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1.

EXECUTIVE SUMMARY

AUDIT PURPOSE: Te svaluate whether cross subsidization exists between
BellSouth Telecommunications Inc. regulated and non regulated operations
and certain affiliate companies. Also, this audit addresses many of the
concerns expressed by the National Association of Regulatory Commissioners
(NARUC) Convention Floor Resolution No., 8 entitled "Resclution to Audit the
Seven Regional Bell Operating Companies’ dated November 13, 1991.

SCOPE LIMITATION: The Audit Team was unable to evaluate whether cross
subsidy exists in selected areas because of the Company's reluctance -to
provide complete, direct and timely access to needed information,

DISCLAIM PUBLIC USE: The primary purpose of this audit is to assist the

Commission in the performance of its duties. This does not preclude other
state commissions from wusing information contained in this report.
Generally, the opinions and recommendations relate to Docket No., 920260-TL
‘and may not be consistent or applicable to the policies in other states in
BellSouths’ regiom. Information for other states is included for use in
other states, Subgtantial addigjonal work would have to be performed to
satisfy generally sccepted auditing standards and produce audited financial
statements for public use.

OPINION: The Company through its parent company (BellSouth Corporation)
could have provided direct, complete and timely access to information
necessary to meet the audit objectives. Instead, the Company decided to use
legal recourse and obstructive measures to significancly limit audic access
and information provided the Audit Team. Consequently, the Commission
will not be able to meet its statutory responsibility of ensuring that
regulated operations do not subsidize non regulated operations.

RECOMMENDATION:
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ol




4.

BACKGROUND

On November 13, 1991 the Hational Association of Regulatory Commissioners (NARUC)
passed Convention Fleor Resolution No. 8 entitled Resolution to Audit the Seven
Regional Bell Operating Companies’ (RBOCs) Affiliated Transactions. This
resolution outlined the concerns over possible cross subsidies between regulated
and non regulated operations. This includes both an evaluation of products and
services provided between the regulated company and its affiliates as well as an
evaluation of non structural safeguards,

As a result of the resolution, a NARUC State/Federal National Audit Oversight
Committee (Oversight Committee) was formed to organize the seven audits. This
committee selected Audit Managers for each region who would be responsible for
the individual audits Including staffing and development of audit programs. It
was anticipated that a Policy Management Group (PMG) comprised of state
commissioners would be formed for each region. The initial function of the PMG
was to ensure an orderly and objective audit process.

The Oversight Committee developed six audit scope statements which reflected the
goals of the NARUC resolution. Generally, the six areas addressed enhanced
services, cost allocations, yellow page operations, billing and collection
services, central management services and research activities. The scope
statements were very broad in nature in recognition of specific regional
concerns. |

An earlier attempt to svaluate BellSouth Corporation and its affiliates was made
by the Southeastern Regulatory Commission (SEARUC) Southern Task Force. This is
known as the SEARUC Audit. However, the SEARUC Audit Team was denied access to
"accounting data and other general business information essential to an
investigation of the costs flowing into the BOC‘s from affiliates.”

In early 1992, some commissioners expressed concern over the direction and scope
of the audit. There was concern about possible duplication with other recent
audit activity. Some commissioners questioned whether the scope statements went
beyond the mission of the NARUC resclution.

Several RBOC's questioned the audit authority of an association such as NARUC.
They also questioned whether there would be duplication with other current or
recently concluded audits involving similar subject matter.

The FCC expressed comcern over the distribution of the audit report and focus of
the audit. The FCC stated that it would limit its efforts to a compliance audit
of FCC rules and regulmtions such as the affilfate transactions rules and cost
alléocation manuals (CAM). The FCC commissioners approve audit reports. Also, FCC
audit reports and workpapers are held confidential and therefore, there is a
question on how the states could use such information in state proceedings.
Regardless, the FCC bas continually expressed interest in supporting these
audits.

The BellSouth Audit Team was initially formed in February 1992 wich
representation from the Floxrida and Tennessee PSC’'s., However, further audit
planning was suspendelf panding resolution of the above mentioned concerns

The Oversight Commitome confucted a survey of all state commissions and RBOC's
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thar addressed the above concerns. The responses would be used in developing
individual RBOC audit work programs. On February 18, 1992 BellSouth expressed
concern over duplication noting the 1990 SEARUC audit and current regulatory
dockets in Florida and Georgia. BellSouth also expressed concern about "the
abilicy of a consortium audit team to adequately protect confidencial,

competitively sensitive information and to provide control points on audit scope,
completion and presentation.”

On March 2, 1992, the Oversight Committee made presentations to the
Communications Committee and Finance and Technology Committee. This presentation
addressed scope/objectives as well as staffing plans. Before the Finance and
Technology Committee the issue of FCC and state perspectives was addressed. The
FCC would restrict its efforts to compliance with FCC rules and regulations
wvhereas the states desired to address the broader goal of evaluating cross
subsidy issues.

On March 13, 1992, Chairman Tucker of the Finance and Technology Committee
solicited participation from state commissioners for the seven PMG's. On April
&4, 1992, the BellSouth PMG was formed with commissioners from Florida, Tennessee
and South Carclina. The intended purpose of the PMG was to address policy matters
during the audir.

On April 13, 1992, BellSouth notified the president of NARUC that it was
unwilling to fund the audit at that point. It did not see any "constructive
purpose in another association audit” referring to the SEARUC zudit. Om April 15,
1992, BellSouth again stated it was unwilling to fund the audit "withour firsc
having input into the audit plaﬁs and procedures.™ This is contrary to audit
independence.

On May 14, 1992 BellSouth made a presentation to the Audit Team. All six of the
scope areas were addressed, However, BellSouth required a proprietary agreement
signed by all members of the Audit Team before submitting to the audit.

The Audit Team commenced negotiations over a proprietary agreement. At the same
time, the Audit Team developed audit work programs. BellSouth insisted that the
proprietary agreement restrict the Audit Team from ctaking possession of
information BellSouth claimed proprietary. This included related notes which
would mean BellSouth would have to review the audit workpapers while the audit
was in progress. BellSouth noted that there were various state rules and statutes
and would be subject to the "most permissive"” set of rules.

Regardless, on May 21, 1992 the Audit Team sent BellSouth an engagement letter
outlining the audit process. This was sent after BellSouth had an opportunity for
input. On June 11, 1992 BellSouth stated it must have assurance for the
protection of proprietary information before it voluntarily parcicipates in the
audit. BellSouth suggested a Big 6 contract audit.

Also on June 11, 1992 the Audit Team sent BellSouth its initial data request
along with signed or proposed proprietary agreements for Florida and Tennessee
staff. These agreements would operate under the Florida and Tennessee rules and
statutes respectively.

On June 24, 1992 BellSouth responded to the data request with an analysis of its
concerns with the proprietary agreements. Again, it reiterated the "most

™
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permissive state” concern. BellSouth would not answer any of the data requests.

On July, 8, 1992 the seven regional audit teams met in Arlington Virginia. Most
of the RBOCs were present for the open part of the meeting. It became clear that
all seven regions were experiencing significant difficulty in initiating the
audits. The problems cited by the RBOC's were consistent between them. However,

in the closed part of the meeting, the audit teams were able to share information

and strategies.

During this time, it was becoming increasingly apparent that the Audit Team and
RBellSourh would not be able to reach a mutually acceptable proprietary agreement
that would cover multiple states. On August 28, BellSouth again outlined its
concerns and insisted on continuous review of audit workpapers and would not let
the Audit Team take possession of what it claimed to be proprietary. BellSouth
presented arguments for a contract audit as a way to avoid problems with
proprietary information.

On August 6, 1992, the Audit Team prepared an analysis that showed why a contract
audit would fail to meet the objectives of the NARUC Resolution. Primarily, the
perspective of regulatory staff is different then that of a outside CPA firm.

On September 1, 1992 the staff representatives of the Florida and Tennessee PSC’'s
met with BellSouth to discuss the audit. At this point there was a gridlock and
this was seen as staff’'s last attempt to resolve the legal issues. Again, a
negotiated proprietary agreement was not reached act this meeting. Therefore, the
staff suggested the audit be conducted under Florida statutes and rules which
would mitigate the "most permissive state" problem. Further, as an added measure
of protection for BellSouth, the staff agreed not to take possession of what
BellSouth considered "extra sensitive" proprietary information. This would
include market and business strategy plans.

The Audit Team with concurrence with the PMG decided to base the audit on Florida
statutes and rules because of its broad authority over affiliate relationships
embodied in FS 364.183 and specific statutes and rules regarding handling of
confidential materials. Ome set of rules mitigates BellSouth concern over
multiple rules for protection of confidential. Under this approach, it was not
necessary to negotiate a proprietary agreement for this audic.

The Florida, Tennessee and South Carolina commissions all endorsed the concept
of a Florida based audit. As a result, personnel loan arrangements were executed
for these three states under the authority of Florida Statute 112.24. The
Georgia, Kentucky and Mississippl commissions expressed interest in joining the
audit at this time. The FCC also planned on assigning & staff member who would
operate under FCC authority. In February 1993, the Louisiana PSC voted to support
this effort. Seven of the nine states in BellSouth’s region plus the FCC have
showed support for this audic.

On October 26, 1992 the Audit Team served BellSouth with its initial data
request. Since It was so voluminous (103 items) the due date was set for November
30, 1992. Eventhough the Audit Team made it clear at the September 1, 1992
meeting that the audit would be conducted under Florida rule, BellSouth insisted
upon a meeting with the PMG before responding to the request. The Audit Team made
it clear that the timing of the meeting did not affect the validity of the data
request and due date.

[al
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On November 25, 1992 the PMG, certain Florida and Temnessee staff and BellSouth
met to discuss BellSourh’s concerns. At an eariy point in the meeting BellSouth
started to discuss its objections. to certain data requests. These related to
issues in pending Florida Docket No. 920260-TL and therefore the Florida
commissioners excusad thamselves from the meeting in order to avoid an ex parte
communication. The other members of the PMG and staff continued with the meeting
and again informed BellSouth that the audit vas being conducted under Florida
statutes and rules in conmnection with Docket No. 920260-TL.

On November 30, 1992 BellSouth informed the Audit Team that they "have now begun
to process these reguests and will provide you with responses as soon as
possible”. This was not acceptable to che Audit Team and the Company was
contacted by the PMG. We were informed by the Company that the Company’s response
was inappropriate and would promptly comply with the October data request.

On December 18, 1992 members of the Audit Team met with BellSouth'’'s Audit
Coordinator to discuss procedural issues and the status of the Ocrober 26, 1992
data request. Based on this meeting it was anticipated that sufficient material
would be provided that would justify the Audit Team's first field wvisit.

On January 11, 1993 the Audit Team met with BellSouth for its first field visic.
It was readily apparent that most of the information requested in the October 26,
1992 data request would not be provided. Therefore, the field visit was
prematurely terminated, The Audit Team did anzlyze all information provided which
did not take much time. After two and a half months the Company did not even
bother to respond te The majority of requests. In some cases, the Company
objected to provide the requested information without giving any reason.

As a result, the staff of the Florida Commission prepared a recommendation to
show cause why the Company should not be fined for failure to comply with staff
requests. Also, the staff recommended that the Company be required to comply to
the outstanding data request by February 10, 1993 and be required in the future
to respond to data requests in writing within five days. The Florida Commission
did not show cause the Company but did order the Company to respond by February
10, 1993 and in the future, respond within five days.

On February 10, 1993 the Company responded in writing to the October 26, 1992
data request. The Company objected to several requests. Generally, the Company
refused access to affiliate records and stated it would provide information that
the Company deems necassary to substantiate affiliate transactions. The Company
objected to provide nom Florida information. And lastc, the Company objected to
certain other requests om grounds of relevancy. These included market studies and
business strategy plans.

It wvas most troublesome that the Company objected to providing non Flerida data
in light of Florida Onder No. PSC-93-0071-PCO-TL dated January 15, 1993. This
order required Southarn Bell to provide Florida‘’s Public Counsel’s Office non
Florida informatien.

On February 24, 1993 the Florida PSC legal staff served a draft copy of a motion
to compel access to affiliate records among other things. BellSouth responded on
March 3, 1993 and statsll £t would not agree to the terms in the motionm.

On March 5, 1993 the staff filed a2 motion to compel complete audit access to
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affiliate informacion. Three areas of dispute are argued in this motion. The
staff is arguing in oxder to meet its statutory responsibility (FS 364.183) of
ensuring no cross subsidy between regulated and non regulated operations it needs
complete access to afffliate records, access to non Florida information and
access to non financlal information such as business strategy and marketing

plans.

On March 17, 1993 the Company filed its response to the staffs’ motion to compel
complete audit access. First, the Company considers the statutory language
regarding reasonable access to affiliate records is limited to those records the
Company deems necessaTy to substantiate affiliate transactions (direct or
chained), allocations or other forms of possible cross subsidy. Second, the
Company maintains that “constitutional limicacions prohibit the Commission from
exercising jurisdictiom over these entities that do not have certain minimum
contacts with Florida®. The Company states that "a number of these entities have
absolutely no contact with Florida...". In this pleading, the Company also
objected to providing mon-Florida data because it states it is irrelevant.

On March 23, 1993, the Louisiana Public Service Commission authorized the
consulting firm of Kennedy & Associates to participate in the Regional Audit. The
louisiana PSC instructed Kennedy & Associates to focus on affiliate transactions
which meant the Audit Team could accommodate the joining of this firm. Alse, this
firm perforwed an audit for the Louisiana PSC in 1992 and encountered significant
problems gaining access to affiliate records.

On April 9, 1993, Commissioner Clark, Prehearing Officer in Docket 920260-TL,
issued Order No. PSC-93-0540-PCO-TL that granted the staffs’ motion to compel.
In this order the term “reasonable", as used in FS 364.183(1l) modifies access in
terms of time and place, mot the quantity or quality of documents to which this
Commission has access. The order recognizes that in order to have a creditable
audit process it is assential for the Commission to determine audit scope and
Televancy of data requests. Otherwise, the order states "SBT's interpretation of
the statute would eviscerate the very power that it is intended to confer”.

On April 19, 1993, the Company filed a Petition for Review of Order No. PSC-93-
0540-PCO-TL, The Company alleges the order "is factually inaccurate, in that it
seeks to order the production of documents that Southern Bell does not have in
its possession custody or control, and that the order is legally insufficient in
that the authorities relied upon are not applicable to the facts of this matrer™.
The Prehearing Officers’ order was upheld by the Commission in Order No. PSC-93-
0812-FOF-TL dated May 26, 1992. The Commission voted to automatically stay the
order in the event thes Company seeks an appeal.

On June 14, 1993 the Company petitioned the Florida Supreme Court for a review
of the Commission order. Again, the Company maintains it does not have custody
or control of many of the documents the Commission seeks. Also, the Company
mentions the affilistes have agreed to provide information necessary to
substantjate affiliate txrsmsactions (direct or chained). The Company also states
that "The Audit Team, ®on the other hand, wants to audit; that is, they want
unrestricted access ©® books and records, and the unrestricted right to peruse
all information in thems books and records without regard to discoverability,
relevance or any of the other concepts associated with discovery”.

On July 5, 1993 the Flerida PSC (Division of Appeals) filed its brief arguing
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there is a significant difference between discovery and auditing. The brief
points out that the PSC internal procedures clearly distinguishes auditing from
discovery and excludes auditors from the discovery process.

On July 19, 1993, Commissfoner Clark held a "status" meeting in Docket No.
920160-TL. At this meeting all past due and incomplete responses to staff audic
requests were addressad. New due dates were established. In response to a Company
motion for more time to Yespond to audit requests, Commissioner Clark ruled that
a fifteen day turnaround time is appropriate recognizing the complexity of this
audit. The Commissiomer made it clear that this was an audit not subject to
discovery rules and the fifteen days was unique to this audit.

On August 27, 1993, Commissioner Clark held a second "status" meeting. At this
meeting the Company represented that its affiliate, BellSouth Enterprises whom
the Audit Team directed many requests, would comply to some of the audit requests
but not under the timeframes established by Commissioner Clark. As a result,
Commissioner Clark sent a lectter to John Clendenin, CED of BellSouth Corporacion,
requesting his assistance i{n getting BellSouth Enterprises to comply to audic
requests on a timely basis., The Company responded by stating that "BellSouth
Enterprises is committed to cocperation with the Florida Commission, within the
lav and the extent of its available rescurces, to provide timely and complete
responses to requests that your audit team may make." Emphasis added. Obviously,
the level of cooperation depends on the Company’s interpretation of "within the
law" and its designation of what resources will be available.

In summary, the Audit Jeam attempted to evaluate whether cross subsidy exists
berween BSTI's regulated and non regulated operations which is a national concern
as evidenced by the previously mentioned NARUC resolution. Because of limited
resources, the staff through analytical review limited its audit program to a
relatively small number of affilfates and transactions. The Company displayed a
consistent pattern of obstructionist behavior since May of 1992. Since an open
and cooperative environment is essential for effective auditing, many of the
audit objectives were mot fulfilled. The proliferation of diversification
activities by not only BallSouth but other telephone and electric companies has
complicated the regulatory process. It will require regulation beyond the
utility. The extent of that regulation needs to be defined.

D
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AUDIT DISCLOSURE NO. 1
SURJECT: ACCESS TO COMPANY RECORDS

STATEMENT OF FACT:

Florida Statutes 364.183 states "The Commission shall have reasonable access to
2ll company records, amd to the records of the telecommunications company's
affiliated companies, including its parent company, regarding transactions or
cost allocations among the telecommunications company and such affiliated
companies, and such Decords necessary to ensure that a telecommunications
company’s ratepayers do mot subsidize the company'’s unregulated activities.”

The Company, in many Iinstances, objected to the provision of affiliate
information on grounds that "(1l) Southern Bell does not have possession, custody
or control of such information, (2) the entity that is in possession of such
documents is not subject to the jurisdiction of this Commission and (3), in any
event, such information is neither relevant nor reasonably calculated to lead to
the discovery of admissible evidence (a) related to transactions or necessary to
show that Southern Bell’'s Florida customers do not subsjdize either Southern
Bell’s or its affiliates unregulated activities."

BSTI's operations exceed 80% of the total operations of BellSouth.

The Company has selectlvely provided affiliate information, ie. edited general
ledger, to support certain transactions or cost allocations.

Notwithstanding information withheld pending judicial review, the Company states
its affiliates will not abide by the timetable (fifteen day turnaround)
established by Commissieomer Clark in Docket No. 920260-TP due to lack of ample
staff.

The Company had an attorney present at most of the interview sessions between the
Audit Team and Company personnel. On many occasions the attorney would intervene
and coach the Company staff person, The interviews were formal and not in the
interviewee office. These conditions curtailed the free flow of information and
audit efficiency.

The Company did not allew the audit staff to make copies of certain invoices
regarding transactioms between BellSouth Corporation and BellSouth
Telecommunications. This is necessary to ensure complete workpapers which support
disclosures in the audit repert.

The:-Company reviews all documents before release to the audit staff. On one
occasion a document that indicated an error in the attribution of certain costs
of a fiber optic field trial was removed by the Company. A formal review process
runs counter to "direcr® acoess and undermines the creditability of information
being audited,

The Company provided tapes of interviews that were inaudible.
The turnaround time for wwsponses was initially set for five working days. After

experiencing many delmys this five day turnaround time was confirmed by
Commission order on Febrwexy 2, 1993. It was revised to a fifteen day turnaround
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time on July 19, 1993. & of the responses based on these requirements. This %
is exclusive of those Tequests subject to the Supreme Court decisionm,

Even when certain information was readily available, the Company would respond
that the information or @ status report will be provided within forty days.
Reference request 2-063 and memorandum from Rathy Welch dated May 25, 1993.

In many instances, the Company provided incomplete answers which necessitated
follow up questions. This slowed the audit process down. Reference :

In some Iinstances, interviews with the Companys' subject matter experts were
cancelled or delayed. Reference March 23, 1953 memorandum from MarvRose Sirianni
and July 7, 1993 memorandum from Jack Hoyt.

A summary of BSE Accounting Directive 10 (ADOO10) reguires specific documentatien
for affiliates using FDC is FDC system output supporting cost alleocations,
employee time reports, support for all directly assigned or acttribured costs,
such as vouchers, support forcomputation of allowable rezturn, and FDC studies,
if available. Ref. W/P binder 16 51-10/2 page 5.

OPINION: The Company did mot cooperate with the Audit Staff. Because of the size
of BST, it had the necessary influence to gain cooperation from its affiliates.
BST chose to use legal challenge and other obstructionist behavior which impaired
with the effectiveness of the audit.
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AUDIT DISCLOSURE NO. 2

SUBJECT: ACCOUNTING REQUIREMENTS FOR AFFILIATE COMPANIES

STATEMENT OF FACTS:

Florida Statutes 364.18 {2) states "The Commission may also require such reports
or other data necessary to ensure that & company's regulated rates do not
subsidize the company’s unregulated activities.”

Part 32.27 (d) of the Uniform System of Accounts for telephone companies states
*When a carrier prowvides substantially all of a service to or receives
substantially all or a service from an affiliate which are not also provided to
unaffiliated persons or entities, the services shall be recorded at cost...".

