,602 1,895,879 

1,185,575 1,186,652 
1,196,223 1,198,931 

2,184,824 2,185,589 
2,225.846 2,236.059 

bata  obtained frm 1988-1991 history  f i l e s  does not re f lec t  the organizational changer that Mere shown i n  MRl lEPS 
NOTICE : NOT F M I  USElOlSCLOSURE WTSIDE EELLSWTH EXCEPT UNDFP VRITTEN AGREEMEUT 



TBIS PAGE@) HAS BEEN REMOVED AS IT 
CONSISTS OF COMPETITIYE INTEltE3T& 

TEE DISCU)SURE OF WEICE WOULB IMPAIR THE COhfPElTIWE 
BUSINESSANDISTHEREFORE 
PROPRIETARY INFORMATION 



September 

Oclober 
HEAOQUARTERS APPORTIONMENT FACTORS 

0.oc 

0.00 

COMPANY: BellSoulh Telecommunications 

STUDY DATE YEAR: January-December 1993 
RATE USAGE YEAR: 1994 
EFFECTIVE DATE: Jan 1994 

WORKSHEET 18 - SALARES AND WAGES CHARGED FINAL ACCOUNTS 
(EXCLUDING CONSTRUCTION AND COST OF REMOVAL) 
GENERAL ALLOCATOR DATA SUMMARY (COL b) 

AREAS 

January 

Februav 

March 

April 

Mav 

June 

July 

August 

September 

October 

November 

December 

-, 

2, 
v 

adjustment 
TOTAL 

ALABAMA FLORIDA GEORGIA KENTUCKY LOUISIANA 
_.._.__..-.__ .___..._..... ...__._.._... 

19,966.066.67 74.360.478.95 41.398.923.36 12.563.136.83 24.311.105.21 

17,793,601.32 67.497.443.46 37,331.740.90 11,596.489.08 21,246,491 5 7  

24,696.1 71.34 21,964.291.36 75,977.390.05 43.505.395.36 12.993.534.07 

20.1 36,704.39 71.223.505.24 41,591,150.56 12.543.463.69 23.671.760.64 

23,287.386.79 19,509.773.14 65.478.985.53 40,635,720.14 12.363.896.59 

20.099.545.22 67.259.564.22 41 ,947,081 .IO 13.484.881.21 24,038,584.55 

16.208.340.55 59,158,105.95 36.623.772.67 11.821.007.85 22,904.335.74 

24.652.615.31 20.447.228.35 66,651,294.49 43.047.936.95 13,242.745.06 

19.681,931.30 65,726.472.19 41.264.564.86 12.682.149.22 23.61 2,676.37 

20.400.528.17 68.897.543.44 43.750.031.22 12,990.539.25 24.907.939.23 

19,246,601.91 66.969.547.46 40,251,262.99 12.479.365.17 23.307.292.25 

~.- 45 91L yu".y" 
238,696,047.10 A !  
21,001.232.70 72.370.556.91 42.573.465.96 13.721.306.80 25.510.050.69 

~ ~ 1 . 0 6 6 . 3 1  152,462.536.82 286.346.629.69 
: M n  M\ __.______.____._ 

1 .---. 

172,621,71504 

155,467.766 33 

179,156,762 20 

169,366,604 52 

161,275,762 19 

166,629,656 30 

150,715.562 96 

168,242.020 16 

153,167,793 96 

170,946,581 31 

162.254.309 78 

175.176.61506 

1.949.306.169 61 
-. + 



September 

October 
AREAS MISSISSIPPI N. CAROLINA S. CAR 

January 13.593.953.27 22,049.135.11 

February 11,971.573.21 20.018.030.83 

March 13,828.389.86 23.654.148.65 

April 13,619,177.30 22,877,944.02 

May 12.908.015.63 22.421.580.03 

June 13,192.246.81 23.538.126.28 

July 12,815.050.13 21.636.858.05 

August 14,090,247.43 23.894.822.09 

Seplember 13,555.970.05 22.656.907.69 

October 14.064.147.77 23.829.103.1 1 

November 13.625.275.36 22.458.077.89 

December 14.884.693.63 24.014.838.20 

TOTAL 162,148.740.45 273,249.572.1 5 

Source: Journal Entry Form MP5242. Salary and Wage column. Account 

- 

Categories 4 W .  W, 6 W .  7XXX. 

09H 1195 09:32 AM 

INA TENNESSEE 

15.333.275.99 

14.198.277.40 

16.468.165.85 

15.973.364.87 

15.621.843.1 1 

16.277.533.46 

15.233.465.80 

16.290.233.02 

15,470.986.83 

16,381.727.85 

15.363.261 .09 

16,546,324.46 

189.178.459.73 
-_ 

26,580.351 S O  

24.153.164.48 

28,174.439.8 1 

26,726.508.18 

26.304.1 77.98 

27,653,221 .85 

25.222.981.90 

27.734.245.00 

26.609.838.39 

28.462.593.87 

26.502.664.66 

29.041.652.99 

0.00 

0.00 
COMPANY - 

250.178.430.91 

225.808.872.25 

26 1281,926.37 

248.563.598.89 

238.531.378.94 

247.490.784.70 

225.623.918.84 

250,251.567.70 

241,661.497.12 

253.6lM.153.91 

240.223.538.78 

259.664.124.34 

323.165.840.61 ,897,048.782 75- 

------- 



HEAWUARTERS APPORTIONMENT FACTORS 

COMPANY BellSOUlh TeleCOmmumCallonS 

STUDY DATE YEAR: 
PATE USAGE YEAR: 
EFFECTIVE M T E :  

Janualy-December 1993 
1994 
Jan 1994 

WORKSHEET I C  - CONSTRUCTON EXPENDITURES - FR BASIS 
GENERAL ALLOCATOR DATA SUMMARY (COL C) 

VERIFIED BY 

APPROVEDBY 
operalions Mgr. 

AREAS AlABAMA FLORIDA GEORGIA KENTUCKY LOUISIANA 
____._._. .- . . ...... 

TOTAL CONSTRUCTION 

I2 MONTHS IN STUDY 275.062.933.00 716.479.818.00 532.646.838.00 134712.602.00 236,558,048 00 1.895.460.237.00 EXPENDITURES 

PERIOD 1993 
._ . . . . . 

1,800,579 00 0.00 OW 0.00 2,550,282 00 4,350.861.03 FR ADJUSTMENTS 

._ _ .- 
PLUS 

MINUS 
................. . . . 

..... ..... ..... ..... ..... 0.00 (enler as negaliw - ) - ....... . _ . ........ .............. 
41-4 

CONSTRUCTION c_ 6 
1,899.811.098.00 239.108.328.00 

EXPENDITURES 1%.712.602 W 
(FA BASIS) 276,863,512.00 716.419.818.@ 532,646.838.00 

\ 

WlllrJ5 09:32 AM 

6 
0 -- 
A 
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THIS PAGE@) BAS BEEN REMOVED AS IT 
CONSISTS OF C 0 M P E ” W E  INTERESTS, 

THE DISCLOSURE OF WHICH WOULD LMPAIR THE COMPETITWE 
BUSINESS AND IS THEREFORE 
PROPREETARY INFORMATION 



j 
- I  
0 :  
. I .  

.: I .? 
o g g  0 
N '  N 8 

0 
x 
0 

8 0 ,  0 



September 

October 
TENNESSEE AREAS MISSISSIPPI N. CAROLINA S. CAROLINA ___- 

January 0.00 0.00 0.00 0.00 

February 0.00 0.00 0.00 0.00 

March 0.00 0.00 0.00 0.00 

April 0.00 0.00 0.00 0.00 

May 0.00 0.00 0.00 0.00 

June 0.00 0.00 0.00 0.00 

July 0.00 0.00 0.00 0.00 

August 0.00 0.00 0.00 0.00 

September 0.00 0.00 0.00 0.00 

October 0.00 0.00 0. 00 0.00 

November 0.00 0.00 0.00 0.00 

1.181.308.00 December 570.077.00 960.694.00 594.561.00 

TOTAL 570.077.00 960.694.00 594.561.00 1.181.308.00 

MR7. Line 03450 Total Access, Sum of 'Inward Movement * columns. 

NOTE: SCB MR7 cnntains Tear-Io-Date' data. Post the Year-to-Date 

___- .-I__ ___ 

data in the appropriate mw for the study period. 

09/11/95 09:32 AM 

000 

OW 
COMPANY 

000 

000 

000 

000 

000 

0 00 

000 

000 

000 

0 30 

000 

10.465.682 00 

__ 

10,465.682.00 
/--.. 