The Commission does mnot prescribe accounting requirements for affiliace
companies. The Commission does not prescribe depreciation rates or tax
normalization for affiliate companies.

Charges from an affiliate company to a utility may involve direct transactions
or chained transactions. Chained transactions are those transactions where one
affiliate company bills another affiliate company for a product (asset) or
service and in turn, part of or all of the product (asset) or service and billed
to the utilicty. )

Charges from an affiliare company to a utility may involve a return component or
carrying charge that waries from the Commission prescribed rate of return.

OPINION: Since charges from affilidce companies to regulated utilities may not
be based on Commission prescribed accounting procedures, rate of return or
depreciation rates, cross subsidies may result by virtue of the establishment of
separate affiliates for certain lines of business. It may not be in the publiec
interest for a utility to establish a separate affiliate when the majority of its
business is with the utility.

RECOMMENDATION:




vl

/3

AUDIT DISCLOSURE RO. 3

SUBJECT: USE OF MARKET BASED PRICING FOR AFFILIATE TRANSACTIONS

STATEMENTS OF FACTS:

Part 32.27 (d) of the Dniform System of Accounts for telephone companies states:
Services provided to an affiliate pursuant to a tariff, including a tariff filed
with a state commission, shall be recorded in the appropriate revenue accounts
at the tariffed rare. Services provided by an affiliate to the regulated
activity, when the same services are also provided by the affiliate to
unaffiliated persons or emtities, shall be recorded at the market rate. When a
carrier provides substantially all of a service to or receives substantially all
of a service from an affiliate which are not also provided to unaffiliated
persons or entities, the services shall 'be recorded at cost which shall be
determined in 2 manner that complies with the standards and procedures for the
apportionment of joint and common costs between the regulated and nonregulated
operations of the carrier entity.

The FCC staff stated on April 1, 1993 that in every case that the FCC reviewed
the use of third party market for pricing affiliate transactions that such
pricing was inappropriave and "fully distributed cost" should be employed.

In FCC Docket 93-251, the FCC proposed on September 23, 1993 to establish a
benchmark of 75% for determining when affiliate transactions may be recorded
using third party prices. .

FCC policy on this martter is as follows: "The burden of compliance has been
placed on the carrier, not the affiliate with whom they are doing business. Our
rules are designed to prevent the booking, and subsequent recovery from the
Tatepayers, of exorbitant profics included in the price of preducts or services
purchased from a non-regulated affiliace. The ultimate result of this rule is to
hold certain "non-regulated affiliates"” of the carrier, to full rate of return
regulation." cite- Mr. Joseph Parecti, Federal Communications Commission,
Presentation made to the NARUC Stafl Subcommittee on Accounts on April 1, 1993.

BellSouth has made the following argument in objecting to providing certain
information regarding affiliate information: "The Company objects te providing
the requeszed informariom on the grounds that (1) Southern Bell does not have
possession, custody or eomtrol of such information, (2) the entity that is in
possession of such documents is not subject to the jurisdiction of this
Commission and (3'). in any event, such information is neither relevant nor
reasonably calculated to lead to the discovery of admissible evidence (a) related
to transactions or cost allocations among these companies or (b) necessary to
show that Southern Bell’s Florida customers do not subsidize either Southern
Bell’s or its affiliates unregulated activicies."

The extent of Commissism smthority with regard to affiliate information will be
addressed by the Florida Supreme Court. This matter was addressed before the
Court on October &4, 1983 and a ruling is pending.

BellSouth Corporation is the parent company of BellSouth Telecommunications Inc.
and has the necessary csmetrol over affiliace information.
BellSouth refused to provide complete third party market information when

-~
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requested. See disclssure numbers

OPINION: Southern Bell has not met its burden of proof in using market based
affiliate transactioms.

RECOMMENDATION:
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AUDIT DISCLOSURE NO.

SUBJECT: FIBER BASED TRIALS - BELLSOUTH REGION

STATEMENT OF FACTS:

1. Fiber based trials have been conducted in seven of the nine states in the
BellSouth regiom. The Company initially objected to providing cost
information for 12 trials locsted in six states other than Florida. Cost
information was provided at a later date for trials listec below in the

six states: .

Irial Nzme Scate
The Grove of Riveredge Tennessee
Council Fire Tennessee

Morrowcroft
Denver Wire Center
Lakeview Terrace
Summit

Dunes West

Bent Creek

N. Caroclina

N. Carolina
S. Carolins

S. Carolina
$. Carolina
S. Carolina

Springhurst Kentucky
Marietta Riverhill Georgia
The Landings Georgia
Sherwood Forest Louisiana

The four Florida fiber trials listed below are included in separate

disclosures in this auwdit reporc:

Ixial Nape Location
Heathrow Lake Mary
Hunter's Creek Orlando

Cypress -Cove - -
Cocoplum

Fo. Lauderdale
Coral Gables

Fiber trials were comducted to evaluate commercially available fiber optic
systems and equipment installed in the distribution leocop to customers’

premises.

The two configurations are the following:

a, Fibar in the loep (FITL) design with buried fiber cables terminating

in pedestsl amclpsures located at the curb,

Electronics at the

pedestal comvert digital optical signals to electrical analog
signals for diseriburion to mulctiple residences using copper drop

wires. .

-d
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b. Fiber to the home (FTTH) design terminates fiber taken all the way
to the castomers’ home where a distant terminal (DT) converts light
signals te -electrical analog signals.

Although customer scrvices are now being limited to POTS, the systems are
designed, with electronic updating, to transmit future video signals to
the homes.

Total investment costs for the 12 trials and amount separated to
interstate jurisdiction are shown below:

Total Booked Assigned to
Losts Interstate Jurjsdiction

$7,123,423 $2,148,245

Thirty percent of the total investment for fiber distribution trials is
assigned to interstate jurisdiction.

Bellcore information letter dated December 30, 1986, (Project No. 423340)
concluded that "if the cost of supporting electronics and optical devices
were included In the above analyses, then a comparison of the fiber
scenario with the copper scenario would indicate that the fiber is many
times more expemsive than copper. The terminal equipment for optical
systems is much more expensive than that needed for copper systems.™

Substantiating cost studies documentation have not been made available
vhich would indicate that the cost of fiber optics in the discribution
loop is now cost effective when compared to copper plant investment.

The recent mergers of RBOCs with cable TV companies, namely, Bell Atlantic
with Tele-Communfcations, Inc., have positioned the telephone companies
for future revemus generating broadband services such as multichannel
television.

OPINION:

Assignment of 70 parcent of the total investment in fiber optic systems in
the distributiem lvep to intrastate regulated rate base is
disproportionate with respect to the intended future use of the broadband
facilities.
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POTS services wntilize only a small percentage of the high signal
transmission capacity of fiber optic systems and the present 30 percent
separations ratip Tor assignment of investment costs to interstate fails
to recognize that ¥act. With the hundreds of millions of dollars being
budgeted for the eventual wiring of all homes to fiber optic networks, the
separations ratios zhould more realistically reflect the propoertionality
of where the revanue srtreams are going - intrastate or interstate.

FCC authorization for the Heathrow fiber trials in 1987 required that
separate books be maintained for telephone and broadband channel
facilities to prevent broadband facilities from being subsidized by other
common carrier services. The disproportionate allocation of 70 percent
assigned to intrastate and 30 percent assigned to interstate is, in
effect, a subsidization of broadband facilities by the present method of
ratio assignment.

RECOMMENDATION:

-.f
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AUDIT DISCLOSURE NO.

SUBJECT: COMBINED CDSTS .and SEPARATIONS for

HUNTER'S [REEX and HEATHROW FIBER TRIALS

STATEMENT OF FACTS:

1.

The Company was wuthorized by FCC under Section 214 of the Communications
Act of 1934 to provide CATV cransport services to the communities of
Hunter’s Creek and Heathrow near Orlando, Florida. FCC further ordered
that the books of accounts for the broadband channel facilities be
maintained separate from books of telephone facilities to prevent the
construction and operation of broadband channel facilities from being
subsidized by other common carrier services,

Trials described below were conducted at the two large residential
developments to evaluate cable TV systems and market potential for ISDN
and video services:

Hunter’'s Creek - Installation of AT&T wideo digital switching
equipment and fiber/coaxial cable systems. The trial was limited to
CATV transport services with POTS services using copper cable plant
placed in eonjunction with fiber cables.

Heathrow - Installation of Northern Telecom, Inc., (NTI) video
digital switching equipment and fiber/coaxial cable systems for
providing cable TV transport services. The Company also purchased
an existing CATV coaxial cable system from Telcom Intermational,
Inc., as part of the Heathrow CATV transport business.

The Heathrow fiber optic system was installed to provide POTS enhanced
services, new concapts of ISDN, CATV, and advanced video high definition
TV (HDTV).

Original request for fiber trial costs for Hunter's Creek and Heathrow was
made October 26, 1992, and Company responded February 10, 1993, with the
following which was restricted to outside plant costs:
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3989 1990 199; 992 Total
Heathrow 465 383 g2 0 940
Hunter's Creek s 271 201 0 562

Combined Total Investment ($000) 1,502

Total booked investment in each trial, including CATV and fiber optic
equipment, was requested April 26, 19¢3, and it was not until October 27,
1993, that estimated costs were received without supperting documerncation.
Grand totals submirred are the following basec on August 1993 investments:

Heathrow $13,935,615
*Hunter's Creek 3 946 842
Total $17,882,457

*Includes $2,502,799 CATV investment retired in 1992

Company never provided grand total booked costs but calculated estimates
based on expenditure authorizations identified by the auditor during field
visits to Florida Operations Centers in Orlando, Ft. Lauderdale,
Jacksonville and Miami.

Company c¢ould not provide separations documentation which identified
assignment of investment to interstate jurisdiction individually for
Hunter’'s Creek and Heathrow. The filed 1992 average CATV interstate
assignment totaled $£,754,671. It could not be verified that the total
Hunter’s Creek inveszment of $3,946,842 which was 100 percent CATV was
assigned to interstats.

Company'’'s reconciled separations received October 27, 1993, were based on
total estimated costs using December 1992 separations ratios summarized as
follows:

Co + 199 eparations Fstime
Interstate 8,449,028
Inrrastate $9,190,057

There was a $1,69%4,357 increase in interstate assignment over the
previously filed $5,754,671.

Copper ¢ables ar Hesthrow are in place in the fiber optic test areas at
Heathrow for cut owexr of POTS from fiber te copper.
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OPINION:

1.

Company failed o comply with the FCC authorization for CATV transport
services at Heathyow which specified that separate books of accounts for
broadband chammel Zfacilities be maintained separately from books of
telephone facilities. The Company failed to provide total booked
investments for Heathrow and Hunter’s Creek and, in addition, CATV
interstate costs were combined and not separately identifiable.

The length of time between initial request for cost information and
receipt of estimates instead of booked information one year later did not
permit verificarifom of total booked costs and separations for Huncer’s
Creek and Heathrow. :

The majority of the reconciled regulated intrastate investment of
$9,190,057 for the combined trials does not reflect the actual use of
fiber optic facllitles for data, CATV and other video services. POTS
services utilize only a small portion of high bit-rate digital optical
capacity for a trial designed to test the marketability of future non-

‘regulated services such as computer services using ISDN equipment and

pultichannel telewision.

RECOMMENDATION:

Inasmuch as the Company did not provide documentation to support the total
investments in Hunter’s Creek and Heathrow field trials and the associated
separations process, it is recommended that the entire amount of
$9,190,057 be removed from the Florida intrastate rate base.
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AUDIT DISCLOSURE NO,

SUBJECT: BELLSOUTH ENTERPRISES PARTICIPATION

in HEATHROW IRIAL

STATEMENT OF FACTS:

1.

BellSouth Enterprises, through its subsidiary, BellSouth Ventures
Corporation, entarad Into a partnership agreement with Florida Seminocle
Communications, Ine., {(related to Paulucci Internaticnal, Ltd.) on August
11, 1988, to sell, imstall and maintain customer premises equipment (CPE)
in the Heathrow Dewelopment. Each partner had an initial investment of
$135,000.

The business partnership was conducted under the name “"Heathrow
Telecommunications.*®

BellSouth Enterprises actively participated in the fiber trials as a
member of the Heathrow Executive Steering Committee, BSE's responsibility
involved the lease or purchase of Northern Telecom ISDN CPE sets, NTI
T2317, and other CPE with the joint venture receiving revenue streams {rom
the sales.

On April 1, 1989, BellSouth Ventures Corporatien (BSE) assigned and
transferred their partnership interest in Heathrow Telecommunications to
BellSouth Services Imcorporated for $35,376.07.

OPINION:

It was apparent that BellSouth Enterprises partcicipated in the Heathrow
fiber trials as a jeint venture partner in anticipation of selling,
installing and ms{nctaining customer premises equipment which were non-
regulated business. However, it appears that BSE sold their partnership
interest to BellSomrh Services when ISDN services did not sell at
Heathrow.

ro
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AUDIT EXCEPTION NO.

SUBJECT: PURCHASE - OF HEATHROW CATV SYSTEM - SEPARATIONS

STATEMENT OF FACTS:

1. The Company paid $119,891.05 for an existing coaxial CATV system from
Telcom Internagiomal for providing FCC tariffed transport services to
Heathrow subscribers.

2. The Company stated that the investment was not charged te SBT - Florida
rate base and that these assets were specifically identified and had been
excluded from the intrastate rate base.

3. Subsequent work papers disclosed only 50 percent or $59,945.53 (FRC B45C)
had been separated to interstate while $59,945.52 (FRC 45C) remained for
separations treatment. $43,580.39 was incorrectly assigned to the Florida
intrastate rate base, :

OPINION:
Even though work papers showed incorrect separation of the purchased CATV
system costs, the Company continued to state that all costs had been
allotted to the 4nterstate account until Commission review on September
21, 1993.

RECOMMENDATION:

1Y

Reassign $43,580.39 from Florida intrastate rate base to interstate
Jurisdiction.

'

I
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AUDIT DISCLOSURE NO.

SUBJECT: HEATHROW FIBER BASED TRIAL
CUSTOMER SERVICES AND REVENUE

STATEMENT OF FACTS:

1. Voice communicatioms (POTS) were provided over the fiber optic system at
the Florida tariffed rate of §$10.50 per residence line. There were 178
customers (211 lines) participating in the trizl from June 1988 to present
for an estimated anmual revenue of $22,428 which amount was classified as

intrastate,.

2. The ISDN data services part of the trial consisted of ten customers for a
periocd of thirty-six months at no cost to the users.

3. CATV FCC tariffed transport services were provided over the fiber and
coaxial facilities as follows:
o CATV over fiber - 117 customers from July 1988 to
present for estimated annual revenue of $10,944.
° CATV over coaxial - 510 customers from July 1988
to present for estimated annual rTevenue of
$39,780. ’

CATV revenue was assigned to interstate.

OPINION:

Total annual revenue of $22,428 for POTS services 1s extremely small when
compared to a total plant investment estimated to be §13,935,615 by the
Company for the Heathrow trial.

L
o
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AUDIT DISCLOSURE NO.

SUBJECT: HEATHROW FIBER BASED TRIALS

INVESTMENT ®&ETIREMENT STATUS

STATEMENT OF FACTS:

1.

5.

A Company memorsndum from M. E. Balmes/J. M. Simpson dated February 1,
1993, to W. R. Perry recommended that the switched video system and
associated special video electronics and fiber cables be retired since all
subscribers were bYeing cut over from fiber to coaxial systems.
Furthermore, the marketing organization had no further plans to conduct
trial activities at Heathrow. )

Company states there are approximately 50 CATV subscribers in service and
they will be moved from fiber to coaxial networks sometime in 1994.

The fiber optic network continues to serve POTS customers which are now

‘capped at 178,

Company states that the video switch, video related equipment and optical
network interfaces will be retired and removed. However, the potential
for reusing the unigue equipment is remote. Estimated retirements are
shown below:

IRC USQA Descriprion Amount
57¢C 2362 Ckt.Equip.- Analog $ 200,000
377¢C 2212 Digital Electronic
Switch Equip.- Fiber Optic § 840,000
B958C 2362 Other terminal equip. - '

Fiber Optic $§1.400,000
Total $2,440,000

Retirement entries are mnot separated by intrastate and interstate
jurisdictions.

OPINION:

The use of fiber cables to serve only POTS customers capped at 178 with no plans
for.data or video servieces justifies the complete retirement of the fiber optic
system at Heathrow. Copper cables have been placed in conjunction with fiber
distribution cables and axe available for cut over of telephone services to
copper plant.

'J
ra
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RECOMMENDATION:

Retire the estimated $2,440,000 investment in the CATV switched video system and
the entire fiber optic imvestment, including the fiber cables which support only
178 telephone customers. The estimated 11 million dollars booked in the Florida

intrastate rate base are not justified for annual revenue estimated to be $22,428
for POTS with no furture growth.

9
<
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AUDIT DISCLOSURE NO.
SUBJECT: FCC VIOLATION — HUNTER'S CREEXK EARTH SATELLITE STATION

STATEMENT OF FACTS:

l1. U.S. Department ®f Justice, Antitrust Division, in a letter
dated May 8, 1987, to BellSouth Corporation, concluded that
Southern Bell was in vieclation cf Section II (D) of the
Modification of Final Judgement (MFJ) by providing
interexchange services at the Hunter's Creek development.

Southern Bell had been granted a license for its receive-only
earth station which received programming that was originated
by a third party outside the Orlando LATA and relayed via
satellite to the Company's earth station.

2. BellSouth complied with the direction of the U. S. Department
of Justice by selling the Scientific Atlanta Receive-Only
2ntenna to Genstar Southern Development, Inc., on Bill of Sale
dated October 12, 1%87. The selling price was not provided.

3. The following retirement costs were documented:

o Debit 3100.2521 Depreciation Reserve - $8,112
o Credit 2231.2310 Radio System - $8,112

- The equipment was placed as part of Estimate No. V-04695 and
charged to FRC §7C~-Radio Systems Terrestrial Microwave - Other
{SRC 2231.2310).

OPINION:
U.S. Department of Justice specifically limited BellSouth's early

entry into the CATV business at the Hunter's Creek development to
CATV transport from the headend to customers' premises.

v
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AUDIT DISCLOSTRE NO.

SUBJECT: HUNTER’S CREEX VIDEO TRIAL

RETIREMENT

STATEMENT OF FACTS:

1.

5.

A Company memorandum from R. C. Capell dated September 29, 1992 to D. A.
Kettler/R. B. Vogel stated that the "original fiber to the home switched
video system from AT&T has been recired and the 1120 cable TV subscribers
at Hunter's Creek are now served almost exclusively by a standard coaxial
cable transport system."

Company states the CATV equipment and fiber cables were eicher retired in
place or removed and junked. The uniqueness of the eguipment makes any
future use or removal remote.

A total of $2,502,799 was retired in 1992 under Estimate Nos. EF1629 and
EF7201 which included the switched video and electronic equipment and

‘multimode fiber optie cables. The cables could no longer support the

increased channel requirements for CATV transport.

Retirement of $3,521.04]1 was identified in a letter from D.A. Kettler to
B. R. Williams on December 16, 19%1, for retirement of the Hunter's Creek
CATV switched video system.  Status of retirement of the remaining
$1,018,242 of obsolete plant investment is unknown.

Retirement entries are mnot separated between interstate and intrastate
Jurisdictions.

OPINION:

The entire investment for CATV switched video services which totals a
minimum of $3,521,04)1 should have been retired in 1992 instead of
£2.502,79¢. The original total costs should have been booked under
interscace jurisdietion. However, the actual booking with respect to
intrastate and intaystate separations are unknown since both Hunter’s
Creek and Heathrow total costs were combined and cannot be separated.

RECOMMENDATION:
AUDIT DISCLOSURE NO.

SUBJECT: FLC VIOLATIOR - HUNTER’'S CREEX EARTH SATELLITE STATION

STATEMENT OF FACIS:

1.

U.S. Department of Jmsrice, Antitrust Division, in a letter dated May 8,

1987, to BeliSouth Corporation, concluded rhat Southern Bell was in

violation of Sectiom II (D) of the Modification of Final Judgement (MFJ)

- by providing interwmchange services at the Hunter’'s Creek development.

EK)
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Southern Bell had been granted a license for its receive-only earth
station which tereived programming that was originated by a third party
outside the Orlemdo LATA and relayed via satellite to the Company'’'s earth
station.

2. BellSouth complfed with the direction of the U. S. Department of Justice
by selling the Seientific Atlanta Receive-Only Antenna to Genstar Southern
Development, Ime., on Bill of Sale dated October 12, 1987. The selling
price was not provided.

3. The following ratirement costs were documented:

o Debit 3100.2521 Depreciation Reserve - $8,112
° Credit 2231.2310 Radio System - $8,112
The equipment was placed as part of Estimate No. V-0469 and charged to FRC
§7C-Radio Systems Terrestrial Microwave - Other (SRC 2231.2310).
DPINION:

U.S. Department of Justice specifically limited BellSouth's early entry into the
CATV business at the Hunter's Creek development to CATV transport from the

headend to customers' premises.
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AUDIT DISCLOSURE NO.
SUBJECT: CYPRESS COVE FIBER TRIAL

STATEMENT OF FACTS:

1. The Cypress Cove c¢riel in Ft. Lauderdale, Florida, consists of fiber
cables in the d&igeribution loop terminating in modular constructed
pedestal enclosures located at curbs in residentisal neighborhoods. One
pedestal serves up To six living units by buried copper drop wires.