6E0'808 
OOE'596 

LEO'S6 
859'801 

i62'77 
EZS'75 

256'89 
759'69 

2 O L ' n  
SZZ'ZS 

768'08 
729'86 

O8l'LE 
Z18'97 

118'Sfl 
077'0Ll 

LU'952 
S06'092 

618% 
177'78 

J-300 
a r  

518'958 
ZSL'9Z8 

169'16 
967'76 

771'87 
902'57 

E12'U 
LEL'58 

568'77 
050'77 

257'28 
s9PL.18 

650'17 
756'8i 

975'171 
U L ' Z Z L  

291'872 
052'922 

9i0'89 
Z0'19 

,-*ON 
Asn 

252'169 
122'758 

(01'86 
168'56 

215'15 
S68'L7 

OSi'08 
OZZ'SL 

9E7'65 
695'27 

728'28 
71OSlQ 

281'17 
081'6E 

811'851 
OW'L71 

067'972 
69L'iSZ 

272'11 
785'89 

J-20130 
1!JdV 

.. : r n  

510'206 
fOL'298 

220'101 
LM'56 

165'67 
i89'97 

066'6L 
ZSZ'9L 

675'L7 
OLL'SZ 

$69'18 
97O'W 

iSl'i7 

606'm~ 

E65'6E 

196'151 

601'172 
852'052 

E6i'UL 
002'69 

i19'9EO'L 
80i'981 

215'711 
9i1'98 

ZOi'29 
16S'L7 

628'101 
IES'OL 

26E'IL 
M6'i7 

OLL'EOL 
E09'LL 

711'67 
LLZ'Si 

E80'181 
928'9EL 

ZU'082 
571'922 

657'18 
675'29 

821'9L6 
LLP'QSL 

ZW'SOL 
680'69 

W1'25 
SZS'27 

177'98 
525'89 

ZIP'L7 
ES9'17 

f lS '06 
W ' 9 1  

6LL'f'l 
967'7i 

761'191 
ZsL'821 

261'552 
725'112 

808'7L 
E59'E9 

Ainr 
hmuw 

ZW'S97'01 

80i'l81'1 111 

195'565 JS 

769'096 i n  

LLO'OLS sw 

12 1 'OiO' 1 Vl 

61E'167 AX 

6C2'198 1v 

lV101 1UOd3P 

33SS3NN31 

VNllOUVl HImS 

VNIlOPVl HlPOW 

IddlSSISSlW 

VNVISlml 



Page: 1 @ Report N m :  AYALTO 
Process Date: OlIl4I94 Tim: 10:07 ACtUal ULI 

RCC : ooooaooo R o w d i n g  : U rear : 1993 RJ : 

n i w  - R~LOUTCC TrackiM Analysin a d  Plsmiop 

V L I  : ALTO Reorg : N \ 
R e ~ u l a t o r y  Jurisdiction 

A L A B M  

FLORIDA 

G E O R G I A  

XEUTUCKY 

L W I S I A U A  

MISSISSIPPI 

w m n  CAROLMA 

SUJTH U R O L l U A  

TENUESSEE 

REPORT TOTAL 

Code Year To Date Jallflry 
July 

AL 

F L  

GI 

KY 

LA 

YS 

NC 

sc 

rn 

401,323 2 a . m  
35.(107 

1,376,136 94,212 
121,772 

846,464 57,315 
n,m 

231,622 15,(102 
21,524 

492,508 36,017 
4 4 5 0 1  

February March 
AU~USC s e p t h r  

26,910 31.043 
40.820 34.340 

130.501 113,731 
99,402 119.690 

60,933 
85.688 

15,501 
23,306 

34,595 
48.183 

69,491 
n . 0 9 1  

17,920 
19,963 

40,025 
bO> 764 

Apri I J V r  

\ 
32, 50 b2.323 

32,365 33,470 3 1\ 31,200 

123.902 107,531 

M.017 68,199 84,127 
74.359 69.229 61,099 

10.480 19.072 23,255 
19,346 19,719 17,726 

39.259 41.709 50,105 
39,622 39.726 37,842 

267,036 18,792 18,056 20,268 20,351 22.355 26,201 
22.654 26.599 22.469 27,601 21,452 20, 238 

442.206 30,599 31.056 35,293 3 4 , 5 7 7  44,912 4 2 . W  
39,907 42,997 35.576 37.160 36.226 31,817 

201,309 10.903 21.374 22.346 22.014 22,091 26.735 
25.096 30.140 22.951 25,018 23,014 20,827 

548.743 39.856 37,929 43.947 45,472 45,543 53.963 
50.121 52.586 45.756 45,000 44.967 42.503 

4,887,347 340,233 345,844 400.031 403.237 404.150 470,167 
430,998 470,020 409.449 419,139 399,557 369,722 

Data obtained from 1988-i?91 His tory  f i l e s  does mf reflect the organirsrioml changes That uerc shorn i n  MRllBPS 
WOTiCE : NOT FOR USEIDISCLOSURE WTSIDE BELLSCUTH EXCEPT UNDER YRiTTEN AGREEYEWT 



925'25 
569'75 

997'52 
809'LZ 

IKL'L5 
gPS'97 

199'22 
720'92 

250'57 
657'97 

7S7'61 
LSS'KZ 

91L'IL 
5t5'98 

882'LSI 
209'227 

7U'25 
$56'87 

051'52 
519'52 

186'12 
528'07 

E77'52 
269'12 

92L'Z'I 
7L6'6E 

oBK'12 
299'61 

695'55 
911'27 595'7K 

J V 3 a O  
-I. 

911'2L7 
786'057 

KOK'Z5 
617'05 

769'SZ 
169'52 

061'57 
K79'07 

SKU'L5 
912'22 

202'57 
519'K7 

9~0'12 

6u'm 

OOK'LZ 

529'09 

LLS'Z51 
598'621 

U ' L 5  
617'9K 

995'267 
U9'297 

992'55 
050'25 

979'92 
LK5'92 

717'77 
656'07 

080'52 
277'52 

626'97 
120'37 

061'U 
559'12 

810'56 
Sl.7'29 

816'KCL 
995'051 

570'77 
LSL'LK 

KZ9'LSS 
797'077 

926'19 
LOZ'87 

rn1'25 
520'92 

2K8'85 
Y7'6.C 

56L'OC 
978'52 

196'55 
BOO'S7 

999'52 
91L.61 

56K.I.6 
K68'U 

IZZ'OSL 
559'921 

6C9'9? 
1f9P'Ec 

OSI'LL* 
957'91) 

192'55 
552'97 

OLO'LZ 
027'KZ 

755'97 
926'LE 

856'72 
178'22 

518'27 
179'07 

56L'U 
759'81 

u ' m  
657'1L 

021'151 
29P'OZt 

100'65 
916'7K 

Ainr 

HI 

JS 

311 

SY 

v 1  

A> 

rJ 

14 

1v 



COMPANY: 
TITLE: 
PERIOD: 
DATE: 
AUDITOR: 

UP NO. 

SBT 
GESERAL ALLOCATOR 
YEAR END 12/31/94 
SEPTEMBER 6, 1995 
RKY 

48 

The audit service request asked us to deteriine if the rethodology used in 
calculating the general allocator used to allocate BellSouth Corporation RQ Costs to Southe 
Bell Telephone is appropriate. Re: FCC Order 95-31, Southvestern Bell. 

FCC Order 95-31, Adopted: January 26, 1995, Released: narch 3, 1995 orders SWBT 
I . . .  to show cause why certain expenses retained by SBC as retained expenses 

4.9Ol(b][3)(iii)." 

he order states that the FCC rules iandate that I... this general allocator is 
a ratio based upon all expenses directly assigned or 

found that ". ..SBC did not include "retained expenses" (i.e. certain 
expenses not passed on to affiliates, but retained on the books of SKI in the 
base used for calculating its general allocator." 

The FCC agrees rith their auditors' description of hov the general allocator 

I... the ratio of all 
assigned or attributed to regulated and non regulated 

tivities.' ...' 
that I . . .  if the general allocator had been coiputed 

allocated through the general allocator would 
rop from aliost 70 per cent to about 43 percent for 1992 alone." 

COHPANY COHMENT: 

The Company's response to our request for inforiation regarding this topic 
follows this Disclosure. PSC staff did not audit the Conpany's calculations. 

I l l  I I I I I  I I l l 1  I I I I I  1 I I I I  I I l l  I I I I I  I I 



Before the 
FEDERAL COMMUNICATIONS COMMISSION 

fc- \ ,I '< 
._ W-n, D.C. 20554 

FCC 95-31 

Inthehfaacrof 

Southwwm Bell 
Telephone Company 

Adopttd: January 26,1995 kleawd: March 3,  1995 

By the Commission: 

I. Introduction 

1. On M a y  19, 1994 we released a fcdcnl-mu: join! audit repon ("Audit Rcprt") 
that examined uansaaions between swthwcstun Bcll Telcphonc Company ('SWBT") ad 
various SWBT af6htcs, including in para% Sourhwcstan Bell Corporadon ("SBC'). and 

apparnn violariom of our rules in tk acmmrhg mcthcdologicS and praCrim cmployed by 
SWBT to book charges for scrviccs provided by al%htss to SWBT.' We dirutcd the 
Common Carria Wpcau to r d e w  tk rrpon and propose appropriau: Commission anion. 
This Ordcr dirrns SWBTto show - why PIC sharld not lid that ccnain SWBT and 

southwesran Bell Asset Managcmem, h. (=AMI.).1 T k  audit report found various 
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a f f i i h  accombg practices, asxxiarcd with the allocation of COSLT and recorded charges for 
a f f i i  tansacions, violau Commission rules. We also ordn SWBT to show cause why 
this Commission should not, as a result of said findings, take appropriau cnforcemcnt action, 
k l u d i q  ismuiag a Notice of Appucnt Wiry for F o r f e h . '  and ordering SWBT to 
bring irs acwunriry practices imo conformity with Comrmss . ion policies and rules govenmg 
affiliate rmIExtifx6 and arxriarcd con acixmiq. 

II. Background 

2. T k  joht audit of SwB7 is OIX of several joini audits underel+n, or 
contemplard, with stare regdatory tommissions that share jurisdiction with the Commission 
over telmmmunications common carriers u d r r  the Commuaidons Act of 1934.' 7hc 
SWBT joint aiudit m n n i ~  a &le fust in tbu all of the jurisdicriom that rcgulau a 
local exchange carrier's provision of telaommunica!jons services puticipared. For purposes 
of rhc audit, this Commission's cos allocadon and a t e  uansaaions d e s  werc applied. 
Thc audit covered caleodv years 1989 tbrougb 1992; during which period SWBT's affiiiarts 
billed it approximately 5880 millioq whiie SWET billed approximately 5129 million to the 
affiiiates.' When we uuborizcd dcve of rhc Audit Report Im May, we did 50 without 
accepting or a f f i i  any of the rrpon's analyses or conclusions. A f u r  reviewing the Audit 
Repon. we conclude that it idemificd a number of sigdicant anomalies in the actounring 
methodologies and pnctica ured by SWET md its a f f i i .  We f d  rhat these anomalies 
wananc funher investigation by rhc Comrmss . 'on and may well quir t  corrrctivc d o n .  

3. Tbc a f f l l  tmwxiom rules arc pat of rhc uniform syncm of Accoums 
('USOA') that tk Ckmnision promulgpcd so that curicrs wiIl rcard Qi  com and 
revenues in a unifoem md sysmmrk mamm.' M y ,  that system rquircs carrim to 
record as costs md revcnncs mC aEmal am0u116 tbcy pay to, or racive from, their suppliers 
and CLIstomCIs. such an approach, haarcvn. is inadcquve to prorcct ntcptym when tk 
trarmxions involve urricn dcaiing with afmatcs nmcr than third parciei. In such insuoxs, 
we have found that the mows paid to or received from af€iIiam for goods and servicts arc 
not an m u  imlication of rhc tmxaccim's value.' Thc Commission developed its afliliate 
pansactions d e s  to provide a valuation methodology for uamactions where regula& 
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carriers art not Wing at arm's lengrb. Thcy rules have k o w  more imponant over the 
pan few years as ttlecommunications 
regulated and noruegulated produns and services. 

have d i v e ~ i f i ~ d  to offer a wide variery of 

4. Thc aff~hte aansacrioar rules were adoptcd in UIC Join! Con procaxhg, which 
also promulgated AM governing the apportionment of carriers' costs ktween regulareta' 
serviccs and nonrcgulated Yrivida.' Tbe carrjm arc rquircd to apply these con 
apportionment rules in developing their cost allocation manuals (CAMS) which describe in 
detail bow costs arc appomoned to regulated and wnregulattd operations. The CAMS also 
idenrify each afKliate thar engages in nmsacrions wirh a carrier. and describe chc ram, 
terms and ~ ~ U C I C Y  of those ~ D S X X ~ O ~ . ~  

m. Irma lnvolviag SWBT and SBC 

5 .  SBC k ore of seven r e g i d  Bell holdmg companies. SBC and io subsidiaries 
provide, in-, telcpbox service, customer premivS equipment (CPE), yellow pages 
advcrdsmg, printing and distribution of ttlcphore dirrnories, wireless communications 
services, as well as various product management and suppon smices. SBC provides 
management services for UIC corporation, includiug present and fururr subsidiaries. SBC 
ako pursues new business oppommirieS and manages corpomte invesrmenr~.'~ 

6. Th Audit Repon alleges three apparm! violations of the Commission's con 
allocation rules associa~~-I with SBC's accounting for aansaCtions with SWBT: (l).kck of 
SUpporhg documentation for timc charged by SBC employees; Q) use of an impropCr 
markuing alloutor; d (3) imomar use of t k g c n d  docator. 

A. Lack of Supporting Xkamentation fm SBC Employe T i e  chvging 

7. The amounts thar SWBT rrcords in its USOA accoum~ for services obtained from 
SBC arc daermincd by SBC's systcm for allocatiug QKO between regulated and 
nomguIated operations. SBC's cos allocation systcm. in arm. is primarily driven by m 
based on time charged by cmployces. Sucb corn arc allocated betwan regula& and 
nonrcgulated senices based on mC relative amoum of time an anployet Epcnds on different 
activities rhat are assigned to regulareta' and nonrrguiatcd operations. Thcrcforc, the a m f  

scprnoon of Corn of Re- Tclqbonc Savisc born C o s  of N o n r c p h d  Aaivities, RCJXIH 
and Order, CC DaLI No. 86-1 11. 2 FCC Rsd 1298 (Joim Con Order). recon., 2 F F  Rfd 6283 (1987) (Joim 
Cca Ramtsidaarim ordp). finmcr ram.. 3 FCC R d  6701 (1988) Frnbcr R 
sub mm; sanhwpn Bdl COT. v. FCC. 8% F.2d 1378 (D.C. Ck. 1990). 

.' .on orda). 

' 47 C.F.R. 5 64.903(.). ' Nona. 8 FCC Red 8071. I! plrr 7. Only 
A T & , T d  bop I d  exdmngc Crmcn (LEcI)havmg mlul 
Io file CAMS. 

Of 5100 million 01 mort M rcqvvcd 

3 
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of SBC's con allocation systcm depeods on wbuhcr employees a~ accunuly recording their 
dme spent on regularcd and nonreguiatcd acrivities ard on whuher SBC's con assignments 
m ~ l y  reflect work time. The auditon discoverrd that, for 1989-1992, the facmrs that 
SBC uscd to all- its cosu could no8 be subsm&d by any underlying duaamcmtion. 
For example, neither hixorial time rmdia Doc any cont~ponncous rculrds uin to 
~ppon SAC'S wst rYoarions to subsidiaries." SWBT asscm that SBC relics on aormal and 
periodic rjms reviews by employas zd supcnisors to Verify tila! tk cmployec's time is 
king SFU;A< wording to COSI uregorics lad perccngges which rbc employee m u  review at 
thc time the anploycerevkws his or ha time card.u SWBTaguu bat SBC tnins its 
employees w t&e tbcir rime review obligvionr seriously, a d  thu its periodic reviews render 
time studies unnsffsuy. ?be auditon maintlin that. rcgvdler~ of &e spccif~~ rrporring and 
review ~ y s t m  employ& by SBC, &cy unnot rneamgfdly audit that system unless there arc 
records such 85 time mdics, or C O ~ ~ ~ I E O U  rmployec work rrcords." 

4 
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9. SBC's argument misser; the point; the audirors M nor imposing new or unlawful 

documentation requirements on SBC, bur. nther, seeking to evaluate the cosu SWBT has 
e n u d  on its books for iu aansactions with SBC. Consquendy. the auditors properly 
requcsed contemporanmus documentation to d y z c  the work functions SBC had developed 
for iu time reporung syncm. and donunentation to evaluau the accuracy of individual 
employes t i m e  rcpons. Ncitber could be provided IO the auditors. Moreover. the SBC 
employees interviewed by the auditors were unable to produce contemporaneous rccords 
dorumenring bow they spent their t ime. In the abwncr of b e  studies or contemporaneous 
records. the auditors could not conclude that SBC employees were reporting their time 
accurately or that SWBT was complying wirb our rules in accounting for iu nansactions with 
SBC. 

10. Our auditing of regulated carrim like SWBT is severely compromised if we 
cannot evaluarc the cost inpuu that form the bask of con allocauom to carrier operations. 
Accordingly. in the Joint Coa Order, we specifically imposed on local exchange carrier 
nonregulaud operations thow markcring personnel con documentation requiremenu we had 
earlier imposed on AT&T in authorizing that company's nonrcgulated provision of customer 
premises equipment (CPE) and enhanced When the Common Camer Bureau. 
acting on dclegatcd authority, subsequently endorsed AT&T's con allocadon plan, it 
undmcorcd the impormc.~ of audidng to asctnain wherber AT&T's t i m e  reporring plan 
a c d y  produced lawful con allocations. Furher, the BUMU explicidy concluded that only 
conumporaneous records, or othcr auditable data, could ensure an accurarc audir." We also 
staud clearly in the Joint Cost Order that we gencnlly urpccted carriers '[to] maiarain a 
complete audir nail of all cost allocations aod affiliatt mnsactions."" 