2. A commercially available Reliance Comm/TEC DISC * FITL system was
purchased which converts high bit-rate digital optical signals to
electrical analog signals by means of electronic plug-in boards at the
pedestal.

3. Only POTS services are currently being wmarketed. With wupgraded
electronics, the fiber optic system is designed to provide televisien
services over the copper drop wires to the residences. This was verified
during an on-site inspection by a Commission auditor on August 6, 1993.

4, Company reports the following expenditures and separatioms through 1992:
Total Booked _ Separations
Costs Ihtrascate Interstate
$191,029 . §131,216 $59,813

Investment assigned to the Florida Intrastate rate base is 69 percent of
the total investment.

OPINION:

The recent Bell Atlantic/Tele-Communications, Inc., merger and the
acquisition of 22.5 percent interest in Prime Management, Inc., by
BellSouth makes it apparent that the REOCs~are in a positivn~to provide
their own programmed television services in the near future.

Assignment of 69 percemt of the total investment in fiber distribution
systexs based on sepazations factors developed primarily for toll and
common carrier serwices (Part 36, Jurisdictional Separations Procedures)
is inconsistent wit:k the Cypress Cove installation where the great
majority of the fiber optic system capacity is for future data and video
services,
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AUDIT DISCLOSURE NO.

SUBJECT: COCOPLUM FISER TRIAL

STATEMENT OF FACTS:

1.

The Cocoplum trial in Coral Gables, Florida, consists of fiber cables in
the distribution loop which terminate directly in subscriber homes. An
AT&T SLC* Series S Carrier System extends the use of fiber optics to
residences as paxt of an all-fiber network which will provide the
capability for future data and video services with electronic upgrades.
Only POTS service is currently provided.

The fiber optic system provides high bit-rate digital optical signals to
a distant terminal (DT) located at the customers’ premises where the light
signals are converted to electrical analog signals.

Company reports the following expenditures and separations through 1992:
Total Booked Separations

Costs Intrastate Interstate
$843,572 $596,257 $246,316

Investment assigned o £he Florida intrastate rate base is 70.8 percent of
the total investment,

OPINION:

Assignment of 70.8 percent of total investment for £fiber optic
distribution systems which extend fiber into the residence is greatly
disproportionate with respect to the intended use of the facilities.
Although only POTS is now provided, the great majority of the megabit
capacity is reserved for data and video services.

The recent merger of Bell Atlantic and Tele-Communications, Inc., signals
the entrance of the telephone indusctry into the cable TV business.

RECOMMENDATION:

s
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SCOPE LIMITATION: The foliowing were requested from the company in
Request 2-032 lor Belltorne:

#5 For the projscts-C18-2-4-5-85 Video Market Research and
C-14-2-1-2-08 Video Systems, provide the bill from Bellcore to
BST that was recorded in the August 92 General Ledger.

#B6 For these two projects mentioned above, provide all of the
detail from Beficore which supports that schedule summarizing
all costs, vouchers, payroll information including employees
chargec. their duties and job titles, caiculation of any
overheads or allocatec expenses including the detail for the
accounts being aflocated.

The company provided the bills and a detailed schedule of charges by
account with allocation percentages for direct service center expenses
and indirect expenses.

‘The company provided supporting documentation for direct department
salaries and some direct expenses. They did not provide any detail to
support the allocated expenses or the allocation percent allocations.
Since staff was unable to review the response 10 this request until
September, it was t00 late.fo-make an additional request for the
information not supplied in the response.

Staff had intended to use this one month t2st 10 support all 82000
account charges for the yaar. The one month of these allocated charges
totaled $1,123,473.50 for direct service centers and indirect were
§22,737,762 for a tota! unsuspported cost of $23,861,235.

27
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SCOPE LIMITATION 2

The company has sent the iformation provided by their subject matter
experts through several reguistory reviews and a legal review. This review
process can result in editing of information which does not support the
utility position and is detrimental 10 the audit process.

Staff is aware of at least one instance where a page of a memorandum
containing information about the company's incorrect classification of an
entry was removed from the expearts papers in answering our request. The
paper withheld was viewed by two members of the staff during a working
session with the expert. it was later provided as the result of staff's
discovery and oral request.

3
2
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AUDIT DISCLOSURE ND

SUBJECT: BELLCORE COST REDUCTION

STATEMENT OF FACT: According to the Bellcore annual report, Bellcore went through a
restructuring of its operations in 1932 to simplify and efiminate various internai
processes and procedures.

in 1992 Bellcore incurred $83.9 million in non-recurring expenses (not including
non-severance related salagy amounts) according to their audited financial
statements. In addition, according to the Belicore Annual Report, there was a net
reduction of payroll and contract labor of 922 employees. According to a request
response, the pay reduction related is $37,483,388.26, excluding termination pay and
other benefits.

Total 1992 expenses per the 1992 financial statements $1,150,080,000
includes non-recurfing expenses
1883 approved budget for 1883 {Request 2-111) $1,105,000,000
Budgeted reduction in expgnses at the Belicore Level. $45,080,000
Percent of 1992 expense . 2.92%
BellSouth Telecommunications Budget for 1993(2-111.0.1) 165,795,600
Actual 1992 billeg BST per Belicore Annual Report 168,793.000
Budgeted Reduction at BST Level 2,997,400
Percent of 1992 expensa 1.78%
BST Florida budget for 1893 (Request 2-080.A) 42,638,700
BST Florida Bellcore charpges 1992 (BST Annual Report) 42,490,866
Budgeted Reduction at Florkia Level (147,834)
Percent of 1992 expense-MMCTEAsSS -0.25%

OPINION: The reduction in the Bellcore budget does not even account

for the entire $53.9 million I noOn-recurring expenses let alone any

decrease in salary or smnployee related expenses such as benefits or buiiding
space for all of the employess et go in 1992,

The estimated reduction ia aalary expense alone is $37,583,388.26. The combination of
the $53.9 million and the $37.583,388.2¢ is $91,483,388.26. Therefore, the total

known decrease in Bedictipepenses not including overheads is $91,483,388.26 or an
8% reduction.
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RECOMMENDATION: Further reductions appear to be needed in the 1993
Bellcore budget.

Using an 8% reduction, Flarida expenses would decrease by $3,398,269 in 1993.

Allocated based on 1932 activity to accounts being charged over 1% of the

expenses{per the annual séports of Bellcore), the reduction is as follows:

[ 1%

33338

4708
710

L ALLOCATED » DOLLARS DOLLARS
ACTIVITY T REG REGUXATED INTRA
1992

16.26% sW.728 99.45% 515478 73.57% aorr
4.25% L X 96.51% 130,427 73.00% 102,744

1.E9% §2.000 0.15% 56,008 85, 12% 42,588
42.43% 1,478,203 4, 55% 1,365,044 78.04% 1,072,587
4.87% e PEAT% 218,24 76.84% 108,154
1.08% 747,369 0e.78% 708 78.4% 565,508
1.78% 90.507 84.07% 5.0 78.84% 49,737

1.17T% VTN P4.85% 37,848 Te.4d% .77

3.59% 133,601 04.88% 120,487 76.44% 04,884
2,200,200 3.276,205 2.501,284

1
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AUDIT EXCEPTION NO

SUBJECT: LOBBYING AND CONTRIBUTIONS CHARGED TO 8ST FROM BELLCORE

STATEMENT OF FACT: Selicore had the following expenses in 1992;

Project 480004 Legislative Task Force 431,300.00
Contributions 719,197.15
Acct. 649-086 Corporate Legisiative Regulatory Support 1,904,671.60
Acct. 671-151 Washington Regulatory Internal Services 445,639.43

3,501,808.18

Accounts £§49-086 and 671-151 are described on the following page from request 2-117.1.

Project 480004 was charged at $71,800 to Bellsouth Corp and allocated to the various
states. The project overview provided in request 2-112, describes the project as:

Assist the Belicore Client Gompanies by providing centralized coverage in Washington
of events of national importance in telecommunications. Areas of focus incluge
Congress, the Federal couns, regulatory agencies, and other national organizations
headquartered in Washington. )

All of the other accounts, totaling $3,070,508.10, were allocated to all projects
through the internal allocation process of Belicore. (Per Requests 2-101 and 2-117.1)

Using the Belicore ownership billing in the Bellcore Annual
Report, staff calculated that 16.3% of Belicore billings were 1o BST.

OPINION: The above costs of $3,070,508€.10 allocated to BST at 16.3% to1al
$500,635.59. This along with the $71,800 charged to BSC for project 48004 total
$572,435.59. Since most Beficore billings are charged to accounts 6724 and 6727, the
state allocators for these acoounts are being used to determine the portion of these
costs applicable to each stase.

.
|
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% DOLLARS

Florida 26.14% 149,635
Georgia 1728% 98,917
North Carolina 9.82% £5,068
South Carolina BA4L% 36,865
Alabama B.47% 48,485
Kentucky 4.92% 28,164
Louisianna 9.95% 56,957
Mississippi 5.55% 33,487
Tennessee 1L33% 64,857

572,436

RECOMMENDATION: Remove the Florida share of costs from ratemaking.

ACCOUNTS “ ALLOCATED » DOLLARS %INTRA DOLLARS
ACTIVITY DOLLARS REQ REQULATED INTRA
1902

%3k 15.26% ™ 00.45% =08 L™ 18,778
o811 4.25% £.360 26.51% [§E "} ne% © as3
e . 1.53% 00 96.15% 2201 85.12% 1874
are 443% s4008 04.55% 61,448 76.04% 47,254
o2 45T% 2081 5.97% 2,819 76.04% 7314
(4 21.08% -3 ] 04.756% 32,432 76.04% 24,050
eras 1.78% 2084 04.07% 2.508 76.84% 1,025
4705 1LIT% 1,751 94.06% 1,657 T6.44% 1,267
8710 1% £.481 04.86% &.567 76.44% 4255

-5 .4z 110,108
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ITEM NO. 2-1i7.1
ATTACHMENT |

649-086: Corporate Legislative/Regulatory Support (Project 915XX)

Corporate Legislative/Ragulstory Support cxpenses are charged to project 915XX
and include all expenditures associated with the Regulation and Government
Support organizations. These organizations assist the regions in identifying,
monitoring, and analyzing regulatory issues of concern. They advise and assist
the Regional Holding Companies in their interactions with Congressional
Committess, the Federal Communication Commission and the Executive Branch.

Corporate Legislative/Regulatory Support expenses are charged back to all Area
Support, Service Ceater, SDCPE/EC, and Externsl Billable Projects on the basis

.of -sAverage :Belicore Employee and Average Resident Visitor-Reported
-headcount.

# it s e . & . .
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671-151: Standard Rated Corporate Service Center Normalization
(Washington Regulatory Internal Services (Project 815XX)

Bellcore's Corporate Service Centers are structured to provide on an economical

basis, those services which are commonly required by most of the organizations

in the company. Standard Rated Service Centess are billed directly to the user
organization on s usage besis which is charped at standard rates. At year-end a
pormalization process may be performed to eliminate any residual over/under
recovery that exists within the Standard Rated Corporate Service Ceaters. This
pormalization process allows any over/under recovery expenses to be charged
back to the External projects on the basis of usage.

PROPRIGMARY . -
8ELLCORE AND AUTHORIZED CUENTS 0. Qry
Propnetary resteictions on titie page 5
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AUDIT DISCLOSURE

SUBJECT: BELLCORE RESEARCH AND DEVELOPMENT

STATEMENT OF FACTS: 85T pays Bellcore for research and development costs which are
charged to account 6727 acoording to the MP2702's. Total expenses for this account

in 1992 related to Bellcore R & D were approximately $34,442,935. Of these costs,

26.14% were charged to Florida or $9,003,793.31. Of these costs, $111,945 or 1.24%
were charged to non-reguiated operations in 1992.

According to the Cost Aliocation Manual (CAM), the Bellcore Research and
Development is to be apportioned to reg and non-reg as follows:

Based upon an annua! analysis of Contracted R & D to determine if projects are
regulated or non-regulated.

The company is using a mathod where they separate the projects into catagories of
Switched, Non-Switched, Composite Switched and Non-Switched, Support and
Generic. These catagories were then aliocated based on ARMIS report plant.
Generic was aliocated using a 3 month average of the general allocator. The

three month average of the general allocator is 4.0537. The 12 month average is
5.233%. Staff attempted to-auditthe ARMIS report numbers for these items. When
backup was finally received on BM1S, it was for the wrong year. Corrected data

was not received in time to complete this audit.

Recent newspaper articles report that the FCC has recently given approval 1o Bell
Atlantic to enter the video market and has recently scheduled rule setting for

bidding for slots for wireless phone service or Personal Communication Systems(PCS}.
In October, BellSouth Cop. signed a $250 million agreement to acquire a 22.5% stake
in Prime Management Co., 2 Texas-based cable TV company.

The company’s 1992 Accounting for Internal R & D Analysis paper recommended
annual reviews because of:

“Increasing competition and the relief of many MFJ restrictions will likely
result in substantially increased internal R & D efforts beyond historical
levels.®

OPINION: Recent rulings by the FTC make allocation of R & D basad on current non
regulated services unreasonaible. As the operating companies enter into more and
more unregulated business, #eunregulated businesses wiil be benefiting from the
benefits from the technology ebtained in their current research.

Because the company's newgystem allocates costs to regulated and non-regulated based
on future investment (3 years) of current non-regulated services, and R & D account
6727 according to the USDA isa planned search or critical investigation aimed at

~8
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Bellcore Projects

Staff initially requested a detailed description of all 1991 and 1992
projects that BellSouth had authorized Bellcore to undertake on October 26, 1992,
request No. 1-001. Project description summaries for 1991 and 1992 were provided
on January 11, 1993. The company provided approximately 609 Bellcore projects
that were charged to warious BellSouth accounts in 1992. Staff limited their
review to 1992 projects charged to Account 6727, Research and Development.
There were roughly 70 projects charged to Account 6727 in 1992. Staff held
interviews with BellSouth staff on March 11, 1993, and again on April 26-27, 1993
to understand how BellSeuth interacts with Bellcore. Staffs primary interest was
the budgeting and billing process of Bellcore projects and the project management
of Bellcore projects within BellSouth.

To gain further kmowledge of the R&D performed by Bellcore, staff requested
interviews with the project managers of several Bellcore projects on July 22,
1993, request No. 1-101. The company responded on August 6, 1993 stating, "The
Company objects to arranging the requested interviews on the grounds that this
request is unduly burdensome and oppressive." When staff questiocned BellSouth's
objection, they were told that the objection was made by Bellcore, not BellSouth,
The objections were based on the fact that Bellcore had recently participated in
the audit conducted by NARUC and the FCC and believed that any further audits of
Bellcore would be burdensome and duplicative for the auditors. Staff believes
that the only way of gaining a thorough understanding of the nature of the
Projects and/or any specific applications to regulated or nonregulated products
or services is to further examine the projects in question. It is apparent to
staff through our limited exposure of the Bellcore projects that there is a
potential for these projects to support future non regulated products or
servcies. In many cases there may be no benefit to current residential
ratepayers and therefore such Bellcore work benefiting future non regulated
services justifies careful analysis of Bellsouths cost allocation methods.

An example of the future benefit nature of the Bellcore work are projects
numbered 21411, 421301, 421303, 421306, and 621306. These are a few of the
projects that relate to the development of a communications network based upon
fiber optic broadband transport of voice, data and video informationm. A
broadband network of this magnitude is not currently required for telephone
service and many types of information services. However, it is required to
support high quality entertainment television. Although video dial tone is
allowed by Bellsouth, they are prohibited from owning or providing video
programming in their setwice territory by the Cable Communications Policy Act of
1984, Moreover, in a zecenr US District Court decision, Bell Atlantic won a
lawsuit to overturn restriczions in the Cable Act of 1984. Bell Atlantic
basically gained the authority to become a cable television provider and compete
with cable companies in its service area. This authority does not extent to any
of the other Bell Opersting Companies.

In addition, Bellsouth Corporation recently acquired 22.5% of Prime
Management Company, & Pexas based cable television company. This provides
Bellsouth with emtry iete inveractive television, pay-per-view, traditional cable
and alternative telecommmmications for business and residential customers. With
the recent Bell Atlamtfe ruling and BellSouth’s acquiring a stake in a cable
company, it positions 3el1lSouth a step closer to offering television service to
their local telephone cmstowers. This work performed by Bellcore is clearly

T T T henafIT CUTTENT TEFULATED DIOUUCLS &MU SEIVIGEN ., 1l &Fvu —we—w
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TOTAL BELLCORE R & DLOETS 1992 34,442,835
AT 50% ALLOCATION 50.00%
AMOUNT TO BE REMOVED 17,221,468
% TO FLORIDA 26.14%
AMOUNT OF ADJUSTMENT FLORIDA 4,501,692
AMOUNT ORIGINALLY OHARGED R & D BELLCORE FLA 111,945
NET FLORIDA ADJUSTMENT 4,389,747

RECOMMENDATION: Transter more of expenses to non-regulated operations using one
of the above methods.
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AUDIT DISCLOSURE

SUBJECT: BST GENERIC RESEARCH AND DEVELOPMENT

STATEMENT OF FACTS: BST has a research and development division which charges
expenses to account 6727 according to the MP2702's. Total expenses for this account
in 1992 related 1o Generic R & D were approximately $10,236,000. Of these costs,
26.14% were charged to Florida or $2,675,191.60. Of these costs, $142,848.84 or
5.34% were charged to non=regulated operations in 1992.

According to John Mast, the company allocated this portion of the account using the
general allocator which is computed mechanically in the cost separations system and
is based on the 6X0C{ expense account.

According to the Cost Allocation Manual (CAM), the Bellcore Research and
Development is 1o be apportioned to reg and non-reg as follows:

*Based upon an annual analysis of internal R & D to determine if projects are
regulated or non-regulated.”

In 1993, according to John Mast, the company is changing from the general aliocator’
to a a method where they separate the projects into catagories of Switched,
Non-Switched, Composite Switched and Non-Switched, Support and Generic. These
catagories are then allocated based on ARMIS report plant. Generic is allocated
using a 3 month average of the general allocator.

In interviews Research and Development personnel contended that all of the research
is regulated even though possible future services may be unregulated because the
projects determine how the products interface with the system.

According to recent newpaper anticles, the FCC has recently given approval to Bell
Atlantic to enter the video market and has recently scheduled rule setting for

bidding for slots for wireless phone service or Personal Communication Systems(PCS).
In October, BellSouth Cop. signed a $250 million agreement to acquire a 22.5% stake
in Prime Management Co., a Texas-based cable TV company.

The company’s 1992 Accounging for internal R & D Analysis paper recommended
annual reviews because of:

*Increasing competition and¥we retief of many MFJ restrictions will likely result
in substantially increased internal R & D efforts beyond histcrical levels.”
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OPINION: Recent nsfings®y the FCC make allocation of R & D based on current non
regulated services unreasonable. As the operating companies enter into more and
more unregulated business, the unregulated businesses will be benefiting from the
benefits from the technology obtained in their current research.

Because the company’s new system allocates costs to regulated and non-regulated based
on future investment {3 ysars} of current non-regulated services, and R & D account

6727 according to the USOA is a planned search or critical investigation aimed at
discovery of new knowiledge or translating research findings into a plan or design for

a new product or process of for a significant improvement to an existing product or
process, possible new umregulated services are not being taken into account.

According to the company workpapers, if the company had used their new allocation
method in 1992, they would have allocated .7304% of R & D to non-reg instead of the
5.34% actually aliocated. The 1993 forecasted rate case exhibits is probably based
on this new lower percentage.

Several methods of accounting for these costs can be used by State Commissions:
1. Deferral of costs until potential products are determined.

2. Requirement of Keep Cost records by projects and product for
retroactive adjustments. ‘
(If this is used, amounts recorded need to be audited
periodically to make sure they are all inclusive)

3. Aliocation of project based on estimated future bensfits.

Some projects appear to have more non-regulated possibilities than others. Staft
has reviewed each project and determined allocation methodology for each. We
also contend that the absolste minimum that should be used is the general
allocator. The companias new sysiem, which bases the allocation on current

Since the company does not dudget or record expenses by project, Staff has

obtained cost reports for 1982 by responsibility code. The charges by

responsibility code identify eath manager and thus the projects which they

supervise. The reports aiso identify costs by code for 2400 which is the

Research and Devstopmertagcournt code. These amounts were used by staff to allocats
totat account 6727 chargas®d managers.

The reasons for the aliocetions wre as {ollows:
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1. Wireless Access #CS Services

Bellsouth contenwls That. a key component of their work on personal
communication systems {PCS) is to evaluate the use of low-power radio technology
and to identify and resolwe petwork interface issues. In contrast with higher
power cellular systems, which are currently not regulated in Florida, PCS's
employ small, low powar radio handsets with a larger number of base stations.
These base stations hawe much smaller coverage areas than today’'s cellular
stations. PCSs can provide Tlexible access to existing local telephone networks
as well as alternate sacoams to local and interexchange carrier networks.

Under a new federal law signed by President Clinton August 10, 1993 (H.R.
2264), beginning next August States can no longer regulate intrastate wireless
service rates and market emtry. The law calls for auctioning of FCC radio
licenses. The FCC is setting aside blocks of radio frequencies, more than three
times the amount now devoted to cellular telephone service, for a broad family
of new portable telephone and computer service. The FCC awarded two 30-Megahertz
blocks in each of 49 regions. There would also be a 20 MHz block and four 10MHz
blocks in 487 subregions. This provides 120 MHz for PCS compared to the current
50 MHz for cellular.

In addition to telephone companies, strong interest in PCS has been
expressed by the cable television industry, traditional mobile radic providers
and entrepreneurs. To deal with the competitive aspects ¢f PCSs, telephone
companies may elect to enter the PCS business themselves. Not doing so might
lead to an unacceptable degree of customer erosiom.

BellSouth believes that the major benefits of this project is to deter
complete bypass of the local networks. Bellsouth'’s work today in PCS is small
relative to its overall program. However, the knowledge gained in this area will
benefit Bellsouth both in sexrving PCS suppliers as customers, and in making plans
for developing systems to compete with other PCS suppliers.

Staff believes the work on PCS is common te both non-competitive and
competitive applications. The most recent federal bill preempting the states
from regulating wireless service rates and the FCC decision on spectrum
allocation opens a new gemeration of wireless communications for new types of
services that could in time rasplace many of the phones and computers now secured
by wire. Although staff understands the need for BSTI to continue research and
development in this area, IT is apparent from the action discussed above that PCS
will clearly not be regulatedl by the States. Staff believes based on the above
Federal decisions that the work performed on PCS services by BSTI should be
allocated 20% to regulated and 80% to non-regulated.
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2, Broadband ISDN
SMDS

The use of Integrated Services Digital Network (ISDN) technology wich
broadband suggests an #wolution to a broadband network based on international
standards. BISDN will smable BellSouth to support emerging broadband information
networking services such -as Switched Multimegabit Data Service (SMDS), frame
relay, and video teleconferencing services. BISDN will enable the progression
from voice networks to public information networks capable of flexible bandwidth
to transport informatioa in any form (voice, data, video, multi-media).

SMDS is one of the early broadband services planned for B-ISDN. The
markets for SMDS are data transport applications requiring transmission rates
above what the traditionsl telephone network can support. Introducing this
service will require both wideband or broadband access and switching capabilities
not currently part of the traditional telephone network. Bellsouth contends thac
SMDS is of strategic importance because it allows the LEC to develop expertise
to support future broadband services. It is apparent that efforts to test SMDS
will likely involve a stand alone overlay capability within the public switched
network. In view of this, it appears that whatever market exists for SMDS
services, could also be served by those outside the telephone company industry.
Sraff believes that should a market exist, SMDS is a potentially competitive
service.

This Commission plays a major role in the deployment of residential
broadband efforts through our jurisdiction over depreciation schedules, incentive
regulation plans and cost allocation. Although Florida has been generally
supportive of new techmologias and the accompanying new services, our primary
objective is to ensures that ratepajrers are not harmed by the deployment of new
technologies. A broadband network of this magnitude is not currently required
for telephone service and many types of information services. The work performed
by Bellsouth on BISDN and SMDS is clearly directed toward future enhancements
that have the potential of supporting competitive services that may or may not
be regulated in the future. Staff believes that until the services that these
projects support are determined to benefit todays ratepayers that the work
performed on these projects should be allocated 50% to regulated and 50% to non-
regulated.

A0
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3. Video Transport Services
Fiber Distributiem Betworks

A broadband network g£an have the capacity to meet virtually all of the
communication requirements of the public. Such a network could carry voice,
data, image, and high qualiry video traffic simultaneously. Today’s telephone
network already uses fibar to carry voice communications as well as other traffic
between switches. Broadband network access is not required for telephone service
and many types of information services. However, it is required to support high
quality entertainment talawision. BellSouth believes that in the long term they
must become the low cost provider of residential broadhand services, To
accomplish this, they believe that the earlier a start can be made in learning
how to deliver such services efficiently, the better their chances of success in
the future.

It was stated by BellScuth that although fiber is less costly than
copper, the lasers and electrornics required for fiber are expensive, but are
decreasing in costs. The declining cost of fiber and its associated electronics
is allowing cosc-effective deployment of Fiber to the curb (FITC) today. The
range of cost effective broadband technologies will continue to grow in the
future. BellSouth believes it is inewvitable that broadband searvices, primarily
video, will be deliversd over these networks. The only question is when. They
believe to prepare for the future, it is essential that they start to design a
plan to address future business, technical, and regulatory needs. BellSouth's
Fiber Distribution Networks project includes developing an overall company
strategy for fiber in the lovp. They also intend to continue their evaluation
and analysis of new options tuw overcome any obstacles in the distributien network
technologies such as powering, optical splitting, upgrading for future services,
etc. BellSouth contends that fiber in the loop will become a reality inm the
near term. )

Although the FCC suthorized video dialtone in 1992 which allows Local
exchange companies (LECs) to provide video transport service to non-franchised
operators, the LECs are prohibited from owning and providing video programming
in their service territories by the Cable Communications Policy Act of 1984.
However, in a recent US District Court decision, Bell Atlantic won a lawsuit to
overturn restrictions in the Cable Act of 1984. Bell Atlantic basically gained
the authority to become a cable television provider and compete with cable
companies in its service area. This authority does not extent to any of the

other Bell Operating Companies.

In addition, Bellsouth Corporation recently acquired 22.5% of Prime
Management Company, & JTexas based cable television company. This provides
Bellsouth with entry into Interactive television, pay-per-view, traditional cable
and alternative telecommmicarions for business and residential customers. With
the recent Bell Atlantie ruling and BellSouth'’s acquiring a stake in 2 cable
company, it positions BellScuth a step closer to offering television service to
their local telephons customers.

Staff understands the meed for Bellsouth to enhance their network and to
prepare for future competitive services. However, based on the results of the
recent Bell Atlantic sourt decision and the recent push for several of the Bell
Operating Companies ©® purchase a stake in various cable companies, it is
apparent that the local telephone companies want the right to compete directly
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in the video programmimg market. A major concern of this Commission regarding
BellSouth’s Research snd Development efforts in the areas of advanced television,
video services and fiber In the loop technologies is that it appears that a large
portion of these investmewmts are going to serve as a basis for future cable
television services. Staff believes that the work performed in these areas have
the potential of supporting competitive services that will benefit Bellsouth on
both a regulated and mnom-regulated basis. Therefore, based on the above
contentions staff beliewas that the work performed on these projects should be
allocated 70% to non-regulated and 30% to regulated.

4
by
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4, Network Evolurisa

BellSouth claims that new technologies, including B-ISDN, advanced
intelligent network (AIN), and personal communications service (PCS), will be
deployed in their netwnrk over the next decade. Many of these technologies
overlap in z number of aveas. This creates the need for a target architecture
to be developed which combines these technologies together. BSTI's Network
evolution project has been designed to address the relationship of new
technologies in the target network architecture and the evolution issues
associated with the introduction of new technologies in their network.

Staff realizes that the relationship between new technologies must be
clearly understood and a plan must be developed to introduce new technologies
economically. However, some of the new technologies discussed earlier in staffs
analysis that BSTI are exerting Research and Developmnet effcrts on are
potentizlly competitive services and may-¢r may nos Le - reguletadsin the future.
Therefore, staff believes that the work performed on this project should be
allecated 50% to regulated and 50% to non-regulated until distinct benefits to
the regulated ratepayers are determined.

10
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5. Service Concepts Dewmlopment
Community Lab Servieces Concept Development

The Service Concepts Development and Community lab services concept
development projects suppert simulation and prototyping of potential services for
analysis and market ressarch by BSTI. BellSouth claims that these projects
provide the necessary toels to be utilized by their marketing group for
establishing the companies mid-term and long-term business strategies. BellSouth
also asserts that this work is not directed toward any specific business case and
therefore, the specific business impact is not quantifiable. Furthermore, the
research efforts are dipected toward finding new business opportunities for the
company to support future grewcth in the business.

Staff understands the need for BellSouth to continue their research and
development efforts in order to enhance their network and prepare for future and
growth and competitive services. However, it appears that the R&D efforts -in
both of these projects is primarily oriented toward future enhanced (and
potentially non-regulated) services which do not benefit current regulated
products and services. Staff believes until it is determined the type of
services that these projacts support that the research and development performed
on these projects should be allocated 50% to regulated and 50% to non-regulated.
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6. Advanced Intelligemt ¥etwork Release 1&2

BellSouth states thar the Advanced Incelligent Network Releases {AIN) 1&2
project provides an analysis of future (1994-1957) new services and revenue
enhancement opportunities for the Company. AIN is an architecture that enables
BellSouth to develop and introduce nev telecommunications services faster and in
many instances cheaper than can be accomplished when such services are derived
from software in the switches, BellSouth contends that the research and
development efforts of AIN Releases 1&2 architecture supports future strategic
planning activities of BellSouth.

AIN was preceded by the Intelligent Network concept which shared the same
basic objective of separating service logic Irom switching apparatrus. Since,
AIN has evolved through a series of releases. In 1992, BellSouth had ongoing
work efforts related to the AIN Release 0. BellSouth has established ome
regulated service based on the AIN release 0 architecture known as Caller Name
Delivery and has several other services (personal number calling 2, area number
calling, and basic AIN programability) in the development stage. Caller Name
Delivery allows a subscriber to receive the directory name assoicated with the
directory number of the calling party on a incoming call.

BellSouth stated that AIN releases 1&2 were initially targeted for 1995.
However, the functional requirements issued by Bellcore were too stringent for
the switch vendors which made this targect date impossible. In fact, Randy Corm,
a BellSouth Research Manager stated that these releases (1&2) would probaly never
occur due to these requirements. The switch vendors must devote significant
resources to develop end office capabilities in their existing switch preducts
to support AIN. The requirements for AIN releases 1&2 have been scaled back to
a more manageable level. BellSouth's work efforts have been shifted and are now
being placed on AIN releases 0.1 & 0.2.

Staff believes that until a better understanding of the type of services
that AIN Releases 1&2 sarchitecture would support the work efforts could
potentially be competitive and therefore benefit both regulated and unregulated
services., Staff understands the need for BellSouth to continue their research
and development efforts in order to enhance their network anéd prepare for future
competitive services. However, it appears that the R&D efforcts relaced to this
project are primarily oriented toward future enhanced (and potentially non-
regulated) services which do not benefit current regulated products and services.
Staff believes until it is determined what type of services that the AIN Releases
152 architecture supports mnd 4f AIN Releases 1&2 ever becomes a reality that the
research and development efforcs should be allocated 70% to non-regulzted and 30%
to regulated.
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WANAGER  PROJECT - ALLOCATION % NON DOLLARS
SUBAMTS. OFTOTAL  REG STAFF NONREQ
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e
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10,236,000 3.349.000
PER COMPANY ’ 142,849
DIFFERENCE 3,200.841
% Fla ' 20.14%
FLORIDA PORTION 34,700
A COMMUNITY LAR/SERVICE DIVELOPUENT

ALL PROJECTS NOT SPECIFICALLY WRITTEM P WERE ALLOCATED USING THE GENERAL ALLOCATOR

RECOMMENDATION: Trangler more of expenses to non~regulated operations using one
of the ab_ove methods. The minimum should be to change to the genera! aliocator. -
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Audirt Disclosure 1

Subject: Lack of Project Tracking

Statement of Facet:

1.

Staff requested ¥m seweral audit requests (Nos. 1-3.1, 3.4, 4.4, 4.5, 9.1,
9.3) the associated dollar cost by project for Science and Technology.
The company provided response to request No. 1-3.4 stated, "BST does not
track internal expenses by project, but rather along organizational lines.
Therefore the amounts booked by account for 1992 Science and Technology
projects are not availatle.”

In request No. 1-72 staff asked if BSTI uses "keep costs" to track their
R&D expenses to a preoject level. In response BSTI stated that they do not
use "keep costs” to track costs by project and that these expenses are
associated with normal job functions within the organization and are
treated accordingly through the payroll system,

In response to request No. 1l-4.6 BSTI indicated that the Science and
Technology organization was iIin very earlvy stages of evaluating the

.possibilicy of future tracking at the project level.

In response to request No. 1-52 BSTI stated that the Science and
Technology organization had appointed a group of managers to discuss the
possible development of a system of reporting time enabling the time
worked to be linked to the specific projects supported. They stated only
one meeting had besn held and no minutes were taken at the meeting.

In staffs August 10, 1993 interview with BSTI Director, Rick White, it was
acknowledged that a committee on How to Change the Accounting Process for
Accounting for Time had been formulated.

In response to request No. 1-128, June and July 1993 memos, letters,
notes, etc. from the committee on How to Change the Accounting Process for
Accounting for Time were submitted to staff., The response was a "first
cut” of a work breakout and considered dividing specific aspects of
projects into various levels.

Opinion:

1.

Staff believes that without proper project tracking that no audit abilicy
for cross subsidy exiscts.

Recommendation:

1.

BSTI should implessmt @ cost tracking mechanism by project.

A
)
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Audit Disclosure 2

Subject:

Lack of Marker Trials and Field Trial Evaluations

Startement of Fact:.

1.

Opinion:

In request No. 78, dated May 21, 1993, staff requested all studies
or other information developed in determining the success or
benefits derived from each market trial. On July 15, 1993, BSTI
responded to staffs request.

BellSocuth stated that three trials (IBM/BST High Speed Data Trial,
Vistanet Trial and Medical Information Applications Trial) were not
completed, therefore evaluations have not been documented.

The Redstone Arsenal Trial was completed in September, 1992 but only
lasted a short period and little resources were expended on the
trial. BellSouth stated that no report evaluating for this trial
would be issued.

The Sesame trial was also completed in September, 1992 and BellSouth
stated that the evaluation report would be available for review on
or before August 5, 1993. A press release issued on July §, 1993
was provided which contained general evaluation information. Om
August 24, 1993 gtaff was told that the report would be available on
or before September 10, 1593. The evaluation report was made
available in Tallahassee as "ESPI"™ infomation on September 16,1993,

In request No. 1-76 and 1-76.4, staff requested a copy of all of the
BellSouth, including Science and Technology, and/or Bellcore final
evaluation and recommendation reports for the Heathrow Field Trial.
Initially, BellSouth stated in a response dated May 27, 1993 that
the company was unable to locate any evaluation report but would
continue to try to locate any such report. In BellSouth's response
dated July 30, 1993 the company stated that no final evaluation and
Tecommendation report was prepared on the Heathrow field trial.

In request No. 1-75, dated May 20, 1993, staff requested a copy of
the field trial evaluation and recommendation reports completed by
Science & Techmology on the Hunter’s Creek Video Trial. BRBellSouth
responded on July 23, 1993 stating that no report was available for
the Hunter's Cosek Jrial.

1. Staff believes that the proper evaluation of market trials and field
trials are necessary to determine whether the general deployment of the
product/and or servios iIs warranted.

Recommendation:

1. BellSouth should be vequired to perform evaluations and recommendation
reports of all markat amd field trials.
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Scope limitation:

1.

Part of staffs audit scope was to review the various market ctrials thac
BSTI has participacest.” Staff initially requested all BSTI services that
market trials wers performed as a result of research projects in 1991 and
1992 on October 26, 1992, request 1-009. A list of the market trials were
provided to staff on February 10, 1993. Subsequently, staff requested the
costs of each BSTI market trial in request 1-009.1 on March 1, 1993, On
April 15, 1993, SBYI rssponded stating, "... at the time these trials
began, BST was not tracking ctrial costs; therefore, this information is
not available.”™ In our August 9, 1993 interview with BSTI personnel it
was stated that contracts, including costs, were available for two of the
projects. On Auguast 31, 1993 the costs incurred by BSTI for two of the
projects were provided in response to requests nos. 123 and 124, However,
because of the time delay in receiving the requested information from the
cempany it has become lmpossible for staff to adequately evaluate these
trials.

A
|




Scope limitation:

2.

Part of staffs sa#it scope was to review the various fiber based trials
that BSTI has participated. Staff initially requested all fiber based
trials and their associated costs that BSTI had participated in request
No. 1-013 on October 28, 1992. A partial list of the fiber based trials
were provided to staff on February 10, 1993. On June 11, 1993, BSTI
stated, " ... the Soformation pertaining to the Coco Plum trial in Florida
is being retrieved from archived files and will be provided to the audit
team as soon as it becomes available.® On October 25, 1993, the company
responded to staffs request No, 1-013.1. However, because of the time
delay in receiving the requested information from the company it has
become impossible for staff to adequately evaluate this trial as initially
anticipated in staffs sudit scope.

e e
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AFFILIATED COMPANIES AUDIT DISCLOSURE S T
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SUBJECT: ORGANIZATIONEHARTS
STATEMENT OF FACTS:

PSC statf obtained a copy of the 1231/92 BELLSOUTH CORPORATE STRUCTURE
listad in the Cost Allocation Mamsat {CAM), and a copy of BELLSOUTH'S
ORGANIZATION OF CORPORATIONS (OC) as of 12/31/92.

‘The CAM does not include ali she subsidiaries of each company, while the
BS Organization of Corporations incluctas all the subsidiaries. FPSC
Order No. 25218, Docket No. B80180-TL., Investigation into Southern Bell
Cost Allocation Procedures, did not directly address the detail for
inclusion of subsidiaries in the CAM.

The iollowing is a summary of the differences and how BST responded to
the differances.

1. 1155 Peachiree Associates (80%e) is fisted on Page 1 of the OC
as a subsidiary of BallSouth Corp. This is not listed on the
12131792 CAM.

The company responded that *Ye88Peachtree Associates is nat considered a

major operational entity as its only business isthe Campanile buiding.
It it were listed on the CAM cha, it would be shown as a direct repont
to BeliSouth Corporation just as BST ang BSE are shown.”

2. BellSouth Argentina S.A. (3%) Iz fisted on pagetoltheCC asa
subsidiary of BellSouth Enterprises. TS is not listed on the 12/31/92
CAM,

The company stated that *Whila 8BSE owns 2 portion of BellSouth Argentina,
the majority ownership of BeilSouth Argentina is heid by BeliSouth
intarnational which is shown on the CAM organization chart.”

3. BellSouth Mexico, S.A. de C.V. is Ested on page 2 of the OC as 2
subsidiary of Bel!South Enterprises. This is not listec on the 12/31/92
CAM. '

Tha Company stated that BellSoth Mexico, S.A. ge C.V. is part of
BellSouth Mexico, Inc. which is Sistad onthe CAM grganization ¢hart.

4. BellSouth Mobile Systems, int. fistes on page 3 of the OC. This is
not Jisted on the CAM,

The Company said that soblls Systems Group is listed in the CAM as one of
four classification titles yend toamagorize BSE companies. The company
said that BeliSouth Mobile Symems. Inc. is the parent of BellSouth

Callular Corp and Mobile Commeications Corp of America MCCA. Both of
these are listed in the CAM.

5. Selective Paging and Sididm, Sne. (20%) are listed as subsidiaries P
of Beiisouth Mobite Systems. g @ Page § of the OC. Thesearenot .7 .%o 2T ;'\!
listed on the CAM Siructure. R T e
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The Company stated that themecompanies are not considered “major
operational entities and/or@eRBouth toes not have managerial control of
thase companies. Therefonsthass companias are not shown on the
organization chart.(CAM)” Rshese companies were on the CAM char, they
would be under the Mobils Systems Group. : ‘

6. Page & of the OC lists the Soflowing companies as subsidiaries of
BaliSouth Enterprises. Theydo not appaar on the CAM strucutre.

BS Mobiltunk Holding Gmbtl; E-Plus Mobillunk GmbH (22%); .
Communication-Deve!opmernt S.A.{17%6); Raynet International, Inc. {8%);
TelCel Cealutar,S.A. (44%); UniGuest incorporated (approx 5.29%).

The Company stated that:
A. BS Mobiltunk Holding GmbH was added 10 the CAM in the March 31, 1993

update.

B. E-Plus Mobilfunk GmbH (2296) is & sub of BS Mabiltunk Holding Gmbh and
Is listed in the 2/31/93 CAM up Sate.

“The other companies *...are hot considered major operational entities

. and/or Belisouth doas not have managerial control of these companies;

therafore thase companies are not shown on the CAM..* Thase companies
would appear under the \nternational Corporate Development Group if on
the CAM.

7. Page 2 of the OC lists Bellsouth Marketing Programs, Inc. (80.8%).
This is not listed in the CAM Structureat 12/31/92.

The Company states that this company was not listed because it was
inactive.

OPINIONS:

1. Y appears that 1155 Peachtree Assoclates (B0%), which falls directly
under Bellsouth Corporation is not listed in the CAM.

2. It appears that the Company has left this 3% interest in BS Argentina
S.A., which [alts directly under BBE, off the CAM Chart, but included in
the Qrganization of Corporations Chart. The subsidiary listed under the
International Corporation is owed 978 by the International Corp.

3. it appears from the Compaesy's arswer that the Organization of
Corporations Chart is incormeet; this company is listed as a subsidiary
of BSE, not of BsliSouth Maxice, inc. BallSouth Mexico, Inc. has one
subsidiary listad below i anshe Drganization of Corporations Chan,
that is called Communicatiess Celulames de Occidante, S.A. de C.V.
(36.37%).