11. In this case, it might bc m e  tbat SBC's rime reponing s y m  can produce 
accurate time reponing, but there is w way for us to tell if the company bas not performed 
periodic time studies or if the cmployets who arc responsible for implemendng that syncm 
do not prepare and rerain contemporaneous documenration. Moreover, conaary to SWBT's 
assenion, an audit l i d  to examining the existing time rrpom would be useless. 
Although SBC's s y m  apparently rrquircs biweekly review by each employct of his or her 
work a l l d o n s  as lined on time cards. iI u lmiihly that the employee's time would, in 
every two week period. exactly conform to those alloxtion percentages spcified. Thus. it 
would appear to be the case that tk employee must somebow "mollect' previous repom in 
order to vcriQ that, over -, his or her repod rime falls within tbe staud categories and 

~~~ 

'' JOUII ton ordq, 2 FCC Rcd 1298, af m. 1W. 207-208, 242. s a i ~ n r  21s. 218 and 219 of h e  
CommuniUri~nr Aa. 47 U.S.C. 55 215. 218 a d  219. a u h h  m 10 proddon of this daummwion. 

'' Furnirbing of Custnmcr Prcmircr Equipmcm au4 Enhand *ius by American Telephone k 
Tclcgnph Company. CC L k k u  85-26, M i  no. 5652. .a -31. reluted July 11, 1986 (Common Carrier 
BuR~Y). The Commioion CpcDded tbc six mOnm rrmrd -on mqukmcm impcvd on AT&T IO 1 y w  
for afftscd LECr ia tht loill1 Cat order. lob1 Cat ordn. 2 FCC Rcd 1298. PI pur 208. 

" rd.. af pur. 242. 
c 
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at the l i u d  percentages. If that recollection is not based on auditable. comemporamous 
documenfation, it is reasonable to ask how accllratc it can a c d y  be. This kquiry. 
however, is not driven by any desire to impose an accounring sysum on SBC‘s nonregulaud 
operations. It is driven. rather. by a lcgirimau need to cvaluau SBC’s system in order to 
deurmirx whether SWBT is lawfully acfouofing for its aaasa~rions with SBC. 

12. For the foregoing reasons, we order SWBT to show cause why the Commission 
should nat liad a violation of senion 52.12(l1)~~ of the rules governing f m i a l  rrcords and 
documentation. We ah order SWBT to show cause why we should not rake appropriau 
enforerncut action. including issuing Nodces of Apparent Lisbiliry for Forfeinarc and 
orderins S W T ,  pursuant to seaions 215 and 218 of the Communications Act of 1934, as 
amended,’” a d  section 32.12@) of thc rules to fumlsh conremporaneous SBC employee time 
charging records for t6e audit period. or othcnvk conduct employce-specific rime studies. 

B. SBC’s Marketing Alloator 

13. SBC iwrS nvo ldnds of mukcring casu. The fvst arc direct markedng costs 
which arc subsidiary-spsific and which SBC charges d a y  to tbc subsidiary. The second 
kind of marketing costs are irdirrn cos&, idding image advenising, which SBC allocaus 
among b e  subsidiaries. To do thir. SBC uys an alloafor thar reflens both thc b t -  
charged makering cosls it iuxm and the b t - i n c u m d  marketing cosu of each subsidiary. 
fhe auditors found thu io 1992 tbcrc wen no dirru-cbargcd marketing CON to SWBT. 
Noncrhelcss, nearly 50% of 518.6 million of b h c t  markmng costs (approximarely 59.2 
million) was allocated to SWBT. The auditon argue that application of SBc’s allocator is 
improper in such cases because our rules for the tppordonmcnt of joint and common CON 
quire,  to t l x  e x m t  feasible, thc apportiiomnnu of corn on thc basis of d i ra t  assignment 
or cost causational amibution mcmods. TIC auditors concluded that SBC bas not used the 
marketine allocator specified io thc Joint Coa Order.” 

14. SWBT acknowledges that we have ordmd telephone companies to reflect 
marketins costs on a d k t  assigmnnu baris m their CAMS. but contends that this 
requirement only applies to telcphont company-spcific marlrcring corn.= SWBT argues that 
direct assignment is inappmpriau here becwsc thc CON at Lw are not indinct marketing 
CON in the usual sense. Rathcr, SWBT claims that SBC undertakes various projsrs at the 

I’ 47 C.F.R. 5 32.12(b). 

’’ 47 U.S.C. 55 215. 218. 

’’ Audit Rcpon. P D19. DM. ad D2l.lbc .LlocUOr is de- as h e  mi0 of CIirsJy assigned and 
rmibrmble CDPI IO IOUI 50515. Joim COS Order , 2 FCC Rcd 1298. P pur 190. 

PWBT Analysis. P E-8. 

6 
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rrqUen Of affiliarn. k1Uding image adV&iOg, W h k h  M desi@ IO bemfit rhr entire 
corponuos according to SWBT. aad not j u t  the panicular a f f i l i i ~ . ~  Thus, for example. if 
a charity or public service organization requsd SWBT or another affi3jate u) sponsor an 
aCriviry. tbc r r q ~ m  would be pas& on to SBC. Sponsorship would then be h a d e d  

approach rrcommcoded by the audifon would acrually misallocate ml cons in such 
situations, according to SWBT. because a given aaiviry would bc allocated solely to the 
requesring af€iite even though all aff i tcs  kncfiud." Where, on the other hand, SBC 
decides to handle .spnsonIup as an afTiiiau-sp&fic 'event,' associated costs. arc k t l y  

as a corporation-wide activity to benefit rhe parcnt and all afFCi. The allocation 

assigocd w that a f € i I .  

associated with the joint marketing of regulated aad nom-cgulated products and 
abJurrd a pure dirsr assigmnm appro& kcauw joim marketing -fits both replaud 
and nomgulated activities. We also mogrbd that joinr marketing bencfiu nomputartd 
services to a dispruportjomu d e w ,  and such benekts (and asscxiarcd cons) cannot be 
cap- by direcr assignmenr, or dkca or indirrt aaribution, of costs..% In spite of that 
difficulty. we refusal to limit carriers to those marketing cffons that could k directly 
assigned. or directly or indirectly attributed, because we rrco@zed that regulatal acrivities 
fan legitimately g e m u  so-called residual mKkcdng CON. We specifically identified image 
advmising as sclch a rrsidual QXI,~ ad prrscribed use of a markcring alloutor. We clurly 
intmded that all  residual markc- costs, irrluding image advertisihg CON, should be 

15. In the Joint Con Order we rrcognizrd the peculiar dficulty in allocsting COSLS 
We 

allocared using this approach.= 

16. Nevcnhclns, SWBT apparmtly has idmtEed a sigruficant problem if the 
marketing allocator prrscn'bcd by the Joint Cost ordq were to be applied to the way SBC 
and its affiliates rypicaIly corxlua marketing operauons, including corporate-wide image 
adverdsing. SBC's alloCarion method is based on the a d v d i u g  dollars spent by each SBC 
subsidiary, including advcnisig dollars spent on SBC subidiary-specific advertising .as an 

l5 Joint Cns Odq.  2 FCC Rcd 1298. m pas. 188-2D8. 

'' Id.. P pa. I%, 

z1 E., n. 321. 

&. P pan. 190. c 
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irdica&ion of.rhe importance of adve&ing to’tbdt lint of ~LIS~OCSS.”*’ I1 is unclear to us how 
such an evaluation. unless modified. would take in10 acmun~ those predictable, 
disproprcjocmc benefits which the J o h  Con Older found (and the auditors affimed) mud 
anach to nonrcgulared opcrations, especially stan-up operations which arc WI orhenviw well 
known in tbr- narkaplacc.” On the other band, the alloutor devised by SBC may k 
gemrally consincm with cost causative prirriplcs insofar as it addresses rhe cost avoidance 
problem irJentifed by SWBT.” However, before we authorize use of such an approach, wc 
chink f?u&er inquiry is newary. We conclude that funher investigation of SBC’s allocator 
method is warranud. In particular, we require a fuller description of the development of its 
allocator by SBC, includq how in method rakes in10 account the dsproponionau benefits 
that nonrepilaud af€iiiaus may rrceive from image advertising. 

17. Accordingiy, pursuan~ to senion 64.901@)(3) of the Commission’s ma. 47 
C.F.R.  $64.901 wc order SWBT to show uuy, why it should not k ordered to modify its 
cost aU~az~tjno mzhcdology for image advcnisii  a d  related residual marketing cod’  to 
conform habar methodology io  tk rrquircmenrs i m p 0 4  by tk Commission’s rules and 

18. SBC’s system for allofating to ~LS subsidiaries follows the cost allocation 
hierarchy maadated by our rules in rhat CCRaiD ’residual” CON arc all@ by use of a 

can be dirstly assigmd arc d a y  assigned and other corn arc amibutai by uy of an 
appr0ptiat.e direct or indirrcr a b x ~ r . ~ ~  da manda~ that this g e m  abxator is 10 be 
computed by using a nrio b a d  upon all expenses directly assigned or attributed to regdared 

Lt;kgenem~ allocator as a ian reson.’’ me g m d  docator is cmploya~ oniy &r costs that 
I .,A- 
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and wnre&afed activitks.u/Tht auditors, however, d i r o v e d  that Cnrain CON retlincd by 
SBC were not r tf laed in the compurarion of &e g a d  alloator. Specificaly, thc auditors 
found that SBC did not &I& 're& e (Le., ccrcaiD expcprs not parwd on w 

' affiiiata, but reraid on tk / of SBC) in tk base uwd for calcukhg its g e d  
'allocaror. 'Tbc audiwrs calculate tht ifthc g m r a l  allocator had been COW& properly, 
SWBT's shm of CON all& threugh tbe g e d  allouror would drop from a l m o n x  
per cmt to abou- crm for 1992 

19. SWBT wwxcn rhar its computation of the general allocator properly excluded 
ex- rrxained by SBC and that the auditors arc hicomect in UCabg Such CxpcIlSCS aS 
'dire~Iy assigrd to [SBCl srockholdm."' According to SWBT, 'nwkholdm~q~@ 
billed for expcn?es. they paid dividcnds,"y SWBT vgucs that it w d d  be illoghl to 
iucludc retained cxpznss in tbc gcrrral allocator compwcioe F b ,  expenus excluded for 
013~ purpose (reremion) arc included for another (allocation). Second, CON that arc not 
assigntd or amibutcd 10 subsidiaries arc used to detcrminC how EON should k allocated IO 
these subsidiaries. Finally, this can prcducc 'absurd" results such as allocating 43 per cem of 
S X ' s  gurral expenses ad g d y  all& corn to SWBT which represents 75 per cent 
of SBC's invemm." SWBT atso notes that if tk auditon' interpretation of tbc general 
allocator is corrrcr, tba would 'likely force SEC to r c c v z l ~  is consavalive retendon 
r policy.' and M y  assign more wm to s u b s i i  like WBT." 

20. T k  ~L&MS have w&y described how tk g e d  alloutor should be 
computed. Iirrtbcr, M a g m  that rhc cxpcms rct?ined by SEC should k kludcd intbar 
cal&on. section 64.901@)(3)(i) dearly provides that r k  gencd alloator mun be 
cdmpued by using .... tk ratio of cxpscs  dirrctly a s s i p d  or auributed to regulated 
and nonrcgulartd Ytivieia. *" The rules do not provide special mameat for expenses tbat 
are rcraiDtd by an affiliate that bappms, as a d r  of SBC's corporate organization, to be 
the parem of a ttlepbonc company subsidiary (SWBT). Starrd another way, thc gnrral  
allocator devised in the Joint COG proccahg was dcsigocd to spcify how carrim would 
d0c;lre residual cum. otbcr tban midual markning elgenus,  krwecn rrgulatcd and 
nomgulatcd actividcs. This same approach was adopted by the Commission to handle the 

'' 47 C.F.R. 5 64.901@X3Xi). 

3c RC+XXL .I n21, nz. 
" Ig,. D-22. SWBf rt E-10. 

J' 14; 

" &, rt E-10. E-11. 

*' &., a E-11. 

47 C.F.R. 5 64.901(bX3Xiii) (cmphnir added). 
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cos@ of services providcd by affii.tes to otdcz a f € i i t e ~ . ~  
is an aftihau like SWBT a d  the otkr  Hi. and ccnaio costs rhat it has. in effect. 
assim to itsclf as maid expenses must k included in the calculation of tbc g d  
Illcator.'' SWBf's size within tk corporation is Lss relevant in this wntexr thrn tbc fact, 
p i a d  o?lt by thc ndirors, mat SWBT is dirrct-chargcd only 38% of tonl c050 d m t -  
c w c d  UI & qxanng subsidiaries.' As u) the prospcn thar SBC might, as a d t  of OUT 
fioding, rwvdtlarz is FOSI retention policy, if can of course do so, subjea to rqula~~v 
review of che la~wfulocss of any resultaru M alloutions and their impan on telephone 
ratepayers. 

21. 

For OUT purpcses kre. SBC 

Wz &erefore ordm SWBT to show cause why certain expenses retakd by SBC 
as EM expcnscs should not k kluded in tk Eompuration of tbc geocnl alloator used 
to all- residual m to SW'BT and SWBT afijliam plrsuant to -ion 64.901@)(3)(i). 

A. Reserved Room at the Hotd hfajestiC 

23. 
SWBThcadquamrs in Sr Louis, Missorai. PunUua to a cormact entered im0 by SBC with 
Majestic Assonaus ' . a rcs.cntcd block of mnm at thc hotel (40 for f w r  days pcr we&, 42 
weeks per year, and another 10 for 365 days pcr year) is madc available to guests of SWBT 