4. The two companies BSSEamd MCCA tio appear under BellSouth Mobile
Systems, Inc. in the DT However, the parent company Bellsouth Mobile .
Systams, Inc. does aot spEar-in the CAM. ct‘ f‘}'
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5. Thase companies, Salactive Paging 2nd Skiidex, Inc. (26%), are R
directly under the Mobils Sysems Geoup and do not appear in the CAM.

€. BS Mobillunk Hoiding GmbH doss =2ear on the 3/31/93 CAM update,

Communication-Developmer: SALIT%:); Rzynet International, Inc. (E%);
TelCal Calutar,S.A. (44%Y: and Uniguest incorporated {(approx $.29%) do

not appear undar the International & Corporate Development Group in the
CAM.

7. BellSouth Marketing Systeme. 4. does not appear in the CAM.

in order to audit affiliated transactions, 1 is nacessary to have a

clear picture of atfiliate rajationshipg. In the czses menticned above,

some companies were on the CAM structure chart at 12/31/92 anc not on the
Organization of Corporations and Some the opposite.

RECOMMENDATIONS:

it is recommaended that all subsidiaries that are directly under BSE and
BSC be included in the CAM whether major or nol.

It is also recommended that for afi the Companies listed in the CAM
Corporats Structure, the number of subsidiaries of eacn be included. An
appendix should namae the subsiiaries of each.

This would enable to auditors to choose the companies they desire to
audit, and alse when auditing asSwE anT expanses, determine if the
company is a related company and fpllow through on ali that is necessary
when this is the case.




BC1 AUDIT DISCLOSURE 1

— e bgmme A

SUBJECT: BCI METHODS OF AWMLRGATION
STATEMENT OF FACTS:

BCI performs marketing services forcertain affillates, both regulated and
nonregulated. BC! bills only to afilisas. Thay bill to BefiSouth

Telecommunications, Inc. (BST), BeliSouth Communication Systems, Inc (BCS),
BaliSouth Information Systemns (BI8). DATASERY, Mobile Caliular Communications of
Amarican (MCCA), BallSouth Advaness Netwerks (BSAN), BS MOBILE DATA, AND
BellSouth Enterprises (BSE). In 18928 billed all affiliates $258,470,525.

The amount billed to BST was $210.218,285: that is 81.33%.

Of the $210,218,185 billed to BST, $208.011,106 or 97.52% was considered
regulated by BCL.

A schedule of the amounts to each state follows this Disclosure.

PSC staif asked BST why a separate subsidiary was implemented when
81.33% of the billing goes back to BST ang of the billing 97.5% was
regulated in 1992

The company stated that "BCl was formed as a separate subsidiary, based
on information obtained through businees customer feadback. Cusiomer
input indicated that BelliSouth needed o be easier to do business with,
and that consistancy and uniformaity-ame critioal to the customer. *

-- *BCI can offer its businss customers. as one unified organication,

the ability 10 meet all of the integrated sslecormmunications needs.” ...

BCI has a complex procedure for determining the amounts for fully distributed
costs and the amounts to allecate to regulated and nonreguiated. The amounts are
allocated to regulated and nonregulated at BCI, before they are billed to BST.

For explanation purposes, staff has dividad BCl costs into two categories. One
is those costs that are generated within 81 or bitied 10 BC! and allocated
based on various procaduras directly and indirectly to the premises salas cost
pool. These costs are not yet allocated to regulated and nonregulated. (Call
this area “support costs” for this sxplanation).

The second is at the premises sales cost pool. Tha costs in this pool are

generated by the salaries of the premizes marketing sales employees. (Call this

area "Pramises Sales Costs”). From hawe they are allocated to reguiated and
nonregulated based upon the number dihwus charged in the month. Tha number of
regulated and deregulated hours is getermined ty a statistical sampling method,

For the month of May, 1952 BST wais billad $1B.530,970; 34% of the costs were
“Support costs’ and 8% wars “Pepsaises Sales Costs”.

“Support costs”®
There are 12 divisions within BC! whichamereusally aliccate the majority of

heir costs aithar diractly or indirectly to Pwernises Sales, National Accounts
and Governmant Sales. A small parcentage i aliocated to Inforun each month.
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For the year 1% was aiiocatec 10 infgmsm. $niorum is a markating services — e
demonstration center in Atlanta. 8o ¥ B
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These allocations are sither based oneasios of threa months averages of salaries
and wages of the division they are beingallocatsd 1o or a quanerly going forward
astimate of the hours of the division Sy are being allocated to. The majority of
tha divisions are allocated based on She salary and wages method.

s

*Premises Sales®

The costs in this poot are salaries gengrgsed by the marketing employees who do
the actual salas. For the month of day, premises sales cost was €6% of total
costs. Thaese costs along with the “Support Costs™ are allocated to regulated
and nonraguiated. -

A char of the Cost Pools for both * Support Costs” and *Premises Sales” also
follows this disclosure. Each cost pool notes the method of allocation.

Allocation to Regulated and norweguiaisd, ©

“The total *Support costs™ and "Premises Sales” are allocated to the affiliates
based on the sales hours reporied in the sample of sales hours prepared each
month. This sample includes the hours for @ach atfiliale and whether in the case
of BST the hours are regulated or noareguiated.

OPINIONS:

PSC staff questions the use of 2 separate subsidi_ary to bill BST 819 of its
costs.

We received the company’s answer as to tha rgason BCl was separated;
but at that time it was 100 late in the ausak to review the customer

input that initiated the change and to make a comparison of the system
betore BCl was separated with the separaied system.

Fully Distributed Costs

PSC staf! determined through audi-grocstitres that the costs arebiliedts -
atfiliates at fully distributed cost. (This Coes ot mean that the staff agrees
with the % used for the Return on Investment ncluded in Fully Distributed

" Costs. This is addressed in BC! Disclosuse 4.

~Support Costs”

PSC staff understands the need lof SURDEN Sanvices 10 3 sales organizaticns and
realizes that there arg many mathocs of allacation of these suppor services
within a salas organization,

“The typas of “support cost” charges 10r sElemaking purposes are being addressed
in BCl Disciosure 3,

3
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Allecation to Regulated and nonregulatad.

"-'.-'- aad
PSC stalt has analyzed the sampling remed used to allocate both the “ Suppont
Costs® and “Premises Sales”* costs 10 ragulsed and nonragulated and has cenain
questions regarding the method. These ameaddressed in BC! Disclosure 2,
TR N i AR
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SCHEDULE FOR BCI DISCLOSURE 1 = -
Lot e
ANALYSIS OF BCI BILLING FOR 1992
WAEQ TO
STATE rea ToTAL TOTAL
ALABAMA 12,512,200 w23.248 17.608, 608 o7.6200%
FLORIDA $0,036, 298 LT, 113 62,003,422 98.2208%
QEORGIA 39,076,500 "8 ©010752  9.0esI%
KENTUCKY 0,349,054 ;748 s.008,363 06.8574%
LOUISIANA 10,788,016 rsss 15,882,678 v%.3880%
MISSISIPPY 1.857.082 320,645 013677 sdMm
NORTH CAROLINA 2187481 367,581 24.525.042 98.5421%
SOUTH CAROLINA 1185474 7% 12475287 A%
TENNESZE n.219.270 786,140 24.008.428 ve.725 1% .
208,012,106 $.206,178 216,212 344 97.5234%
TOTAL SILLING FROM BC1 TO ALL AFFILIATES 250.472,525
TOTAL BILLING TO 8ST REG AND NONREG NE218.344
% BILLED TO BST REG AND NON REG sLIITe
FOR MARKETING  mmsresccccsmene
TOTAL BILLING FROM BC! TO ALL AFFILIATES . 258,470,528
TOTAL REQ BILLING 7O BST MARKETING 205.012.088
%A%
e
SOURCE: BC1 1982 BILUNG SUMMARY
- o - - LEATY
- ; o “a M -
of Wt el - J 0
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BCl AUDIT DISLCOSURE 2
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SUBJECT: METHODOLOGY FORSRMIPLING PREMISES SALES HOURS
STATEMENT OF FACTS:.

n order 10 determine the products sol and the raguiated and
deregulated hours spent by BC! Premises Sales Representatives during a
particular month, BCI uses an Interview Mathed. This is used instead

of positive time reporting of each marketing sales representative

every day.

According to the 1992 Interview Sampling Methoads and Procedures, “The
1992 Sampling method conducts field interviews with thirty-three

percent of Account Managers, Account Executives, System Designers,
Service Consultants, Vendor Account Coordinators, and miscellaneous
Premises Marketing Sales titles on a monthly basis. These interviews

are designed 1o capture...” the time spam by the Marketing Sales
Aepresantatives.

There are six interviewers covaring the following areas:
North/South Caroling
Kentucky/Tennassea
Florida
Alabama/Mississippi
Louisiana
Georpgia

PSC staff interviewed Mr. Bob Jones, the intendewer for Florida, Mr.

Raul Martinez, a Premises Sales Account Executive, and Ms. Dottie King,
who runs the data base of BC! Premises Sates personne! and the
machanized program 1o selact the sampie for interview each month.

Along with that, the 1982 Interview Sampling Methods and Procedures and
Intarnal Audit Working Papers of Marketing Time Reporting, BC!, Premises
Sales, Finance; Novembar, 1992 { L20-24-14-5F) were reviewed by staff.
Tha results of these procedures are described below.

Saeiection of Sample

*The Premisas Sales employee data base is updaled as necessary. Al
employeas are assigned 2 number 1,2, Or 3 10 maka sure all amployees
are chosen in the three month period far an inerviaw. The selection

is made by a mechanized program. Wtarnal Audit stated that " Controls
over employes sample selection wens aatistactory.”

Notification of Pramises Siles staff of insarviow. l

Mr. Jonas recaives i list monthly fromEiottie King for the pecple he

has to imerview for the month. Mr. Jems ssms out 3 memo to those he
intends 1o interview a day or iwo belaws the end of the month, He
instructs them to bring all tima sheets, alendars and any supporting
gdocumentation from the first 10 the et up to the tate of interview.

He lalls them what day they willbe intemiewed. s
- i \T.-'.-_ 1 " g
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“The Pramises Sales employees only kesp decumentation until the date of
interview, 1.6. he lats them know tha tirst ot She month that thay wil!

be seen that month and teils them in theseme memo on what daytheyare ., ™ T
scheduled for interview. b it o

. . . i H “ a ,.l .
As of 1993 the intarview months starts the #3h of the month to the m B NI S L U
10th of the next month. Reports are finished Before the 10th of the s’ h LTt I CPU B |
month. in 1992 it was the 5th of the month, there was no time to edit
or 10 check possible errors.

Selection of Week to Interview Employes by interviewer

Mr. Jonas absiracts a week to be sampisd when ha goes to the interview,
e does not et tham know in advance what week he will sampie, but they
do know what month will be samplad. He captures five work days and if
the employeas works ovar the weakend, captures those days.
/1 intemal Audit findings stated that;  _
/5
¥ /4 &
17 m ™ -
¥ i ‘
19

T — e ——————
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* Wil

Internal Audit stated in their workpapers that *This predictability may
compromise the reiiability of the data being repored.”

22. “They also stated in their worknapers that .

2% Internal Audit ﬁncsin\-;s;}i

Post Audit Dicussions said that other mathods 10 achieve a more random
selection of waaks would De invastigatad, and that intarviewers could
no ionger preview records.

PSC staf! asked if other methods have basn inwestigated. In answer to

our request 2-127, part B, the company watad thar ... in a given

month, a minimum of 10 calendar days would stapse before the seven-day

period sample was selected. AlsO, interviewers 278 now not allowed 1o

begin interviewes until after the 10th workday, &8 Compared to previous B e g
requirsment of 3rd workday.” “Both thassthanges aliowed for 2 more S DR e
random salection of weeks by increasing the Gays 1o be included in the i
population from which the sample is sslecsed.” This was done in

November, 1882 This also agrees with our Swerview with Bob Jones

where ha stated that the interview mondh fums from the 10th to the 10th

of tha nexa month for 1993,

The company said that no oth#r options wars consicered or documentad S :: : Iy i:‘: T ‘3

due 10 the administrative burdens. e _ AL R R




in answer {0 our questions at the intesvisw segasding how the Premises
Sales Represantatives plan their waic, sis. Jones stated that they do a
plan at the baginning of the year, Sut¥hat daas ast mean they adhere
1o that. For small businessas, he saltfthat Shay project what services

yon

they think they can sell. He aiso said account smacutives and account 1“4
managers can plan a week in advante whall they are going to do. i: !
' &

Mz. Raul Martinez, an account execulive, comfired that he does plan in
advance. He has a form and looks at all customers listed and Is _ -
constantly reviewing this. He $00S Csiomers on a three to six month S
cycle. Also, at the beginning of the month, he hes @ plan of who he ’ i
will se8.

Tha Interview

“Thera is a sample selected from each dimrict gvery month.

At the interview, Mr. Jonas asks what the Premises Sales
Reprasantatives do and walks through the antire day and checks the
smployees documantation to sae if correspongis.

17, Employee documentation per the Internal Audit report .
13 According to the Internal Audit,
205

= Perintemal Audit,
‘2.2z
23, _ .

Mr. Raul Martinaz, an account executive told a8 that he keeps a dally
iog with his appointments, a sheet of incomingeails with who called

. and what was discussed. He stated that he keaps detailed documentation
for the month ha is geing to be interviewed and other documaentation all
years, not as detailed.

“The interviewer, using the translation table included in the 1992

Sampling Methods and Proceduras, transistes the work done by the

employees 10 codes which reflect what work was done and whether it is i at
regulated or nonregulated. ' - B

$3 internal audit found that - R -
34, : - ___

257 -
=
371
3o
3%
4D,

ki BERT— . '—:.&-.1.‘." ‘

A follow up memo from Anne Marie Sparrow, BCY, Businass Markets
division dated Decembar 14, 1852 presanted cerrective actions. The :
log prepared by the interviewer will be compasewith the employee’s - .

cemrops A
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daily documantalion Tor consistency; and the inenviewers will make
sure thare is encugh description on the 1P kNOw what aclivily was

dons. R
Al the end of interview, Mr. Jones acds up lime 1o make sure seven T
hours or Tore are in 8ach day. Mr. Jones keeps copy of documentationin I Ser o voeom o
1993. In 1992 the individual district has k. " N Sead | =

Mr. Jonas prepares a summary report of the district and reviews this
with the District Manager, He also prepates 2 state report and this
1s distributad appropriately.

“There are approximately 330-345 intervisws in Florida every three
months.

OPINIONS:

Salection of Sample
1t appears trom our interview with Dottie King, and internal Audit
report that the selection of the empioysees to ba audited in any three
month period is made on a random basis and includes the entire
universe.

Since gvery employee has to be selected within a three month period,
those that are not selected in the first two month automatically know
that they will be sslected in the third morth.

Salaction of Week 10 Intervisw Employee by intarviewer

tt appears that in 1953 the interviewsr notifiss the Premises Sales
Reprasentatives approximately 10 days belore they have to start keeping
racords lor the month that a week will be sampled from.

1t also appears that the account managers and account executives ¢an
plan their work a week in advance.

Based on the way the Account Managers and Account Executives can plan
their work 3 week in advance, #t is possibie that even though they do

not know what weak will be selaciad for intarview, to bias the sample

by planning each week in the month pericd A cenain way.

From discussions with Bob Jonss. the ssivice consisitants and systems
designers support the account managers and sxecutives. So, their time
would probably follow accordingly.

The Interview

Although 5taff has probiems with the Sslattion lechnique of sample and

salection of waek usad for the Premises Sales Representatives, stafl

beligvas that the consistancy of having oneperson, who is knowledgadle

and experienced, code sach employes naath district of a state will

iead 1o raliability of data, . e e ‘.""_’"-!11
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However, there should be more choks an Badances on the final product
of ona interviewer. Thera is always @ pomsibilty of biis whan one
person is interpreting the data.

Filling out the logs with narrativas that are compiste and compatible
with employees ocumentation is imponant Ser an audit trail and should
bo tested in 1993 10 s86 If it is being done. PELC stalf had planned 10
tast this, but time limits preciuded us doing this.

RECOMMENDATION:

There should be more checks and balances on the final product of one
interviewsr. As a possibility, tha person inlerviewed, along with the
District Manager should be reviewing the fnal product. Another
possibiity Is using more interviewers for each stats and the
interviewers alternating districts monthly,

—~——
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BCt AUDIT DISLOOSURE 3
SUBJECT: TYPES OF EXPENSESAT BCI
L STATEMENT OF FACTS -- RELOCATION EXPENSES:

According {0 the trial balance for BCI therg was 32,452,548 in account 7385,
employee relocation éxpenses. The company axplained in 2-126.1 that these
axpenses are 10 reimbursa employees for moving expensas. We did not request the
invoices backing up this account.

According to the information supplied o us in answer to 2-126.1, there were 111
empioyees relocated in 1892. Per the company, employees are relocated to M
vacancies creatad. Relocations are typicatly the result of a retirement,
reorganization, termination, promaotion or transter. The total cost of thesa 111
relocations was §2,452,547.76.

In answer 10 our request to determing how much gsts allccated to sach state and to
regulated and nonreguiated,.the-company 5:a1es that because BCI allocated by cost pool
rather than by account number, they wars unable to answer that question.

‘The company stated that there were 33 relocations through Sept. 15, 1993 with
two morg scheduled for October. The Company has no way of determining if thay
will need turther relocations for 1953. Tmne limits precluded us from

determining the amouni of the 33 relocations for 1993,

The Fierida Public Service Commission Digest of-Ragulatory Philosophies, Communications
Dapartment, describes the philosophies expressad in ratemaking proceedings. Regarding
extraordinary expenses, the Digest stats that * some extraordinary, nonrecurring test

year expenses are normalized, otiver aretisallowed. FPSC Order 8330, issued 6/2/78
States that *Elimination of nonrecuring rantal, moving ... are proper agjustments 1o

test period figures.”

OPINION:

1t appears that there ara many more ralocations in 1992 than there were in
1993. Thera were 111 relocations in the amoun: of $2,452,547.7€; for an average
amount of $22,095.03 per reiocation. :

Applying this amount 1o the 32 thus far-in 1993 and the two schaduled would-eauvat.. -
$729,135.99 thru October 1853, Diwiding 35 by 10 = 3.5 relocations per month, Adding
sevan more refocations for the months ol Movamber and December brings the average
amount for locations in 1983 to $S27.991;that is «2 timaes $22,055.03.

The'amount for 1992 less the Staff astimaled armount for 1993 equals $1,524,557. This
could be considered a nonrecurring amound for 1993 (32,452,548 less $927,991).

RECOMMENDATION:
Hemove $1,524,557 from account 735 for 1952 &s the Company cannot tell us how much

went to each State and how much 19 reguinted and deregulatd, staff used the 1992
billing amounts to daterming how much was charged in total to all affiliates, to BST,

10 each state and then to regutated and seegulated. Ratherthan usethe BSTpercent | | .. . ~~erm1 )
RSy 2

for Account £612 10 allocate (0 «aCh Si2e, MAX waed a ratio of % to total for each
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state to total states. This is becauss tvallocations are performed for each state at ot en .
BCI beiore the bills goes to BST or the vame. : o oy, Zh T N -‘__-:,:
“The amount for all nine states is 1,239 54813, the amount for Florida is b W ,.4 T " Ery
$310,275, the amount for reguiated is S300.442, and the amount for intrastate is Pty ; 2 Raw 3 %__-;;
$227.024. Sea Schedule lollowing this Distcosure for calculations. , Lo ] daud tman o
N, STATEMENT OF FACTS -- CONTRIBUTIONS, MEMBERSHIPS, MATCHING GIFTS

AND TUITION AID.

Included in the 1992 Florida Rate Casae Adjustments is an Adjustment called
OTHER AEGULATORY ADJUSTMENTS. This adjustment excludes the foflowing amounts:

Charitable 2} Reg % Peg e % Intra
Contributions Amount Amount
charged to Fl 2,589 n.o% 230 75.5% 1,008
trom BC1 for 1002

Servics

Mambatahips and

Social (X1 n20% 1,567 T5.54% [Ra1)
Membershios W Fl
Wrom BC1 for 1962 ' 2054 7.5
There are accounts listed in the BC! Transaction Journal (Sequence 10) whose names
indicate that they might not be reasonable-for ratermaking purposes. These Accounts are
Account 737.1, Service Organizations, Acoount 737.2, Social Organizations, Account 756,
Contributions, Account 756.4, Matching Gifts, ang Account 721.51, Tuition Aid.

“The deascription of Account 737.1 ... includes leas and dues, such as entrance or -
Initiation feas and annual, quarterly or monthly dues assessed by sarvice organizations.”
The total amount for 1992 in this account is $17.308.

The description of Account 737.2 ..."includes 18e% and dues, such as entrance or
initiation fees and annual, quanerly of montiy dugs assessed by social organizations.
Luncheon club dues should also be charged to this account.” The total amount for 1992 in
this account is $20,502.31.

“The description of accunt 756 ..." includes cost of 3ll corporate contributions for
civic, educational, charitable, or social reasong. Contributions include donations of
cash, equipment or materials.” The total amesst for 1692 is $11,833.76.

The Company provided us with 2 explanation.of the Matching Gilts Program. BellSouth
will match personal contributions between 525 and $2.500 per individual to
¢...educationa!l institutions at a 21 ratio...machrsm $5000." *... cultural

organizations will be matched on a 1:1 basieap 30-$1,000 per individual.” The total
amount for 1992 is $37,913.17.

The description of Account 721.51 includes .™tultion and reimbursements made o
employees and for payments made directly 1o athucational institutions on behalf of
employees.” There is a total of $122,156.82 i #his account in 1992,
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The Florida Public Service Commission Digast of Regulatory Philosophies,
Communications Decariment, describes the philosophies expressed in ratemaking
proceedings. Regarding Membership Fees ang Dues, “Sociai and service club dues
are not proper for ratemaking expenses {inciuding dues paid to the area Chamber of

Commerce.)” FPSC Order No. 10449 issoed 12/115/81 states ... amounts assoaatad—~ ‘—"'n\ 135 T

with membership fees and dues ... axclude them trom rate casa.” b .‘, S I 2 -;.-
PR RS Yoot

Also, “Charitable contributions are curmently gisafiowad as a ratemaking expense.” ; -y f_.-_":" T 5«"';";-._ i

. . o
FPSC Order No. 10418, issued 11/23/81 states that contributions ... should be O AU S 0 B AU |
from the company and its stockhoiders and aot the ratepayers.”

OPINION:

The 1992 Florida Rate Case adjustment reemoves $9,954 for Florida Regulated and $7,523 for
Florida Intrastate.

Staff's calculation for Service, Social, and Charitable Contributions agrees with
the 1992 Rate Case Adjusiment. This is included here for the other states involved
in tha Florida audil. Staff's caiculation from 8CI books is on the schedule
following this disclosure.

PSC staff believes that the Matching Gift Program should be included along with
Social, Service and Charitable Contributions 1o be removed from the Rate Case.
This is not an expense that would benefil the ratepayer.

Note 2

ALLOF  Note1 AMDUNT % TO AMOUNT

8Cl % TO BST TOBST 7 FL FLORIDA
ACCOUNT 765.4 :
MATCHIN 37,913 81.33% 30,835 25.02% 7.715

Note 3 Nols £

% TO AMT TO % INTRA

REG FL REG INTRA REG

96.83% 7.470 75.58% £,648

Note 1 --This percent calculated in thschadeule to Part 1 of Disclesure 2
Nota 2 -- This parcent calculated in the schadule Lo Part | of Discicsure
3 (basad in ratio % of total to each siate bacause the amounts

are allocated to the States at BCI before the bill goas to BST.

Note 3 -~ This percent caiculated in the Schedule to Part § of Disclosure
3 ' .

Note 4 -~ This is the amount used in the 192 Rais Case Adjustment.
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PSC Rtaff also questions s Tuition Ald Bxpenge. Time limits precluded us from
detarmining theypes of tultionthat s inciwded in this account. If the education — e

aids the employee to becoms more prolivient-and efficient in their jobs, then we "_‘\ : ;-.~\_‘ \ ::-. ...:;_-__-::
beligve this should be atiowad for ratcemaidng. & not, this should be disallowed. . - . £y - £ ;&1
Note 2 o / N N ¥4
ALLOF Notet AMOUNT "% TO AMOUNT emr’ <ot == ¥
BC! % TOBST TOBSYT FL FLORIDA
ACCOUNT 121,51
TTION AID 122,157 21.53% .36 26.02% 24887
Note 3 Nots €
% TO AMT TO % INTRA
REG FLREG INTRA REG
%.89% 2a.000 rhis% 18,192
RECOMMENDATION:

Along with the Service Dues, Social Dues, and charitable contributions remove the Matchlnﬁ
Glits Program Amounts from the rate case aspense in the above amounts. Also, consider removing
the Tultion Aid Program after determining the benatits of thesa tuition paymants.

3ll. STATEMENT OF FACTS -- NONRECURRING EXPENSE

19 One of the vouchers in the sample selectedwmsio paidto

20 _Tinthe month ending 7/31/92. This wamnrded in Accwnt 899, Gther
Expansa on the 8C} books. -

22 The source documentation shows that” # signed a release 10 discharge
Souther Bell Telephone and Telecraph Comp-v for any and all present and future

24 liability for telephone numberd _ inreturn, SBT would have to

25 credit; o = with

2{-Fsom correspondence supplied to us, it appears thaty _was billed in
Novembar, 1330 for calls they did not make and q\ese 8re possibly fraudulent
calls

The Florida Public Sarvice Commission Digast of Ragulatory Philosophies, _
Communications Department, describes the phllosophies expressed in ratemaking
proceedings. Regarding gxtraordinary sxpenigs, the Digest states that “some
extraordinary, nonrecurring test year sxpensagars normalized, others are
disallowad. FPSC Order 7419, issued 93/76.5tates that “a host of nonrecurmgand
omotpenodwonsesmpropcﬂyM' ' :

OPINION:

3lpinctuded in Account 899 Is Yor anaapense that appears tobe
nonracurring and applias to 1990 doilars. :

-~ &z rmern g Y
- . '\ 1
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3 ! From pur sampie, we cannot lall whather the remainder was paid
Z to?} ‘or a credit was issued.#r & seitlsment was mads for just the
3 E‘ "Time limits preciuded furiher investigation.

RECOMMENDATION: T FTN

]
[

-
1

A3

X

L2
LS Ay

e

¥
-k

S Removey _ Plrom account 859 %or 1992 As the company cannottell & 7 % :-_,; ,
us how much went to each State and how much to regulated and deregulatod o lreel v
Staff used the 1992 billing amourits to determine how much was charged in i e enod
total to all atfilaites, to BST, 10 each siate and thamt to regulated and
nonregulated.

Ll" . D

14,
i Py

b TR

g

JO ADJUSTMENT FOR SETTLEMENT —
TIME % OF 1952 BILLING TO BST 81.33%

12 - .
AMDUNT TO FLORIDA 25.03% 25.03%

T T
AMOUNT TO FLORIDA REG 96.83%

14
AMOUNT TO FLORIDA INTRA 75.53%

12 v

IV, ‘STATEMENT OF FACTS -- OUT OF PERICD EXPENSES

A. SEMINAR EXPENSE .

Included in Account 734, Employee Business, Training and Education, are

two paymaents to Telecommunications Research Associates; each in the amount
23 of§ ‘These were paid in the months ending 5/31/92 and 12/31/92.

According to Source doucmentation both payments were lor nine on-site
presentations for State Government Training Seminars. Per conversation
with a BST employee, the employees involved with Government Compliance
around the states.

“The source documentation 1o the voucher gaid in the month ending
5/31/92 inciuded that thess on-sile Seningrs were ¥ be turnished in
1992. The voucher that was pald in the'mornth engling 2/31/92 dic not
specify a year. Further conversation witha BST employee revealed that
the voucher paid in the month o! 12131&-03 locmsema:uon tobe
made in 1993, : .

According to the Trial Balance (Sequemms ) thewe vouchers ware
bookad as follows:

RC CODE AMOUNT

D 3753182 POBO3T ‘ | Dooml Ll
3812131182 POBOAO et =
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“The organization chart shows that POBOI00D is 2 cost poot that is called
Reguiated, and aliecated based on reguiated sales hours. This is not the
Government Compiiance Cost pool.

B. PRESIDENTS CLUB

Included in the sample seiected was a change in Account 839 in the
amount of $52,000 1o *Reflect the 1891 Presidents Club Properly on the
books”.

Also, included in the sample was a charge of.$158.000 accruing for 1992
President’s Honors.

The Florida Public Service Commission Digest ©  egulatory Philesophies,
Communications Departmant, describas the ghilosophies expressed in
ratemaking proceedings. Regarding extraoedianry axpenses, the digest
states that *some extraordinary, nonrecurring $8st year expenses are
normalized, others are disallowed. FPSC Oedadr 7419, issued 5/3/76
statas that *a host of nonrecurring and owut of period expenses 278
properly excluded...”

OPINION:

{8 A Included in Account 734 is /. " ‘for an expenses that appears to be

applicable to 1993.

B. Included in Account 899 is $52,000 for.an sxpanse that appears to ba
related to 1991.

RECOMMENDATION:

Z3A Remove  Jrom Account 734 for 1982 for charges applicable to
1993. As PSC statf did not have the total amount of hours for the year,
staf! estimated the adjustment based on the doliars of reguiated to
nonregulated as in prior recommended adjusments.

B. Ramove $52,000 from Account 839 for 1982, As the company cannot
tell us how much went to each State antd how much 10 regulated and

.
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! ! deregulated. Sta¥f estimated the acjustiant basad on the dollars of L U A
i regulated 10 nonregulated as in prior Agxiit Discicsures. - ’
8. PRES
A SEMINARS ) o’
S ADJUSTMENT FOR 1003 EXPENSE 62000
TWIES % OF 1962 BILLING TO BST 3% $1.39%
7 2% RS
AMOUNT TO FLORIDA 2%6.03% 2%.03% 2885,
q 10,508
AMOUNT TO FL REG 28.0% 96.53%
1] * t > 10,250
AMOUNT TO FLORIDA INTRA 75.53% 75.53%
13 T 7.042
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TOTAL SILLING FROM 8C1 TO ALL AFFILIATES
TOTAL SILLING TO 8ST AEG AND NONREQ

%% BILLED TO 85T REQ AND NON RES

FOR MARKETING

SOURCE: BC1 1982 -

254,470,523

210,212,344

$1.331™%

R
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AMOUNT OF RELOCATIONS :
(FOR 1993 THROUGH OGT 14) = : AMOUNT OF RELOGATIONS FOR 1002 m
: TOTAL AMOUNT 2.452.548
SEHEDULED RELOCATIONS FOR NEXT TWO
MONTHS OF 1980 ) 2 APPROXIMATE AMOUNT FOR
RAELOCATION 2.005.03
3 TIMES a
DIVIDE 35 BY 10 8
q 927.991.28
ESTIMATED AELOCATIONS PER MONTH 3.8 e
: TOTAL i ACCOUNT T35 1982 248254
TIMES TWO MONTHS LEFT 7 : .
: HONAECURRING AMOUNT 927,991
APPROXIMATE RELOCATIONS IN 1993 a
ADJUSTMENT TO ALL OF B2 1.524.857
e
ADJUSTMENT FOR RELOCATION EXPENSES . 1.524.657.00
TIMES % OF 1992 BILLING TO BST $1.2317%
1,298.948,13
ANALYS!S OF BCT BILLING FOR 1063 ®
)] ® ™ “ ® 1181501 (N
WEEGTO  WSTATE AMOUNT TO
STATE REG DERGS TOTAL TOTAL TOTOTAL  BTATE (€%
ALABAMA 17,512,200 A, M8 17,936,805 97.5308% £.5319% 105,701 103,204
FLORIDA 0,838,390 1097.513 2,600,452 P6.0208%  26.033I% 3027 300,442
GEOPAIA 9,076,582 04,100 40,010,752 ea2%  19.0329% 238,900 210,409
KENTUCKY 534050 00,740 3.648.30 08.657e% 4.1082% $0.953 49,249
LOUVISIANA 19.758,0t6 15| 19,803,670 20.3880% 0.4508% 117,282 118,540
MISSIP™ 5,807,082 - = 0.138.727 96.38021% 4. 3483% 3,892 £1,94
NORTH CAROLINA 24,167,401 v 24.528.042 M54 11.8565% 144,058 " 142540
BOUTH CARDLINA 13,188,474 . 12.470,.267 07.5204% S.4120% 79,508 7
TENNESEE eI 0. 24,005,424 99.7251% 11.4153% 141,583 136,958
205,012,188 SANs.Yis 210,298,344 97.5234% 1
ADJUSTWENT FOR RELOGATION EXPENSES 1.230.048

SOURCE: 8C1
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SCHEDULE TO PART it OF BCI DISCLOSURE 3
PSC STAFF CALCULATION OF RATE CASE ADJUSTMENTS

ALLOF Note 1 AMOUNT °% TO AMOUNT % TO AMTTO % INTRA

BC! % TO BST TO BST FL FLORIDA REG FLREG INTRA REG
1992
ACCOUNT 7371
BEAVICE 17,908 81.33% 14,077 25.02% 3522 96.83% 3410 7558% 2578
ACCOUNT 737.2
OCIAL 20,502 81.33% 16,874 26.02% 4,172 98B83% 4040 7358w 3053
ACODUNT 738.0 S
CHARITABLE : J
CONTRIB  11,8M4 81.93% 9,625 25020 2408 0683% 2332 7558% 1,762

10,102 9,782 7,393

Note 1 --This percent calculated In the schedule to Past | of Disclosure 3.
Note 2 -- This percent calcualted in the schedule to Part | of Dislcosure
3 (based on ratlo % of lotal to each slale because the amouns are
allocaled lo the states at BCI beloe the bitl goes to BST.

Nota 3 -~ This percenl catculated in the Schedule to Parl | of Disicosure
a
Note 4 -- This is the amount used In \he 1992 RaleCase Adjustment,
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BC! AUDIT DISLCUSURE 4
SUBJECT: RETUAN ON INVESTMENY

STATEMENT OF FACTS:

The fully distributed cost figures that 801 uses  bill afliliates
contain 15.76% retumn on invastment as lolows

DIFF
1992 BILLING 1992 B#AING ROt
BEFORE ROl AFTER ROt 1992

BST REG AL 17,323,087 17512260 189,173
BSTREGFL 50,371,489 30998339 564,850
BST REG GA 38,637,466 OMESH2 439,126
BST REG KY 8.256,708 8,949,644 92,936
BST REG LA 19,545,734 19,758,015 212,281
BST REG MS 8,713,909  8.307.082 93,173
BST REG NC 23,901,032  24,167.481 266,449
BSTREG SC 13,044,030 13,305414 141,384
BSTREG TN 22,959,734 23219279 259,545
BST NON REG AL 418,105 423,345 5,240
BST NON REG FL 1,649,569 1,667,113 17,544
BST NON REG GA 922,773 934,160 11,387
BST NON REG KY 285,879 288,749 2,870
BST NON REG LA 124,118 125,663 1,545
BST NON REG MS 325,998 429,845 4,647
BST NON REG NC 353,811 27561 3,750
BST NON REG $C 290,111 293,793 3,682
BST NON REG TN 777.237 706,149 8,912
BST TOTAL © 207,900,790 210,218,284 2,317,494

OPINION:

A lower rate of return could reduce the amounts billec 10 each afliliate
and in turn reduce the amount included in ragulatad activities.

L2
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BC! DISLCOSURE S
SUBJECT: BELLSOUTH BUSIESS SYSTEMS, INC. £
STATEMENT OF FACTS: S L

According to the 1992 Cost Allocation Manual, BaflSouth Corporate
Structure; BellSouth Business Systems (BBS) is a subsidiary of BellSouth
Telephone (BST). BeliSouth Communications, Inc. (BCl) is a subsidiary of
BBS.

It was explained in an interview with B! employess, that there are no
employess in BBS. BC! employees provide siaff for BES, Ali the
exscutives in EBS are paid out of BeilSouth Qarporation and are billed to
BBS subs. The executives are assigned 1o B8S.

Part of the aflocation process within BC! is allecating dolars to EBS,

that parent of BCl and than allocating part-0f thage doliars back 19 ECI «
and part 1o other BBS subsidiaries. The othar gubsidiaries are DataServ,
BellSouth Communications Systams, inc, an? BeitSouth Financial Services
Corp. Inc.

PUpp—— L e |
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-BSE AUDIT DISCLOSUSE 4

SUBJECT: BELLSOUTH SMPBAPRISES' (BSE) BILLING TO NONREGULATED

SUBSIDIARER
STATEMENT OF FACTS:

GENERAL

According to BSE Acounting Dissctive DOS, Saction 5.01 chaining is defined as
follows: "Whan a carrier chlaims an asset or service from a nonregulated
affiliate that has obtained the aamst or sarvice from anothar nonregulated
affiliate.”

Saction 5.02 says that BSE raquises all intercompany transactions comply with.
the Joint Cost Order because CUStS that are included in chaining transactions
that are several layers rernoved frem the vitimate destination can be

ditticu!t 1o identify,

BSE Account Directive 008, Section 1.01 presents the rules for pricing goods
and services transfered between regulated carriers and their nonregulated
aftiliates. “lf no prevailing markat eate exists, the price charged 10 the

_ regulated affiliate must be bassdan the JCO tully distributed costing

standards (FDC).”

BSE does not bill BST directly. BSE bilis their nonregulated subs and in _
turn, according to the Cost Allocation Manua! at 12/31/92, the nonregulated
subs bill BST at fully dastnbutodﬂ.mrket or tariff, etc. whichever
applies. .

2.3 BSE bills their subsidiaries a management fee. Thisfeeis  "of the

Zlp subsidiaries for 1992 was’

29

e

subsidiaries operating expensas {pparating expenses less cost of goods sold,
depreciation and management les). The total management fee billed to

-

in order 10 determine if the manapemnent fee is iess than FDC, BSE calculated

what FDC would have been if it had been used. BSE calculated that FDC was
1 for 1992,

As explained by the company, FOC ig caicuiated as foliows: BSE costs that

are not project coded or retained 888 compilad by Responsibility Code (RC).

These costs are then allccated loallaubsidiaries based on subsidiary

operating expensaes, salary costs snatmling costs or aquity and debt.

For exampla, the total cosis at BEEsssociated with Human Resourcas that are
not project coded or retained are complied under Responsibility Codas U12100
to U12500. The total of these conisame alocated to all BSE subs based on
WW salary expanseg. :

The Company e::pimned M W‘ties in the Human Resources RC'
include "developing and adminisisring benefits and compensation for officars.
key maragers, and cther smioysas.. gliFecting planning activities for
sstablishad companies ... devalapiag, kmpiementing and coordinating po-- i3
and monitoring activities atfectingaBBSE intarnational operations and
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focations ... devetoping and w;muahty programs at BSE o . -..i‘f';"
Headquarters and within all BSELOMPanies ... - o ey
Total Marketing costs at BSE that ave Nt project coded of retained are S VoL o . _,

’ . 3
P R i

compiled under Rasponsibiltiy Cogas US1EDO to RC's U61340. The total of b’
these costs are allocated to aR BSE subs based on the subsidiaries marksting

costs.

The company explained that the work activities in the Marketing Group
includas *...providing corporate ouacsight for marketing functions within ail
BSE subsidiaries... providing subjets matter expertise on marketing issues
for BSE's subsidiarias ... coortinating etiorts of BSE subsidiaries’

marketing organizations ... coorgingting BSE subsidiaries’ national accounts
efforts... *

The same concapts are used for atl AC's that are not project coded or 5
retained.

PSC staft addressed six arpas of BSE billing to Nonregulated Subsidiaried.

They are as follows: Companies dbiled the Management lae vs. companies used
to calculate FDC, BSE Income Statement Raconciliation, Management Fee, FOC
Caicutation, Companies billed a Project Fee, Types of Expenses at BSE

" Headquariers.

Each will be described separataly with an opinion from the PSC staff.
Finally, a conclusion and recommengation on all areas will be found at the
eng of this disclosura.

L. COMPANIES BILLED THE MANAGEMENT FEE VS. COMPANIES USED TO CALCULATE FDC.

BSE subsidiaries billed a3 management feg were: Mobile Data, BellSouth
Advanced Networks (BSAN), BaRSouth informaticn Network (BIN), Sunlink,
BellSouth Information Systems, inc. {B1S), BeliSouth Advertising & Publishing
Corp. (BAPCO), LM Barry, Stevens Graphics, Techsouth, Bellsouth Cellular,
BellSouth Mobile Data, inc. (BME), Mobile Communications Corporations of
Amarica and affiliates (MCCA), imemational Operations Group, and BellSouth
Financiat Saervices Corp (FINS).

In catculating the FDC, the abovemsmpanies were included along with those
that were not billed! a3 management fee in 1952, These companies were;
Marketing Program, Executive Semnipes, Data Service Financial Services, Inc.
{DFINS), Corporate Health Netemek CH, Sclentific Scftware, Inc. (SS),
Intelligent Massaging Services In. mmeilMssg), Dataserv International,
Intelligent Media, Worltwide uu-tm (WWW), Rataineg Costs at BSE and
Miscellansouws coms ai-B8E. =

The Company siates that BSEgemswot bill managemant fees to companies
...which fall within the followinggpemssl categories: (1) corporate
development entities, (2) recentapuialtions, {3) international joint

venture investmentsfinternationgiiyreshelly Owned subs...”
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OPINION:

BSE did not use the samesampenias 10 caiculate the FDC as they billed
a Managemant Fee. They@iewot using the same dasis for comparison
of whethar billing FODC or es.

Il. BSE INCOME STATEMENT QECONCILIATION

Part of BSE’s billing to their subs includes Projects that are specifically
coded to the subs for which theasork was being performad. This is in addition
to the Management fee. BSE als0 retains centain costs at headquanters that
are not billed as Project couts orgensidared part of the FDC calcualtion.

in order to detarmning that all costs are usad in the FDC calculation, BSE
prepared an income statement raconcitiation. All costs at BSE are reconciled
here to the Trial Balance. “Thasecosts are Project Coded Costs, Total
Expanses Allocated lor FDC, and Costs Retained. BSE has objected to us
having access to their financial records to verity these cos's.