Majestic A s s o c i  owm the Hotel Majestic, P %mom hotel locucd llcar 

I' 



a d  other affii itn.  The cormact rate of fso per room per day is paid wkthcr the rooms are 
occupied or not, while the comnct SMS tbat SBC dull pay the charges for unoccupied 
roams, tbc aUdit01~ found &af the hotel iastrad biUs SWBT the conuaa rate. SWBT rccords 

dtivc Erpcnse. and a ponion of rhe wnuact charges in Accwnr 6720, Gacid and Ar) 
them m irs regulaccd expcnws. If a gucS employed by any affitiate othcr thzn SWBT 
occupies thc room, mC hotel charges a weekday rarc of $65 and a weekend rate of 549 10 the 
pest's company (e.g.. SBC). Tbe differrncc ktwcen thcw mtcs and the $80 coumct rate 
was, until rrcendy. paid by SWBT.'J 

. .  

24. The auditon concluded thK, while a portion of the $80 daily w n m t  charge 
for umxcupied rooms could k propaly allouted to SWBT, the fact that SWBT affiliates 
also could use these rooms meam that moSe affiliares should also be allocated a pomon of 
the conuact cbarge. The hotel could furnisb no invoica or othcr information identifying 
wbcn rooms were occupied by SWBT employm or by employees of tbe affiliates, and the 
auditon therefore could not d y  d n e m  tk podon allocable to SWBT. The audirors 
also found mat, s k  a subnancial third parry markct exiSn for room renals, and since the 
hotel's regular w d d  room rate was 549 pcr day, thc $80 per day c o m c t  rate could not 
be fully allocable 10 SWBT undtr thc affiliate transa~aons rules which only allow the 
prevailing company pricc m such tays.' 

25. SWBT WUIIEK rhat it is the me aoCficiary of con!rau because the hotel is 
located m SWBT hcadquancrs and the rooms arc frrsuendy occupied by SWBT gusts. 
SWBT concludes. timefore, that th conuact charges should be allocated w SWBT. SWBT 
rejects tk auditon' himg about apphtion of a 549 pr day weekend market rate &use 
this 549 rate is not saxlard, and that actual w a k e d  raus vary based on tk hotel's 
anticipated occqancy rate. Ar a rcsul~ SWBT a ~ m d s .  a market price cumor be calculated 

that hotel invoices arc not rrqrurcd because, as norcd in in CAM. all hotel m m  charges arc 
bawd on (and have ban arablished to be below) fully dimibuted CON, while other charges 

and the fully d i s a i  --bawd Eomnct rate is  thor rid under OUT rules. SWBT S ~ Y S  

such 2 5  focd and kvenge are charged upmnilingprice." 

26. Sirre SBC effccrivcly rrsdvcs more &an 50 per cent of tht Hotel Majestic's 
capacity for 42 week cacb year, it appean that a market rare canWt be used as tbc 
allocation benchmark. l'k relevant marfa COM&S of M a s  of rooms reserved for corporate 
use ad rbcrc simply is not enough capzdrry at tk hotel for additional bloc reservations of 



the order of magnirudc provided to SWBT.-However. this faa is wt dispositive as to 
whnbcr or not a markt NC can be developed. Such a deurmination could only be made if 
it were shown that capaciry was not avabble at othr local houls LO support similu 
conuacts. We order SWBT to show caw that a mukct rau cannot bc developed. 

27. We also order SWBT to show culy why it should not discondnue tk pracrice of 
paying nmrn rate diffcrrnri;rls if this pnnicc has not, in fact, already ken dirontinud. 
Moreover, Ihc fact that SWBT aff~diates uniformly paid the 549 wcckcnd NC seems to 
undcrcxic 'IWBT's assenions rhat such a rau does not reflect uuc costs for service. lh., in 
PIII~. ra isa  doubts as IO wbctber thc 580 reservation rau is appmpriauly bascd on fully 
dismbuted costs.' Accordingly, we also ordcr SWBT to explain in d d  tbe &velopmcnt of 
thc SSO conaau tau and how it r e f l a  our fully dimibutd co.s&g rrquirrmenu. 

28. Finally, we fmd SWBT has not espbIishcd that all of thc CON of rrscNcd. 
unoCl3upial rwms should be allocarrd to SWBT. Other a f f i h m  also canuse these rwm 
and m cacounged to do so. SWBT has not shown why ocha affiliarcs W d  not be 
allaared some of tk conaact-bhkd CON. m y ,  it will k difficult to establish 
SWBTs rclar.ive use of tbe boul givm tk hold's invoice procedures. bur this difficulty 
cannot bz used LO avoid an equitable a l l d o n  of COR Accordingly, we ordn S W T  to 
show cause what i s  lawful allocation of thc contncl UKIS should be. 

V. Condudon and Order& Qlusa 

29. For tk m m  sa forth m this Order to Show Cause, we find that thc federal 
joint audit of SWBThsc l m c o d  a c a u d n g p n a k s  by SWBTand irs affiliarts, 

associated with that allocation of corn md rccordcd chygcs and rcv~lllcs for a f f ~ ~ u  
ramactions, that PTC apprrrnrly inC0nFir;tmt with commision rules. 

30. Accorrfingly, TT IS ORDERED, pumanI 10 Seaions qi) ,  q), 215. 217-219, 
and 220 of the Commuuicanom Act of 1934, as marled, 47 U.S.C. § § I Y i ) .  154Q). 215, 
217-19, and 220, acd secdons 1.80. 1.701. 32.12, 32.27. a d  64.901 of r k  Commission's 
rules. 47 C.F.R 5s 1.80, 1.701, 32.12, 32.27, md 64.901, that Southwcsurn Bell 
Tekpphone Compauy S H A U .  SHOW CAUSE within Sirry (60) days of the release date of 
this Order to Show Cause why the commisrion should not conclude that those SWBT and 
affiliau ecwumhg ad cost allocarim p d m ,  i d e d k d  in paragraphs 12, 17. 21, 26. 27 
a d  28 of this Ordcr, violw Cornmisfion rules so that thc Commission should ukc 
appropriate enforcemcm acrion, irrfuding but not limiDd to, ~SSUQ Noti= of Apparent 
Liabiiliry for Forfeiture and o m  SWBT to improve its intcmal 
d w t i o n  practices so as to bring tbw imo compliaoce with Commission rules 

and con 



& 0rde;S.- 
499637 

31. lT1.S FURTHERORDERED that the Secrrmy shall s a d  bycenificd ad a 
copy of this Order to Show Cause to Southwestern Bell Telephone Company at One Bell 
Cenur, St. Louis. Mknui, 63101. 

FEDERAL COMKUNICATTONS COMMISSION 

William F. Caton 
Acting Secretary 

c c 

13 
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FPSC staff Audit 
1994 Sweillaoce Report 
Item No. 65 (Suppkmentd) 
Sepember 6.1995 
Page I of 1 

REQUEST (1): 

I , 
RESPONSE (2) :  [e 9/20/95) 

REQUEST (3) See attached questions re FCC Order 95-3 1 about the general allocator at BSC 
REQUEST (3) FCC Order no 95-3 I re SWBT (amhed), orders "SWBT to rhm cause why ceMuL 
expenses relamed by SBC as w e d  expenses should not be mcluded in the COmpltahOn of the general 
allocator used to allocalc rmdual cow to SWBT and SWBT aflihates pusupnt to -on 
64 90l(b)(3)(1u) " 

(a): What was the d t  of this show cam? Did BSC calculate the general allocator as prescribed by the 
FCC in order no 95-3 1 for SBT in 1994 If noC why not7 If mi, pease recalculate Using the prescribed 
formula born the FCC in 95-3 1. Also, show formula and amounts in the mnhoddogy used by BSC in 
1994. Show the difkrenas. 

(b): Also aaached are workpapen &ained boom C&L audit re BSC allocations. If BSC did wt calculate 
the general allocator per FCC, show how the % on page 12 and 13 would be changed if the general 
allocator was cala\lated per the FCC. 

PROPRlETARY 

RESPONSE (3) Anached is the response furnished by BellSouth Corporation. 



BellSouth Corporation 
Florida PSC Audit of 1994 

Report 
September 11. 1995 

Item No. 65 
Page I of 2 

S u rvei 1 I ance 

REQUEST: 
FCC Order No. 95-31 re. SWBT (attached) orders ....." SWBT to show cause why 
certain expenses retained by SBC as retained expenses should not be 
included in  the computation of the general allocator used to allocate residual 
costs to SWBT and SWBT affiliates pursuant to Section 64-901(b)(3j(iii)," 

a. What was the result of this show cause? 
Did BSC calculate the general allocalor as prescribed by the FCC in Order No. 
95-31 for SBT in 1994. If not. why not? If not, please recalculate using the 
prescribed formula from the FCC in 95-31. Also, show formula and amounts 
in the methodology used by BSC in 1994. 

b. Also attached are workpapers obtained from C&L audit re. BSC allocations. 
If BSC did not calculate the general allocator per FCC. show how the % on 
Page 12 and 13 would be changed if the general allocator was calculated per 
the FCC. 

Show the differences. 

RESPONSE: 

BellSouth Corporation objects to the Florida Public Service Commission's 
request that BSC recalculate its general allocator to include retained 
expenses in order to comply with FCC Order No. 95-31 in the matter of 
Southwestern Bell Telephone Company (SWBT). The request is immaterial, 
irrelevant and beyond the scope of an audit of the 1994 Surveillance 
Report .  

BSC's general allocator was calculated consistent with the existing FCC's 
Joint Cost Order and related rules- section 64.901(b)(3j(iii) in allocating 
applicable costs to SBT in 1994. 
reviewed as part of the annual FCC's ARMIS Joint Cost Report 43-03 
compliance audits. 
audit exceptions in this area. 

FCC Order No. 95-31, Order to Show Cause. is neither final nor binding upon 
BSC. 
currently under review before the FCC. 
the Order's authority. Furthermore, the Order is inapplicable in the 
immediate proceeding due to factual differences between the SWBT matter 
and the immediate audit. 

BSC's cost allocation process has been 

None of these audits has resulted in adverse findings or 

SWBT has complied with the Order by filing a response which is 
SWBT is the only party subject to 



L 

Since BSC's current method of calculating the general allocator is 
consistent with the existing FCC's affiliate transaction rules and FCC Order 
No. 95-31 is neither final nor binding upon BSC. it does not ordinarily 
perform the calculation prescribed within the terms of the above- 
referenced Order. 
objection, as a matter of comity and for purposes of the immediate 
proceeding only, BSC has re-calculated the general allocator to include 
retained expenses in this computation. 

In a representative month, this calculation would have resulted in a 
percentage change in BST's allocation factor of ,4190 (from 80.36% to 
79.95%), a relatively insignificant change. According to BSC's re- 
calculation, the impact to Florida intrastate operations would have been a 
reduction of allocation of approximately $34.000 for 1994. The information 
provided herein is the proprietary and confidential property of BellSouth 
Corporation. However, the nature of this information and this proceeding 
permits BSC to provide this data in hard copy. 

However, notwithstanding and subject to the foregoing 



1 COUPAHY: 
3. TITLE: 
3 PERIOD: 
4 DATE: 
5 AUDITOR: 

c U P  90, 

7 REQUEST 49 

SBT 
BELLCORE ADJ 
YEAR END 12/31/94 
AUC 25, 1995 
RKY 

49 

9 1. c A n  AUDIT 
4 B I V D E A  I - AFFILIATED TRANSACTIONS 

ID I 
II 

90 Did BST book this adjustaent? If not, rhy not? 
21 I f  so, uhat is the arount for FI? F1 Intrastate? Provide docunentation 
Ja for entry. Bow is this handled in the surveillance report? 

~ ~ A N S V E R  IS ON YP NO 49-1 + ?? -a 
a4 1 L O N C  YITB PSC AUDITOR CONCLUSION 



/ FPSC Staff Audit 
3 1994 Surveillance Report 
3 Item No. 49 
4 August21. 1995 
s Page I of 1 

I, REQUEST: Pleaceaaswatheattached RE: CBLauditworkpapen. 

7 REQUEST(1): CAMAudit 
g Binda 7 - Affiliated Traasactions 

9 
IO 
II 
W 
I3 

14 I? J 
11 

f l  DidBSTbodrthisadjummnt? Uno~,whynot? 
19 Is so, what is the amoua&n E? FL intrpRnte? Rwidc &cumentation for mUy. How is this handled in 
zo he- rcporu, 

al RESPONSE (1): ~hcc~~adjuscmcmrefercaced~ar recor&don c a d  summary of unadjusted 

ma&. In &on, this mtry wy not brought to tk Cornpay's attention for wnderation. 

for ARMIS nport -. S h e  the aggrrgW total ofthe mtria on the summary of 
didnotbllnithintkdDllar limit requiring an adjwmcnt, this envy was not 

tk ntrveiuaaa rrpofl. BST records BcllCorc 
malres an intnirtate revmw adjusmmt on the 

S888,llO and inasrtnte BcUCon dividmdr 
thse divi&nd# h madcon page 2 4  1 of3; Line 21 of the Dcamber 



THIS PAGE WAS A COPY OF EXTERNAL AUDITORS' 
WORKPAPERS 

REMOVED AS PROPRIETARY AND CONFIDENTIAL DATA 



/ FPSCStaffAudit 
3 1 9 9 4 S u r v c d l a D C c ~  

5 Pagelof2 

- . _  3 -&NO. 58 -(Rnired) 
4 August28, 1995 

6 REQUEST. Funher, to request 49, pleasc prow& tbc Florida amounts of tbe $3,036,612 and tbe 
7 flonda cntrastatc amounts. Show how it would Mpaa page 2 4  I of 3; line 2 I of December. 
8 1994 Swelllance Repon. 

9 RESPONSE: ADsuming a Bellaxe divided of S3,036,612, the Floridp amou~~ would be 
1 0 S732.43 1 (using the amage nd invcshnmt prome factor of 24.12%) ad tbe Florida imasmc 
I\ amount warld be S553.811 (intnsurte a w e  ad invcshnaa baor of 75.6127%). Howma. 
~~~thesedividividendrdi&r~oursurveillaoceILporladj~asfdtowr: 