OPINION:

" Because we did not have access to BSE financial records, we could not

determine whather the iIncome Stassment Reconciliation to the Trial Balance
was correct.

. MANAGEMENT FEE

in order to substantiate the managemant fee billed lo each subsigiary, PSC
staff requested financial statemams ior al! BSE subsidiaries whether billed
3 management fee or not tor Decembaer, 1892, The Company objected to
providing the financial statemerts for all BSE subsidiarias.

OPINION:

It we cannot substantiate the basls for the management fee billed to each
subsidiary through the incoms stalements, we do not know whether the amounts
that are eventually bilied (chainwd through Jio BST from the nonreguiated
subsidiaries are reasonabla. Al subsidiaries wouid have to be billed on the
same basis,

IV. FDC CALCULATION

As explained by BSE, BSEcaswrthat 29 not project coded or retained are
compilad tyfaspongbilityQade JAL). These costs are then allocated 1o all
subsidiarias ac Istod abows.beast! on aliocation factors. :

The primary allocation mm FDC cost are subsidlary
operating sxpensas, salary sk, saaskating CoSts, and equily and debdt.

PSC staff requested documamalinn #oc the aflocation factors. We ware able
1o 500 at cCompany promiten, sillimt writing down numbaers, the income
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statemant for BSE. Stalf traced the pparation expensas used in the FDC
calculation for BIS, BSAN, Sunlink and Data Serv International 1o the income
Statements. Marketing Expensas tor 8IS and Stevens Graphics were tied 1o “BSE
Maketing Costs for year and 12/31WE2". Apain we were able 10 see this

schedule at Company premises, without writing down numbers. The subsidiary
salary expense was traced lor 815 and Graptics to " BSE Salary Costs for Year
end 12/31/92.". We ware able 1o 5mm this schedule on company site, without
wriling down numbers. i '

OPINION: i

The allocation procedures to determing FDC might seem reasonable, but if we
cannot audit the subsidiary amoums undertying the allocations, we cannot
draw a conclusion on the calculation of the FDC.,

V. COMPANIES BILLED A PROQJECT FEE
BSE provicded us with wo‘format contracts. One is for BSE, iInc. as agent lor

BellSouth Mobility, Inc. and American Cellutar Communications Corp with
BST. The second contract was for BSE, Inc. with BST.

“Wae aiso requested agreements that BSE has with its nonregulated subidiaries.

Wa were supplied with agreements in the lorm of Project Descriptions, Project
Budgats and Approval Forms, for only those BSE subsidiaries that bill BST at
fully distributed cost (FOC). The company objected to providing agreements
with BSE subsidiaries that did nai bili BST at FDC.

Staf! reviewed the Project Descriptions and Project Budgets and Approval
forms, for the projects supplied to us. Many of the projects were aliocated
100% to the panicular subsidiaries that cnain into BST, however, seven out
of 31 projects reviewad, allocated parts to different subsidiaries. The

parts that are allocated to subsidiaries thar don't chain into reguiation

wera not included. A list of these seven Projects follows this disclosure.

OPINION:

In ordar to obtain a complate picture of the amounts that are chained into
the regulated entities from BSE nonregulated subsidiaries, in our opinion it
is necessary to know how the determintion of billing to each of BSE's subs is
arrived at. if the agreements we receiwe that are with the BSE subs that

bill BST at FOC are equitable; we sall go aat know if BSE subs that do not
bill BST are handling their fair share of projects where the project is
atlocated between subs chaining into BSTang subs not chaining into BST.

By withholding these agreements antl how the amounts 10 these other subs are
arrived at, the staff cannot draw a conclusion that the amount that is
chained into regulation is reasonabig.

V1. TYPES OF EXPENSES AT BSEMEADOUARTERS.
BSE objected to our requasts for Fiagmcial statemants, Cumulative General

Ledger, Cumulative Transaction Ladiger, and Char: of Accounts as of 12/31/92;
and a printout of all disbursemems swer $50,000 during 195Z.
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Without these financial recents, we did not have information that would
facilitale the selection of a sampie of sxpenses items.

PSC staff raviewad an intermpl Asit of 1952 Olficer Expense Review -- BSE .
All Depariments.” The audit revesied certain expenses that were questionable
for ratemaking purposes. Sas BSE Audit Disclosure 3 for detalls.

OPINION:

Bacause we could not have aczess $0 8SE’s books, we could not select a sample
to determine the types of exepnges, whather they are reasonable for
ratemaking, whether reasonable 1o inciude in the FDC calcutation, and what
types of expensas are theovetically in $he managament fee.

CONCLUSION

BSE is not using the same numbar ol companies in comparing FDC with the
Management Fee. Wa cannct audh the amounts that make up the income
reconciliation, we cannot substantisle the amounts that are used 1o

calculate the management fee, we £annot audit the amounts inat make up the
FDC calculation that is used to delermine whether BSE is billing at FDC or

_less, we cannot audit the expenses on the books of BSE, and we cannot

datarmine in soma of the projacts how the project billing is established,

Becausa of this we cannot determine whather the FDC calculation is reasonable
for ratemaking and whether the management fee is billed to all subs

equitably, and therefore, whether the comparison of FOC to management lee is
reasonable. Wae also cannot drawaonciusion that the amount of project
billing chained into reguiation is rmn.able.

RECOMMENDATION:
Disallow tha amount of management %ee and project billing amounts that are

chained through to BST bacause of dillings from BSE subsidiaries. BSE Audit
Disclosure 2 addresses the amounts of potential chaining to BST.

ST M I, e
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SCHEDULE TO BSE AUDIT DISCLOSURE 1
SUBJECT: BSE AGREEMENTS WIRM SUBSIDIARIES -- SCOPE LIMITATION

Project Dapartment/Subsidiery Biliag
number .

ES8030 Accounting Methods wmaduras--Sunlink: BSFin Svs, BSAN, BIS
ES6100 Human Rasources — BSAN, 8IS, BAPCO, Berry Co., Stevens Graphics
ES8198 Human Rasources~-Stevens Graphics, BSAN

E£58199 Human Resources--BaPCD, Sunlink, BIS

ES3200 Human Rascurces -- BIS, Stevens Graphics, BAPCO, BSAN

ES8201 Hunran Resources -- Suntink

ESs8212 Human Resources -- Stavens Graphics, BIS, Sunlink, BAPCO, BSAN

- This is 7 proiects out o 31 that we do nt Bave full afmounts of allocation;

that is 23%.
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BSE AUDIT DISCLOSURE 2
SUBJECT: . CALULATION OF POTENTIAL CHAINING INTO REGULATION

STATEMENT OF FACTS:

in BSE Audit Disicosure 2 stall scommended that the amount of managemenf fes
and Project Billings that are chained thraugh to BST because of billings from
BSE subsidiaries and BSE afilistes be disallowed for ratemaking. :

According to the information in CRLworkpapsrs, the BSE subsidiaries that are
billed a management fee and dn e bill BST at FDC ara: BAPCO, BIS, MCCA,
Suniink, BSAN, BSIN, Executive Sarvices.

*Per answer o request 2-097.8. the BSE alfillates that received Project
Bllling that in turn bill BST 2t FDC are: BeliSouth Corporation, BeltSouth
Communications, inc., BellSouth Communications Systems, BellSouth Financial
Sarvices.

According to BSE Accounting Directive 005, Section 5.01, chaining is defined
as lollows: “When a carrier obXains an asset or service irom a nonregulated
affilaite that has obtained the asset or service from another nonreguiated

. afliliate®.

In this case BST (the carriar)rocdns services from nonregiated affiliates
who first received servicas from B8SE (another nonraglated affiliate).

BSE CALCULATION OF CHAINING PERCENT

BSE calculated a Weighted Average Thaining Percent. BSE first calculated a
percent of the billing to subsidiaries and affiliates that bill at FDC to

BST: to total BSE bills to all subsiciarias and afliliates. Then BSE

caiculated a chaining percent for sath individual subsidiary or affiliate

that bills BST at FDC. The methods in genwral for calculating the chaining
percent for each individua! subsidiary or affiliate is the percent of

subsidiary or affiliate expensas relmted to 8ST to total sub or affiliate
8xXponsas.

Applying the Weighted Average Concept, these percents were multiplied and a
I Oweighted average was determined 8o be ¥ Applying the! ytotal BSE
3 billing to all subsidiaries and aMtiaes it amountof, T |
equais a potentiai chaining of $1,.2298.527. .

See Scheduls 1 folowing this Disciesurs.

[,

COOPERS & LYBRAND CALCULITION OF CHAINING PERCENT

Coopers & Lybrarss {CAL) in thalr suxlit of the 1952 Cost Allocation Manual,

3lcalculated the chalning pmﬁ " Tt Total BSE Headquarter Billings

to All Affiliates. However, the calculation inclucted soms . . -
different numbars than BSE. Sae Schecule 2 fotiowing this Disclosure. " -
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CAL did not-use swsighted awetade.but aoplied the individual chaining ———— e
amoumt caiculaied Dy BSE to the tecal Project snd Management Fee billings tor
subs that bill BST at FDC. Totsl smognt shained roundsd is $1,702,000; that

)is ;'btlt
The total of project billings and management fees to all aftiliates used by
o CaLisHi ¥rather than the amount that BSE used of¥ peaL
7 workpapers said thu o the 1992 year end total affinaied
billings on BSEHQ interco trand report.
CaL also used a different amount for billings to BSC. CAL used a rounded
JO number of whilg BSEused} _ 7The Company explained that the

project bilings are mostly from BSTHO 1 BSCHQ which are retained at
BSCHQ. Only BSEHDQ potential for chalning was included in the study.

13 caL chained BCS at, while BSE chained BCS af C&L said that BCS
was not included in the information they seceived from the client when they
performad their analysis.

/s CaL chained BSAN . while BSE chained BSAN af

OPINION:

Cal assumed that BSE individual chaining percents are correct and applied the
percents 10 the individual subs or alfiliates who were billed by BSE.

The method used by BSE to calculale the individual chaining percents is the
percent of sub or affilzite expanses raiaiad 1o BST 1o total sub or affiliate
axpenses. The Weighted Average concaptavas applied to this.

PSC staff did not have full and free access to the subsidiary books so we
werg unable to determine that in genaral and on an individual company basis
that axpensaes were an appropriate way at afrive at lhe chaining percent, Nor
weore we able 10 determine if the expenses used wera corract.

We agree with C&1.'s calcutation becauss & is more conservative in
determining the amount of potential chaining. It 1akes into account the
total amounts BSE bilied to nonregulated subs on an individua! basis, and
usad 100% chaining for subs dhat they &G aot have information for.

There are a certain amount of dollars sthal potentially chain into regulation
through BSE biliings to their mabs ancwther affiliates. We cannot audit the
amounts al BSE to gatermine if thasewre seasonable as stated in BSE Audit
Disclosura 1. Tims imits preciuded us Itpm tracing to which accounts in

BST the amounts from each subsidiary wasre bocked. Thergiore, PSC siaff used
the ganeral allocator 1o estimate the amownts 10 the nine states. tn order

to aliocats the percent to Flordaa reguiasteslanc then {0 intrastate, PSC

stafl used tha-RateCase poroamts for"Maslous”™ accounts. These are 93.36%
and 75.55% lor Reguatied mmmwaw See Scheduie 3
following this disciogass.
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RECOMMENDATION: ‘ ‘ S 1
P T e BT e
It is recommendad that $1,7G2. 80688 removed from BST allocations tothe=" ‘o ie. .. vx =2 L..ft

states. The amount 1o Florida 18 8448,155, the amount to regulation is
$415,338, and the amount to inteastme & 3313,913.
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COMPANY: asr
TITLE: BSE -- DETERMINATION OF POTENTIAL CHAINING
PERIOD: TYE 12:31/92
AMOUNTS AMOUNTS
PREPARED DY O8E BILLED TO BILLED BY
SCHEDULE 1 TO BSE DISLCOSURE NO, BsT BSE PROJ TOTAL BSE W TOTAL 1992 CHAIN
' 9 states AND MGMT FEE COSTS BSE HQ WASCALC  WEIGHTED
BELLSOUTH ENTERPHISES. 1092 TOTAL TO AFFIL BILLED COSTS BY BSE AVERAGE
{1) CORPORATE ANI ENYERPRISE GROUP @- @) (D) -@— Ei) ( r )
Sunlink Corp. 3,200,878 70,848,504 0.0430% 30.00% 0.19%
(5L CHASTAIN 004,717
{165L 8°HAM 0,657,026
Beltsouth informitlon Systems
®I8) 2,085,357 ,
i) MOBILE SYSTEMS GrlouP .
Mobite Cammunledlions Corp or
Amarish snd siisles. MOCA 2040010
{3) ADVERTISING AND PUBLISINNG GROUP
. BAPCO 4,418,365 : y
by G v
D K .
;.':'a i {4) INTERNATIONAL AND CORPORATE AND DEVELOPMENT GROUP
BSAN 101.083
" BsIN °
EXEC SERVICES °
BSC ' 90,768,528
Bcl 200,001,149
BCS 238,217 - . , S — an——
19,207,258 1830
70,848 504
Potential Chaining of BSE HQ billing to all Afiliates. 1,208,527

.0
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Palentlal Chalning of BSE HQ bllling 1o all Afflflates.

I ] e
TITLE; BSE -~ DETERMINATION OF POTENTIAL CHAINING
PERIOD: TYE 12/31/92
J AMOUNTS  AMOUNTS
PREPARED BY CAL BILEDTO  BILLED BY
SCHEDULE 2 TO BSE DISLCOSURE NO. BsT BSE FOR PROJ
9 states AND MGMT FEE 1992 CHAINING %% ESTIMATED
BELLSOUTH ENTERPAISES GROUP 1992 TOTAL  TO AFFIL AS CALC BY BSE CHAINING POT,
(1) CORPORATE AND ENTERPRISE GROUP @ , @ @ ('&
Suniink Corp, 3,269,678 : ¥
- (1)CSL CHASTAIN 694,717 t
(21CSL B'HAM 9,557,626
Balisouth information Systems
(B1S) 3,065,357
(2 MOBILE BYSTEMS GROUP
. Mebtis Communioations Corp o .
Amoriod and afiates. MICCA 2240518
(3 ADVERTISING AND PUBLISHING GROUP
BAPCO 4,416,365
() INTERNATIONAL AND CORPORATE AND DEVELOPMENT GROUP
BSAN 101,083 T — T
' BSIN 0
EXEC SERVICES 0
BSC ' 99,766,526
BCH 209,991,149
BCS 236,217 L
19,045,194 1,702,395
70,217,000

2.4245%

0
o
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Southarn Bell Tel. Co.

Docket 920260

For tha 12 Months ended 12/31/92

Etlect of Chalning trom Afflllated Companles to BST

SCHEDULE 3 TO BSE DISCLOSURE

Afllliate A%ﬂ_ A **G:@“ | Nb SC@ ALA@ KY@ LA @ MI@ TEN@

8sc

8IS

e :
Sunlink $
BAPCO '
MCCA :
8cs

HSAN

Tois! 1,700,000 448,904 204,270 183,829 109,672 144,244 53,700 169,449 99,820 192,950

Por Cont Alocalion
per General Aftocalor 0.2614  0.1728  0.0962  0.0644 0.0847 0.0492 0.0995 0.0585 0.1133

Rate Case percenits for *Varlous Accounts® are 93.36% lor Regulated and 75.58 %

. for Intrastate,

- et W e W S e

Amount aflocated to Florida 445164
% 10 Regulated : 93.30%
Regulated : : 7 415,338
% lo Inirastale ' 75.58%
Inirastale 313,912

/b
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SUBJECT: TYPES OF EXPENEEB AT BE11. SOUTH ENTERPRISES

BSE AUDITDISCLOSURE 3

STATEMENT OF FACTS:

PSC staff reviewad Internal audit, S2%-28-39-A-5, OCTOBER, 1992 OFFICEFI
EXPENSE REVIEW -- BSE ALL DEPARTMENTS.

This internal audit revealed thres types ol axpenses at BSE as follows:

734_,,;

% .

s

193

BSE stated that the Financial Counseling Plan was provided to 15

officers in BSE and its subs and objectefl 1o providing the amounts paid. The
answaer to staff's request stated that none of the expenses are allocated to
BSE subs; that BSE subs pay a managments fee based on a formula.

2 ==

A A e e i e S

As to participation in Mayo Clinic Resaarch Study, the Company says that onty
one employee participates in this study which involves a very small

population of individuals who have a rars disease, and the expense is
maintained at the BSE sub level. BSE declined to provide the dollar amounts.

The company stated that 8SE tracks the cost of any spousal expenses for
ratention by BSE-HDQ. BSE declinad to provide the requested list of expensss
and ob]ecled to providing.

OPINION:

Staff contends that in order to determine ®BSE is dilling at FOC.

or fess, BSE performed certain caicultions and allocated certain expenses to
come up with FDC and compared hat to the management fee.  As we could not
audit the specific type of costs I detpemins the Spoclfic amounts, we

REY PEFR Ty "2 B
ERNLRE R SR 0 o9% -
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cannot determine whether this was included in the FOC calculation, whether it
woulg make an impact on the FDC calculation, and whether it is reasonabia for
raternaking.

Without access to the books, we cannot determing it the costs related to the
participation in the Mayo Clinic Rasearch Study and spousal expenses are
retained and immaterial.

RECOMMENDATION:

ASs we cannot datermine if thesa ¢osts are included in the FOC caiculation 1o

the subsidigries, and we cannot deteérmine il they are reasonabie for

ratemaking, the entire amoun! of the management feea that is ¢chainad through

to BST trom billings from BSE subsidiaries should be disallowed as
racommendad in BSE Audit Disclosure 1. BSE Audit Disclosure 2 addrassas the
amounts of potential chaining.

=d
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BSE AUDIT DISCLOSURE 4

SUBEICT: COMBINATION OF BELLSOUTH ENTERPRIES HEADQUARTERS (BSE) WITH
BELLSOUTH CORPHEADQUARTERS (BSC)

STATEMENT OF FACTS:

in an interview with Mike Hostinsky of 8SC, he stated that BSE Holding
Company staff will be discived. SSIEand BSC will be combined under Bel!South
Corp. BSE will bill the managemasnt 1as only 1o and of 1993; and no managemaent
fee will be billad for 1994. At this polsst in time, Mr. Hostinsky believes

BSE will be a shell for lagal and 12X paRpOaes.

In a “Balisouth Report® dated Novemiler 18,1952 a question was askad *How did
you arrive at ona-hall of 1% of tha ot empioyee work force as the number
of employses who would be kept at the financial holding company headquarters?”

The answer was “ Compared with saverst of our sister Beil holding companias,
we have a significantly higher percemage of our work functions at the
headquarters ievel. The projected corporate headquarters staff size is a
goal that will bring us mora closely intpalignment with other similarly

- sifuated companies.”

The philosocphy of the employee combination per Mr. Hostinsky is, if the
tunction is primarily an operating company function of BSE helding company,
then the people will be pushed down 1 the business units (BSE subs). Some

T of the Project billing from BSE will aowbe at BSCHDQ. The Company is in the
process now of determining the types anti amounts of Projects to be performed
at BSCHDQ. There will not be any Projges Billing trom BSE.

- BSC provided us with a study made to combine the workiorce of BSE and BSC
headquarters. This study is called the *Bunter Study” which had two versions
* of the combination. Version A will leave 113 employees available for
reassignment and Version B will leave 148 empioyees available for
raassignment.

Whaen asked, Mr Hostinsky said he did aot know of any sub teams that knew the
s costs associated with the force reduction: that there was no cost study with
dollars for the reduction. Tha numbars saduced in head counts flow into
budgets. He also stated that thore was ®0 tracking of incremental costs for
this reorganization.

.. OPINION:
As BSE will no longer bill 2 management or project billing as it s today in
1992, the casts of these fees that chaln imto regulation as describad in BSE
Disclosuses 3 and 2 should nat be talaniago account whan setting rates.

Also, as the work force will be recucst, Sere could possibly be further
reduction in the amounts from the nemmgaiated affiliates that flow into
BST.

-

PSC stafi paciormvec an anlaysis of %eee 113 smployees and approximated that
the annual amopmt asocialyy wih S,

a4
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Of the 113 empioyeses, staft was s3I0 obaain 1952 ~ Pesition Rate Figures”®
for certain pay grades for 66 of thewmployees available for reassignment. We
asked tor average sataries in particuliy pay Grades, bu! the company said
they were not readily available andeapplied us with thase instead.

The rest of the empioyees were consigieret nonmanagement, unsupported and
other. We did not request dollars (or these tynes of positions.

Staff calcutated that the amount of the 86 amPloyees available for
reassignemnt totalled $3,483,800. Ses Schedule following this Disclosure for
calcutation.

RECOMMENDATION:
Follow up in 1534 on the costs that chain into regulation from nonrgutated

affiliates including BSC. Procedures nsed 1o be set up at BSC 1o make sure
nonregqulatec affiliatas are getting their shara of the cots.
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ANALY SIS OF GUNTER STUDY

“T0 COMBINE WORKFORCE OF BSE AND BSC HDQ.