W S C  StaffAudit 
1994 Sweillance Report 

August 28,1995 
Page 1 of 2 

-NO. 58 - (Rcviud) 

, /r- 

\" i 
3\ 

REQUEST: Further, to quest 49, pleasc provide the Florida amouuts of tk S3.036.612 and tk 
Florida intrastate amounts. Show how it would impaa page ZA, 1 of 3; lk 21 of DcMibcr. 
1994 Surveillance Report. 

RESPONSE: Assurmng a &llcorc dividend of S3,036,612 , tbc Florida amount would be 
S732,43 1 (using tbc avenge M invesbrmt p r o m  faaor of 24.12%) and tk Florida inrrastatc 
amount would be S553.811 ( i  a?cragc nd investment faaor of 75.6127%). However, 
cbesc total dividalds mcr from OUT Surveillance Rcport adjushncntas follovm 

BST Florida 
PmGeneralLedgn: S3,079,467.57 S742.911.92 

Less January t?uc-up of 3rd 
' quartn1993accrual 

Transpositicm e m  (9.00) 

(a 1993 S w .  Rept) J9.483.86 4.741.55 
Amxlnrpcr RespcmeNo. 52 S3.059.974.71 S738,170.37 
Less True-up of Dec 1993 

acclual 23.370.86 5.677.16 
Sub-Td $3.036.603.85 $732.493.21 
Pcr c&L 3,036,612.00 

.***.~.....*........~*********** , 
Plus Accrual for 

Using tk amounts pa C&L, tk crcdit to Account 6724 would be 26.45% ?%xi& (S803,184), 
94.48% reguhd (S758,848) and 78.99% inlnswc (S599.414). Thir does mt matcb tk d i v i k d  
reducticm of S553,411 kawc tbc Florid% I@atCd d L-rtnstafc pacmuucalldifhmtfortk 
expense accountvaswtk dividmdacaut. Furthermore, tbctaxabiilityofdividauia is difhmt 

~cpearc is deductible. 'ibcrrforr. to ad tk iaum against tk a p s e  and tbm apply a stabmy 
taxratcwculdndbeappropriatc. ThCCBLrsanrmmdan ~cmwouldrcsultinS121,178kss~ 

thaa tk taxability of tk cqaua. only 3Ph of tk dividend is taxable; wbacac, loooh of tk 

inumv (aAcrtax)as iuu.9tmcdbelow: 

Florida 
Dividmdr 

Rnhd IndExpaxu (S553,411) (S599.414) 
N a  of Tax (v89,368) (S368,lW) (S121,178) (S72.707) 



FPSC StaffAudit 
1994 Surveillance Report 
Request No. 58 - (Revised) 
August 28,1995 
Page 1 of 2 

Tbe Company & not believe such a netting of dividends against expense is appropriate. We 
have contracted with Bellcom to perform certain services for us, an activity which is i d q d e n t  
of OUT minority stock owncrrhip. Even if tbe stock w m  sold and we no longer received dividend 
income. we could still wntrad with &Uwm to perform Srrvices for ua. Funbcrmorc, dividendr 
are paid based on OUT percent of ownmhip, not OUT percent of services purchased. ‘k ehvancr 
of the inCm and the oq~nse are not& samc sod, therefore, should remain sepantc. 

In addition, we have consistently rcportcd the &Ilcorc dividends as dividcnd inumc (not as credits 
to expense). To change this mctbod of pccwntinB on thc Survcillancc Report would viola the 
consistplcy provisions of tbc Stipulation a d  Agmnmt (copy provided in nsp~lse to Audit 
Request No. 35). 



ORDER NO. PSC-94-0172-FOF-TL PAGE 3 OF 17 
DOCKET NOS. 920260-TL, 910163-TL, 910727-TL, 900960-TL, 911034-TL 
PAGE 1 3  

and  r z v e n ' i e  r e q u i r e m e n t s ,  i n c l u d i n g  b u t  n o t  l i m i t e d  t o  a c c o u n t i n g  

a d j u s t m e n t s  and a f f i l i a t e d  t r a n s a c t i o n s .  To t h e  e x t e n t  t h a t , - b e  

F?SC sha?1, d u r i n g  t h e  t e n  of  t h i s  STIIJWLATION AND A G Z F A T ,  

chznge  any a c c o u n t i n g  r u l e s ,  p r a c t i c e s ,  i n t e r 3 r e t a t i o n s  o r  

p r o c e d u r e s  t h a t  c o u l d  have been c o n s i d e r e d  by the .FPSC as. a 

r e s u l t  o f  i ts hav ing  been p a r t  of an i s s u e  i n  t ! e  Rate C a s e ,  any 

s u c h  c h a n g e  s h a l l  have  no ef.:ect on t h e  c a l c u l a t i o n  o f  S O U T H ~ N  

6 2 5 1 ' s  e z r n i n g s  no r  . f o r  any o t h e r  pu-ose i n c l u d i n g , .  b u t  no= 

l imi t ed  i o ,  t h e  s h r r i n g  and a f t e r - s h r r i n q  c a p  p o i n t s  as d e s c r i b e d  

i n  P a r a g r a p h  15 below. 

The PA3TiES a F e e  that ,  unless o t h e r d i s e  set forth i..~ 
t h l s  Q _ _  LATION XND A G E Z E Y ' T ,  S 3 l r T H 3 N  61TL.L. skall c o n t i n u e  t o  

a c c o u n t  f o r  i t s  f i n a n c i a l  r e s u l i s  as o r d e r e d  b y  t h e  F?SC under 

t h e  terms and c o n d i t i o n s  s e t  f o r t h  and a d o p t e d  by the  i'PSC i n  

O r d e r  No. 2 0 1 6 2 ,  issued October  1 3 ,  1 9 8 8 ,  i n  F'PSC Docket  No. 

6a0069-TL, as  modified by s u b s e q u e n t  o r 2 e z s  issued i n  t h a t  sane 

d o c k e t  o r  i n  Docket No. 9 2 0 2 6 0 - 5 ,  the s u c c e s s o r  d o c k e t  t o  Docket ~ 

No. 880069-TL ( h e r e i n a f t e r  c o l l e c t i v e l y  r e f e r r e d  t o  a s  t h e  

"Order ' " )  . A c c o r d i n g l y ,  unless o tbe -wise  modif ied ' ne re in ,  it is 

t h e  opt's 2nd SO~JTHL.  B='S i n t e n t  t h a i  SOUT€i ixH 5- shzli 

c o n t i n u e  t o  r e c o r d  i*& o p e r a t i o n s  f o r  r e g u l a t o r y  pL-poses and to 

m&ke the  r e p o r t s  required of it by 'the F?SC u s i n g  t h e  same 

forsat, s t a n d a r d s  and g u i d e l i n e s  adopted by t he  F?SC 1.1 t h e  Orde r  

a.nd s u h s e p e n t l y  u s e d  by SoGTi'EE3.N BZLL i n  f i l i n g  i ts sUF7eillmCe 

rs?o t , s  s i n c e  O c t o b e r  of 1988. 

.. 

c 

4 .  The ?>~TISS a g r e e  t h a t  f o r  C a l e n d a r  Year 1 9 9 3 ,  soU'!Iird 
,14 1 .; 2. 
Wd 



FPSC Staff Audit 
1994 Surveillance Report 
Item No. 35 
July 20, 1995 
Page 1 of 1 

REQUEST: QUESTIONS REGARDING THE ABANDONED PROJECTS ALNUSTMENT 
TO NET OPERATING INCOME: 

1. 
Commission approves this adjustment. 

Please provide a copy of the FPSC Order whereby the 

RESPONSE: The Commission has not specifically approved or 
disapproved this adjustment. Whereas other items 
booked below-the-line to Account 7370 per Part 32 
accounting are specifically disallowed (social and 
service memberships, contributions, lobbying, etc), 
abandoned projects have not been disallowed by the 
FPSC. Therefore, since 1988, we have made an 
adjustment to include this expense in regulated 
operations on the Surveillance Report. 

Enclosed is a copy of FPSC Order No. PSC-94-0172-FOF- 
TL, dated February 11, 1994, approving the Stipulation 
and Implementation Agreement in Docket 920260-TL. The 
Stipulation and Agreement, page 3, paragraph 3, 
provides that “Southern Bell shall continue to record 
its operations for regulatory purposes and to make the 
reports required of it by the FPSC using the same 
format, standards and guidelines adopted by the FPSC in 
the Order [No. 20162, 10/13/88] and subsequently used 
by Southern Bell in filing its surveillance reports 
since October of 1988.” Therefore, since our 1994 
treatment of Abandoned Projects is consistent with that 
applied in previous years, 
of the Stipulation and Agreement. 

we are following the terms 

stau +ace&  he mooup\ 04 xoue iqqq SO ‘ ‘Eu~ iue - t k  ? G X - F C ~ ~ ’ ’  
Re-pV PXII J-OW a m o o f l  OC dray aoi. t r ~ e c ”  
5~ soue I ~ q q  sk<+ a v q \ e e B  i~ P~OXC+S C S ~ C  

1 
7 I 

1 (\ 
3 



. ~~~ 

Daniel Retter /AL,BRHM06 9/1/95 12:39 Page 1 - % 
Dated: 07/25/95 at 11:26 aw Contents: 2 

MESSAGE 
Subject: BellCora Di Id d 
Creator: Daniel E. Retter / AL, BRHM06 

PHONE-1-404 529-6263; 

Part 1 

TO: YVETTE DAVIE / BRIDGE (TKNDJNJQUOSlI 
PHONE-1- (404) 529-6265; 

Amos Mitchim / AL, BRHM07 
JOHN YELVINGTON / BRIDGE (BYPWPQQQUOSl) 

52 9 - 6 78 6 ; PHONE- I= (4 04 ) 

Part 2 

As information, I have recently inquired of the status of BellCore 
Dividends for 1995. As’ you may recall, during 1994 and preceeding 
years, BST had been recognizing an estimated BellCore dividned 
receivable 
true-up of the related income at the time the dividend was actually paid 
to YB.  However, BellCore did not declare an estimated dividend at the 
end of 1994, and Dell Coleman in Accounting Policy and Compliance 
indicated to me that we should be recognizing the Bellcore Dividend when 
received by BST rather than when declared by BellCore. 

According to Sandy Rhodes in Regualtory and External Affairs, Bellcore 
has paid the following dividends to BST in 1995 

April 12, 1995 ated to 4th quarter 1994 
May 10, 1995 

Both of these amounts were recognized in Account 7360.3000 - BellCore 
Income in May 1995 business. 

Sandy Rhodes also imformed me that we should expect to recieve a 
dividend paymet from Bellcore of $1,021,228.72 on August 9, 1995 

Yvette, please ensure that this amount is credited to Account 7360.3000 
in August business. 
Account 1210.2100 - BellCore Dividends receivable on the cash book since 
we had been accruing the dividend at the end of the quarter. 
sure that Treaury knows that account 7360.3000 should be credited, or 
that Celeste Cooper changes the account before the cash book is input to 

the Financial Processor. 

Thanks. 

(and income1 at the end of each quarter and performing a 

$900,204.00 Related to 1st quarter 1995 -a 
L30,ocu 

In the past, we had instructed Treasury to credit 

Please be 



AUDIT EXCEPTION NO 

SUBJECT OUT OF PERIOD EXPENSES 

STATEMENT OF FACT The company adjusted the Siuveillance Repon for 
out 01 period revenues and expenses. They increased revenues 
by 85,438,428.62 and increased expenses by $19.409.973, This had the 
net effect on ne1 operating income 01 a decrease of $1 3,971,545. 
$1,724.401.14 of the revenue adjustment and $1 1,973,357 of lhe expense 
adjustment relates to 1993. $(29.903) 01 the expense adiustment relates to 1995 . 

/ 

The remaining out 01 period revenues of $3.714.027 and expenses of 
$4,292,129 are for periods prior to 1993 for which the surveillance 
retrons have already been closed. The net decrease to 1994 net 

4 3) l q . 3 9 0  ’. .- 

Through the audit 01 the sample, staff noted the tollowing expenses w h i c z e r e  
out 01 penod in 1994 but not included in the company’s adjustment of out of 
period. 

1. A journal entry debiting Account 6121 in the amount of $241.414.80. 
This amount was a direct state journal entry. The Company explained 
that this was lo correct a 1990 entry that was in error. 

2. A journal entry debiting Account 61 21 in the amount of $1 75,700.00. This 
amount was a direct state journal entry. The Company explained that this is a 
correction lor a 1991 item. 

3. Included in Account 6712, Planning, is an invoice from Comshare, Inc. in the 
amount of $97.610 for Consultant fees lor the month of October, 1993, 
The amount allocated to Florida is ,6724, or $26,100.94. 

I he compa- vised 1993 summary of the Surveillance 
repon adjusting for the 1993 adjustments booked in 1994. This 
schedule shows a return on equity of 10.36 which is under the sharing 
range. The company schedule follows. 

OPINION: In preparing a rate case it is necessary to remove out 01 
period items lo  establish a test year that is representative of future 
periods. In preparing a surveillance repon. the company is reponing 
on actual earnings lor a period. Generally accepted accounting 
principles requires recording at the time the revenue, expense, or 
liability becomes known. I1 it is lor future periods it will go to a 
prepaid or a deterred account. I1 it is 101 pas1 periods ne1 operating 
income which are closed 11 is to be  recorded in the year i f  becomes known 

The company has already closed the surveillance repons for years prior 
to 1993 and therefore cannot go back and adjust them for increases lo 
net operating income for those years. The increase may have put the 
company in an overearnings situation for those years. Since the effect 
of the adjustments is not taken info consjderation in prior years, they 
Should be recorded in the year they were discovered, 1994. 

RECOMMENDATION: Increase net operating income in 1994 by $578.102 to remove out 
of period adiustments or increase net operating income in 1994 by $443.21 5.74 
lor additional OUI 01 period items not recorded in Surveillance repon. 

i \ 

I 







10-10-95 04:09PM FROM 404 522 1341 TO 13052666353 P001/001 

APPL TO: 

Booked 1/94 

Booked 2/94 

Booked 3/94 

Booked 4/44 

BOGked 5/94 

Booked 6194 

Booked 7/94 

Booked 8/94 

Booked 9/94 

Booked 10194 

Booked 11/94 

Booked 12/94 

T O T A l f  
---. 

REFUNDS BOOKED IN 1994 

Prior to 
93 & Prior 1 993 1992 1991 1990 1990 

4259.812.69) (70,873.01) (50,434.00) (33,076.84) (27,823.52) (77.605.22) 

4231.052.35) (72.134.78) (43.917.61) (31,913.92). (24,702.01) (58.384.03) 

43~,132.20)  ( 1 3 4 . ~ 3 6 )  (62,862.91) (40,m.n) (30,ezz.zo) (9e.949.95) 

J(317,437.56) (I1 1,595.33) (71,384.00) (43,804.95) (25,839.10) (64,814.18) 

4359,067.97) (146,362.46) (76,62321) (44,838.52) (25,789.56) (65,451.22) 

J(466.367.37) (149,956.30) (t 17.682.93) (81,299.60) (42,475.09) (94,973.45) 

4422,602.52) (109,721.38) (89,764.84) (62,670.35) . (42,001 -96) (I 18,443.09) 

4 6 1  9,17927) (181 270.67) (126,994.1 5) (74285.25) (51,992.27) (184,636.93) 

4859,12521) (219,664.74) (173,589.98) (139,351.60) (106,478.65) (218,04024) 

4866.56330)  (298,793.90) (194,244.96) (127.575.92) (63.191.40) (184.751.12) 

478,710.97) (133.874.09) (101,440.67) (49.943.48) (30,969.32) (62,483.41) 

(292,377.21) (97,160.12) (61,882.57) (38,449.45) (27,096.84) (87,7862) J 
-/--#---. 

(747,712.76) (501,183.92)(1.290,328.97) 

'i. 
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FLORIDA PUBLIC SERVICE COMMISSION 

AUDIT REQUEST NO 94 

REQUEST: Question 1 

Provide the $19,409,973 of out of period expense items by year they relate to. 

RESPONSE Question 1 

See Attachment 1 for the breakdown of the $19,409,973 by year. 

REQUEST: Question 2 

Provide proof that the $1,724,401.14 of revenue adj 8 the 1993 adj to expense 
in 1 above has been recorded in an adjusted 1993 Surveillance Report. 

RESPONSE Quebtion 2 

At this time an adjusted 1993 Surveillance Report has not been filed. $70,893 
of the $1,724,401 was used on the December 31,1993 Surveillance Report 
as filed on March 15,1994. This $70,893 was used as a decrease to 1993 
revenues for refunds booked in 1/94 appllcable to 1983. See Attachment 2. 
Pages 1 through 3 for proof of the 1/94 portion of refunds included in the 
1993 Surveillance Report. Using the difference between these two amounts 

1993. adjusted achieved ROE would be 10.69%. However, Attachment 3 
is a summary of all known changes to 1993 as of 2/95. Due to the insignificant 
change of 3 basis points in ROE, this report was not filed but a copy was 
provided to the FPSC staff. 

REQUEST: Questlon 3 

Provide proof that the $5,438,428 of revenue refunds booked did not relate 
to an ordered refund. 

RESPONE: Questlon 3 

The $5,438,428.62 for refunds booked in 1994, that were applicable to 1893 
and prior, were for overbilling, BRU, ESSX aRU, services removed, vertical 
services. etc. These refunds were made for billing errore determined by the 
Company from analysis of records and for items that customers stated they 
did not request. Backup for these refunds was provided in reponse to Audit 
Request No. 7, Part 2. 

@I 

@J 
and ($12,927,108) of depreciation expense booked in 1994 applicable to \ 
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REFUNDS BOOKED - FLORIDA 

Booked Jan 94 - OVERBILLING 

STATE TOTAL A w l  to 1593 

5m - 5069 (36.175.59) 
5100 - 5169 V%.W 
5230 - 5270 (1.937.36) 
TOTAL (Js.sos.co) 

Booked Jan 94 - BRU REFUNDS 

STATETOTAL 
5Ml-5069 
5230 - 5270 

TOTAL 

(1.1.3.W) 

(l.143.W) 

0.W 

Booked Jan 94 -. SERVICES REMOVED 

STATETOTAL 
S m l - 5 0 6 9  
5Do - 5270 
TOTAL 

Booked Jan 94 - VERTICAL SERVICES 

STATETOTAC 
5 0 0 1 - ~  
5230 - 5270 
TOTAL 

(6.897.79) 
0.W 

(6.697.4 

Total Refunds Booked 1/94 Appl to 1993 

STAlE TOTAL 

5 l W  - 5169 
52% - 5270 

TOTAL 

5001 - 5069 (68.145.30) 
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REVISEO DECEMBER 31,1993 SUFWEIUANCE REPORT 

CHANGES FROM PREVIOUSLY FILED REPORT 

1. Per Books Intrastate Rate Bow, (Original Reporc) 
a) Ad,ustment to Intrastate Coth Wolklng Capbl 
b) Revired Per Books lntrsrtale Rate Base 

2. Adjustmnla to Intrastate Rate Base (Original Report) 
a) Change in M C O  fw Actual 1993 Dalo 
b) Change in W r  Rate Bare Adjustrmnt tor MditiorUl 

c) R.v*.d Adjusbnenls to lntredate Ram Bow 
D.precinbon Booked in 1904 Appliubb to 1003 

54,114,256 

4,107.eW 
(6.456) 

10.432 
13.4% 13.456 

3. Revised Adjusted Achieved Intmstate Rate B.w 54,121,m 

4. Per Boob Inttastate Net Operating lncam (Original Report) $327,679 

e) Change In Uher MgR4onreg Mjustmmt: 
1) changa In amount d C 6 L AodY P a m &  for CAM 
2)Ch.npin w ~ m t ~ d r h ~ ~ o m n ~ - f ~ ~ O ~ ~  

3) Additional she from non-reg to n g  d curnk ax69 
wtmnt t&xw booked 3/s3 

booked 4/84 appllcabk to 1903 
r) Change in Interest Rsconcilition 
g] Change in lntenst lmpmtton 
h) Chan(i3 ' %her Regulatory Adjustmsnt 
9 Rev*ed ~ : stmenls to Net Operating Income 

6. Revi6ed Adju . .d Achbvad Intnstate Net Opera(Lng Income 

7. RevSed A-'- 

8. Revbed I d Achieved Retum on Equity a!q 

d q 5  

i Achieved Refum on Rate Bare 

- 
~ T ^ . ,  ~ ....... = - .... ........... ?... . - .. 

3.271 (3,162) 
26 (26) - 
1 (1) 

16 
(14,172) 

313,707 

7.81% 

10.36% 

(26) 



COMPRNY: SBT 
TITLE: EST VISA CARD 
PERIOD: TYE 12/31/94 
DATE: OCTOBER 2 3 ,  1995 
AUDITOR: RKY 
UP no 59 

i q -  I 
In the October 10 edition of the Miani Eerald, there uas an article 
stating that BellSouth uill be offering a Visa card. The Corpany stated that 
this is in conjunction vith Prudential Bank. <? - 3- 

The article stated "Io the age of conpetition, we're looking for better uay to Serve 
cusotiers" said Canton. (Canton is a SBT spokesran). 

According to the information supplied by the Corpany BST is coordinating the 
BellSouth Visa/Calling card program.\ "The 
a credit card, hut a BellSouth calling card. The 
retain and increase regulated toll revenues. Based on this, the costs 
associated uith the venture are being accounted for as part of regulated 
operations. Credit card revenuegwill be retianed bp The Prudential Bank." 

This stateaent appers to be a contradiction to the statenent in the Miari Eerald. 

The Coipany says all the expenses are charged to BST regulated operations. 
There uere no expenses in 1994 and the expenses in 1995 are on 59-311. 

&- 3L 

s-7 -2 

Uhen the surveillance report is audited for 1995, this issue should be addressed. cg 7 
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REQUEST ( I )  What Comprny IS handbng the new Visa C d t  Cuds’ 

RESPONSE (1) BST IS coordinating ttK BellSouth V i C d l l n g  ard pognm. The BellSOUlh 
Vwcahng cud will te issued by The r nduwal8.nlr 

REQUEST (2) Did thc atlocabon of cxpcnses h m  BSC lake into .CEOWL~ chis new ~0-y ot div~mon’ 

RESPONSE (2) Tlus IS nd apphcable (IIICC thu IS a BST vemvrr 

REQUEST (3) Have thc cosls lncuncd (lcluding salary) to dm’clop thu new line ofhm- bkn 
segrcgatcd’ 

RESPONSE (3) The BellSouth VldCdling cud IS not only a crcd~t cord, bul a BellSouth dl lng card 
The purpsc of the card IS 10 relain and ~~crcase rcgulwd toll revenues 6 4  on (ha. thc coaui 
rrrocutcd wth the venture arc being amounted for as pa~I of regulated apeations CrcrLt card IcvWIues 
wll bt rc(arned by Thc Rudcnurl Bank 

REQUEST (4) Are the codc charged 10 BSC pccounts and allmld to BST, 

RESPONSE (4) The a ~ m  asroclated with the BellSouth VidCalling card arc chargod as EST cxpnse 
They arc not allocated by BSC Ssc rcsponsc (3) d a v c  



REQUEST Re BellSouth Vsa Card 

Dela~l all expenses b? account b! y c a ~  incurred (includ~ng alar)) for the BcllSoulh V i a  Csll~ng Card for 
1994 de 1995 ,o date 

XESPONSE E k p c m  associated with the &IIsoUth V~sa/Calling Card Here mcurrcd d u n g  19vS 
There were no expenses incurred during 1W4 Year-Wte expenaes. by affwn~ arc deu~lcd on che 
anached worksheer 



I Requasi97 
> Attachment 

3 t906 ~ I I S o u t h  Vira/Cdllng Card Expenses 
A. of Octobor 20,1996 

5 (I) 4- 

b o  
7 Account Amount 

0 
Florida 

8 
Tot81 EXP. 

8 
Florid. 