TYE 12/31/92

SOURCE: CONSOLIDATED TRAMBITION FORCE MATRIX, VERSION A AS OF 6/30/93.

AVAILABLE FOR PAY NUMBER X
DIVISION REASSIGNMENT NUMBER LEVEL AVG PAY PAY LEVEL
PUBLIC RELATIONS | 1 1 30,000 30,000
1
1 noamgmt
SECRETARY TREASURER 4 2 3 44,900 82.800
1 4 80,100 50.100
4
BUDGET 13 2 uUsep
3 1 30.000 £0,000
1 3 44,900 44,900
3 4 50,100 150,300
3 5 £5,900 167,700
. 1 8 73,900 73.900
13-
COMPTROLLERS 17 8 NONMGMT
says 25 on lead sheet 2 1 30,000 80,000
SOURCE DOC'M ONLY 3 3 44,900 134,700
SAYS 17 2 4 50,100 100,200
2 $ £5.900 111,800
. 2 8 73,900 147.800
7
NERREERE
INTERNAL AUDIT
AND SECURITY 2 1 NONMGMT
1 - §5.900 55,000
2
= . Y =T -

s =m0y
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- ANALYSIS OF GUNTER STUDY
TO COMBINE WORKFORCE OF BSE AND BSC HDQ.
YYE 1231/92

SOURCE: CONSOLIDATED TRANSITION FORCE MATRIX, VERSION A AS OF 6/30/93.

AVAILABLE FOR ' PAY NUMBER X
DIVISION REASBIGNMENT NUMBER LEVEL AVG PAY PAY LEVEL
HUMAN RESOURCES » 8 NONMGMT
3 OTHER
8 3 44,900 404,100
3 4 50,100 150,300 _
] s 5£.900 335,400
1 & 73.900 73,600
1 7 38,000 88,000
2 ] 121,500 243,000
1
EEEEEXER
TAX 0 0
ERERESERE
PLANNING 13 2 NONMGMT
1 usp
3 OTHER
1 1 0
. 1 3 44,900 44,900
3 s 55.900 167,700
2 s 73,900 147.800
13
EEEEmmns
LEGAL 6 5 OTHER
1 3 44 900 44,900
s
ESEETENER
REGULATORY ° 0
EESEEEEE
INFORMATION SERVICES s 1 UsP
2 1 30,000 £0.000
1 5 55,900 55,900
1 7 8§,000 $8.000
s
J—— T, :-'-'_'- . b | £ S =)
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ANALYSIS OF GUNTER STUDY

TO COMBINE WORKFORCE OF BSE AND BSC HDQ.

TYE 12131192

SOURCE: CONSOLIDATEDTRRNSITION FORCE MATRIX, VERSION A AS OF &/30/83:

AVALABLE FOR PAY NUMBER X
DIVISION REASSIGNMENT  NUMBER LEVEL  AVG PAY PAY LEVEL
SUPPORT SERVICES
AND QUALITY . 1 NONMGMT
1 OTHEA
2 3 44,900 86,300
1 & 50,100 50.100
1 7 88,000 88,000
s
STRUCTURE ° )
oc ° 0
SECURITY ° o
EXECUTIVE 2 5 OTHER
1 3 44,900
. 8 OFC
12
TOTAL 112 112 3,483,800
PER GUNTER LEAD SHEET 113
DIFFERENCE -1
UNRESOLVED
e Rl I

', +

ul-
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BST SAMPLE AUDIT DISCLOSURENO. 1
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SUBJECT: EMPLOYEE SERVICE AWARDS =857 Zi wi_,

STATEMENT OF FACTS:

The following expanses were charged to Account 5728.9 - Other General and
Administrative for 1922 for service awards.

JANUARY 151,018
FEBRUARY 114,206
MARCH 211,105
APRIL 104,655
MAY 135,9€3
JUNE 446,693
JULY 185,979
AUGUST 219,108
SEPTEMBER 177,254
OCTOBER 167,458
NOVEMBER 127,736
DECEMBER 13,003
TOTAL 2,054,177

These expenses represent the charges related o invoices from
O.C. Tanner for anniversary service awards. The following page
details the types of awards based on the service level. The
amount for the month of June appeared in the sample selected by
staft.

AUDIT OPINION:

Per the CSS/PPS User Guide, the amount pertaired to Cost Pool 03 -
Deferred Compensated Absences. Per the analysis of the account

by cost pool per the MP2702, the charges for 1992 for Cost Pool

03 were charged 96.64% 0 Reg and 3.85% o Non-Reg.

D
o)
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The following is the Florida portion:

Total 2,054,177

Florida Portion 26.14% {Per 1992 Apportionment % Report)
536,962

% Reg ---5-1-5-;;;

]

% Intrastate 396,262

%5 Interstate 119,436 (2316 per BST Separation report)
" sisese
=====czz==

RECOMMENDATION:

The above amounts and the following page listihg the types of
awards given should be reviewed to determine if such charges
shouid be allowable expenses to be paid by ratepayers.




30 Years continued

§35. Onaida Countess Silverplate
4-pisce Coffee Service. includes
cotfeepct, sugar. creamer and tray
wth sngraved company identification.
Teay. D. 14%°

§6. Kirk Stieff 8-piece Polished Pewter
Goblet Set. Gobler cap. 10 oz..
tray. 0. 16°

§7. Orrelors Full Lead Crystal Bowd,

H. 57, and Crystal Vase, H. 734"

§8. Oneida Countess Silverplate Chafing
Dish with engraved logo on tray.
Cap. 1% qv. tray. D. T4%*

£83. Replogte Latavente 16° lluminated
Globe, H, 337

70. Royal Doulton Juliet China 4-piece
Tea and Coffee Set Includes

coffespot teapoL covered suger and -

creamer.

35, 40, 45, and 50 Years

Any tem numberad 43—70, or

71. Cultured Pear Ensembie. includes
necklace, 18°, bracelet, 7°. and
earrings waith 14K gold posts.

72. 14X Gold Double Cable V™ Link
Necilace. 167, and Beacelet 7°

73. Sterling Sitver and 14K Gold
Ensemble. includes man's LD.
bracelet 87, cuff links. key chain,
tie bar and money clip/knife.

74. 10K Gold Man’s Dress Ring wath Black
Finish anc company wentificauon
engraved on mside™

75. 14K Goid Woman's Dress Ring with
company wentification engraved on
maide**

76. Man’s Longines Cuarz Watch with
company identificanon engraved
on back

72. Woman's Longines Diamond Princass
Ouarz Waich with company
dentification angraved on back

2B. Man's Longmes Seafarsr Cuare
Waich with company identficauon
engraves on back

{0/

7. Wagman’s Longines Diamond Rovaie
Otz Watch wath company
sfpnhcauan engraved on back

0. Siwsed Miller Thomas Tompion
Clnck #.1F°

5. Saccacpt Harmonis Crystal
Yem U 115%™

2. Oewnda Countess Siverplate
S-pince Cotfee and Tea Semvice. .
faciuties coffsepot. 1eapot covered
Sur. creamar and tray with engraved
compeay idemification. Tray. D. 20°

1). Shalliald Lion's Head Stverplate
15-emce Punch Set with company
wamihicanon engraved on back of
way.Cop. 3 gal. cwp ca0. S oz,
Tray. D. 20°

84. Gerber Armory 23-piecs Carving Set

. 85 Onawda Stainiess anc Gold 48-puace -

Fistware Set includes sight S-prece
place satungs and exght sernng
Note: Possible dalivery delays
axpenenced with the selection.

88. Howard Miller Jennison Wall
Ciock #. 33%’

87. Tuder Fuil Leed Crystal Ship's
Decarir with B Brandy Glasses and
DatVeay. Docanter cap. 27 o2.. glass
cp 0oz ray. 21°x11°

88. Aoval Beutton Juliet Ching &-piece
Tes and Cofiee Sat Includes
coffessoL taapot covered sugar and
craamar. Also, Roysl Doution Juhiet
Ching 2-Tver Cake Stand. H. 107,
Cherss Senctwach Tray. L 11°, and
Chir Catce Plate. D. 3

* tam will have no company
identificanon,
** Your ring size should be obtained from
yous local jeweler.
in the event any item is discontinued by
the manutacturer. an tem of similar value
and quality will be offered.

KEY: H. = Height
D. = Diameter
L = Langth
Cap. = Capacity.
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BELLSOUTH
TELECOMMUNICATIONS

To express our apprecaton {06 your SeNwhY. you-Sas sawesd 10 make 3 selection based on your ssrvce tevel.

5=20 Years

You are invited 1o select ona itam from
A01—A3S5. Your Company’s emblem
corresponding 10 your level of service will
be placed on the dem seiected.

A ffamed canuficate will also be awarded.
Your Company’s emblem and a framad
cerbficate are shown on the page marked
“Jeweiing Sequence”.

AQ1. Serpenting Nectlace, 24°, with
Polished Round Lockst

AD2. 14K Gold-filled Knife/Money Clip
Combinauon with Diagonal Pantarn

AD3. Florentined Tie Bar wath Cable Chain

AD4. Goldplate/ Sitverplate Western-style
Florai Belt Buckie for 1%:* Beit

ADS. Tie Bar with Matte Black Insert

AQE. Rosewood Shotgun Shell Xnufe

AQ7. Dressy Western Belt Byckie for
2" Belt

AD8. 14K Gold-tilled Key Chain with
Sunburst Design

ADS. Man's Watchband

A10. Woman's Watchband

A11. Gerber Sporisman Knile wath
Leather Scabbard

Al2. French Rope Ensembie. Includes
neckiace. 18", and braceiet 7.

Al3. Sarpentine Necklace, 24°, with
Sunburst Design Locker

Al4. Serpenune Neckiace. 24°, with
Matte Finish Charm

A5, 14X Gold-filled Money Clip with
Laa Rnsh

Al6. 14K Gold Flattened Cable
BraceieL 7*

AT, 14K Gold Cobra-link Bracalet 7%"

A18. Braided Serpanune Ensemble.
Includes nectlace. 18°. and
bracsiet 7°.

A19. Onyx Bracelet with 14X Gold
Roundel Accsnts. 7*

A20. Man's Watchband {yeliow)

AZ1. Man's Watchband (white)

A22 Womans Warchiand fyshiowd.
Emblem will be appropristely szed
for placemem SOTHS Bam.

A23. Woman's Wgtchband white).
Embiem wiil be appropriaely sized
for placement on this item.

2. Karshaw Rosewood Inlay Knife with
Sexssors and Key Ring .
A2S. Flat Hernngbone Neck Chain, 20°
AR, Heart Cabra Neckiace, 18°
437 1apsi Pin
AZB. Doyx and 14X Goid-filled Brooch
A29. Round Pendant Brooch
- A30. Potished Key Ring with Dise
A1, Western Beit Suctie for 14" Beit
A2 Stickpin
AX3. Cotibn Matte Black Pen and
Letrer Qpener
ADK. Cross 10K Gald-filled Pen and
Pencil Set. Embiem will be
aopropnately sized for placement
on this item,
A3S. Cross Woman's 10K Gold-lilied Pen
and Pencr Set with Poych

25 Years and Above

¥You ste invited 0 Select One tem A, B,

€. 0. or £ a5 snown on the page marked
“Jowshng Sequence”. Your Company’s
embiem correspanding to your level of
Jarwce sl be placed onitem A, B, . or D,

dnaddman. you may salect one numbered
ol Baiow based on your level of service.
Tra aporconate company identification in
e form of 3 smail embiem fidentifier
vhiess ptherwse specified will be placed
on g aem.

A T Tac with 8ar and Chain
3. Sackopin

€. Chaem

D. Lesel Pin

£ Foamed Contdicate

25 Yoors

43. 14K Goid Hollow "V~ Link Necklacs.
18", anc Bracelet, 7°
44 18K Goid Large Flat Hernngbone
- Shmghincs. 20° .
45 tapsdiackiace. 24°, and Lagns
Bemnelet. 8°
45 YK Gold Man's Oress Ring with Black
Fagh ana company dentification
ougepved on inside
€7 WK Giows Woman's Designer Ring
s coepany antificstion engraved
gy
&3 Men’s Longines Seafarer Quarz
YIEES wath company dentification
S o0 Dack

43. Woman's Longines Rviera Quarz
Waich with company identficauon
engraved on back

50. Howard Miller Graham Bractet
Clock. H. 14*

51. Benchmark St Helena Brass
Clock. M. 117

52. Oneida 1881 Silverplate 58-pisce
Fatware Set. Includes sight
§-piece place sattings and ten serving
pieces in 2 solid wood chest.

Note: Possible delivery delays
experienced with this sefection.

53. Kirk Stieff Williamsburg Polished
Pewter Coffee Sarvice. Includes
coffeepol. creamar, sugar and tray
wth company idenufication engraved
on back of tray, Tray, D. 14°

54, Gerber Maounted Knight 12-giece
Carnng Set

55. Decatur Solid Wainut Musical
Chest H. 7*

30 Years

Anty item numbered 4355, or

56. Cultured Pearl Neckiace, 24°

§7. 14X Gold Diamond-cut French Rope
Nectiace. 18°, and Bracelet 7°

58. Stariing Sitver and 14K Gold
Ensemble. Includes man's L.D.
braceiet, 8°, cuff links. key ring and
money clip/knile.

59. 10K Gold Man's Signat Ring with
company entification engraved on
insids and your initials engraved on
the nng tap**

60. 14K Gold Woman's Cocktail Ring with
genuine blus sapphires® **

£1. Man’s Hamidton Quarz Wateh with
engraved company idenufication
on back

62. Woman's Hamitton Quarz Watch with
company denuficaton engraved
on back

63. Howard Miller Worthington Tambour
Mantel Clock, M. 10%°

64. Howyrd Millsr Sandnngham Wall
Clock H. 24°
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BST SAMPLE AUDIT DISCLOSURE NO. 2 Lo i et o
SUBJECT: COMPTROLLERS OPTIMIZING RESOURCE
EFFECTIVENESS {CORE) PROJECT EXPENSES
STATEMENT OF FACTS:
The foliowing expenses were charged to Aceount 6721 - Accounting

and Finance for 1992 for the Core Project. These expenses
represent the charges related to invoices from Arthur Andersen &

Co.

APRIL 137,500 PLANNING PHASE

AFPRIL 1,320,000 PHASES TWO THROUGH FOUR
JUNE 660,000 PHASES TWC THROUGH FOUR
JQLY 501,000 FINAL BILLING

TOTAL “-;-70-3-.;;5

AUDIT OPINION:

Per the CSS/PPS User Guide, the amount pertained to Cost Pool 03

- Financiat Services and Accounting. Per the analysis of the

account by cost pool per the MP2702, the charges for 1952 for

Cost Pool 03 were charged to Reg and Non-Reg using the General -
Allocator (5.22% - Non-Reg)

The following is the Florida portion:

Total 2,708,500
Fiorida Portion és.u% Per 1982 Apportionment % Report

708,002

% Reg 571E

e

107

(2l




N

Jod

% Intrastate 515,630
% Interstate 155,414 (2398 per BST Separation report)
671,044

An explanation of this project is disciosed in the rate case
audit as of 12/31/92. (See Audit Disclosure No. 1 - Docket
920260-TL)

RECOMMENDATION: Since these charges are non-recurring, they are
disclosed to aid the Tallahassee staff performing the forecasted
data review.

£

10,



LY.

/0§

BST SAMPLE - STAFF SCOPE LIMITATIONS :

SAMPLE ITEMS:

The sample selected by staff represents sharges processed by
Headquarters. The functions are distribused o the areas through

the use of the Corporate State Allocation Process (CSAP).

Due to time limitations and to the complexity of certain sample

items, staff did not fully complete the audit of the following
sample items.

ttern No.

77

114

115

116

118

119

Account

€728.3 = Other Generai &
Administrative - lnsurance

6124.2 - General Purpose
Computer - CDP

6124.2 - General waose
Computer - COP °

§124.2 - General Purpose
Computer - COP

6724 - Information Management

6724 - Information Management

REASONABLENESS OF REG/NON-RES SPLIT:

Due to time limitations, staff was not ableto review the
methodology and data used to determine the reg/non-reg split for
tollowing accounts used in the sampie:

6121.1 -

6728.9 -

Land and Building Expense = Dihar
Cost Pool 2 -=Sub Pool 2, 8.

Other General and Agminissaive — Other
Cost Pool 3

Amount

$72,041

(1,898,115)

(1,250,183)

(1,726.863)

{1,734,394)

(351,827)



"3

(1]

§728.11 - Other General and Administative ~ Benefit Plan Payments

6124 ~
g612 -
6725 -
8535~
6611 -
6623 -
§711 -
£§712 -
6721 -
6722 -

723 -

Cost Pool 2.

General Purpose Computer Expense
Cost Pool 11 ~ 530M, 630M

Sales
Cost Pool 1 = Sub Pool 2

Legal
Cost Pool 3, 4

Engineering Expense
Cost Pool 2

Product Management
Cost Pool 1, 2

Customer Services
Cost Pool 3, 6

Executive
Cost Pool 5

Planning
Cost Pool 1

Accounting and Finance
Cost Pool 3

External Relations
Cost Pool 1, 3; 4

Human Resources
Cost Pool 1

00

|06
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BST SAMPLE - COMPANY SCOPE LIMITATIONS :

On May 28, 1993 staff requested documeantation for the sampled transactions.
The request asked the company to provice the following,

#all journai entries and internal and external source documentation. Source
documentation must include data from an outside source, for example,
invoices, vouchers, time sheets, contracts, etc. For payroll, include

employee job title, description of duties ang business phone number.”

SAMPLE ITEMS:

item No. Account Amount

103 6728.19 - OTHER GENERAL AND $3,043,756
ADMIN!STRATION - BENEFITS

Staff asked for additional documentation on 10/07/93, as of 11/02/93
no answer was provided.

71 6124.2 - GENERAL PURPOSE 92,993
COMPUTER - COP

72 6124.2 - GENERAL PURPOSE 98,311
COMPUTER - COP

Staff asked for additional documentation e 10/07/93, the answer was
received on 10/28/93. At this point the aulitor did not have time
to turther investigate.

1r

~
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- SPECIFIED
AUDIT DISCLOSDRE NUMEER 1 : ﬁgﬂa ﬁ% GOHF,DENT'AL

SUBJECT: Non Compliance with sxisting Company Policies

STATEMENT OF FACTS: BellSouth Telecommunications financial systems
Gocumentation, application CJ06, headquarters apportionment contains the
following:
Paragraph 2.01 Apportionment factors are developed annually
by the Company's Corporate accounting office. Under normal
Jd, conditions, the factors are calculated using data from August of
|~ the previous year through July of the current year and are
i effective with January business of the next year. It is the

il P
f} responsibility of the Corporate accounting office to verify all

data sources and calculatioms prior to implementing the factors.
: Paragraph 3.04 On a monthly basis throughout the study

: 7;» period, post the specified data to the appropriate supplemental

worksheeets .....

'_?' Paragraph - 3.05 Worksheets 1 through 12 and the associated

years. _
Paragraph 5.02 The procedures for completing Worksheet 2 are

as follows:

] supplemental worksheets are to be retained for a period of six
4

g???: _ Using the SN475 for the last month of the study period, post
1 each Area's number of active vehicles (Line 37) to Line a on
i Worksheet 2. ......

The Company did not provide supporting worksheets by month for the
South Central companies for worksheets 3, 9, 10, 11 until Sept 17, 1983.
This was more than 30 days after backup data was provided in Atlanta for
the auditors review. Per D. Retter, BSTHQ, the original amounts were
obtained using FOCUS, a data retrieval system, and no monthly amounts
were maintained and the Company would have to re-create the backup
information.

The Company used 10 months of data for the South Central companies
on worksheet 8. For the Southerm Bell Companies 12 months was used.

The Company used the number of active vehicles as of May 981 in

preparing worksheet 2. The Company could not provide the supporting

documentation for the South Central Bell companies to permit an audit of
the actual vehicles used. o

OPINION: The Company is in vielation of its internal peolicy CJ06. It
has not followed the instructiomne for the various paragraphs noted
above. The corporate accountimg office should have discovered these
errors in the verification process called for in P 2.01. The lack of
monthly detail to support the anmumal amounts used in the worksheets made
it impossible for the auditor to verify, on a sample basis, that the
amounts used were correct. Although the information was ultimately
provided there was not sufficjent time for the auditor to travel to
Atlanta to verify it.

' The use of 10 months data for the South Central Bell companies
in the calculation of worksheet 8, inventory adjustments, results in
expense being allocated to the Southern Bell companies that should have
been allocated to the South Cemtral Bell Companies. Specifically the
Florida company was allocated 1.26% more than it would have if the
factors had been computed corrsetly. For the month of November 1992
this amounted to an additional §9,803.75 allocated to the Florida
operations. The total amount of dollars related to the error has not

been guantified due to time constraints.
0
Neaft 1rg
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Disclosure 1 page 2 Drag.&

"

There was no explanmtion given as to why the Company used May

51 instead of July 91 in the preparation of worksheet 2. Although these

errors do not effect the total distribution of BSTHQ costs, they do

effect the distribution betwean the various companies. ‘Since the

Company was unable to furnish the supporting documentation the auditor
was not able to determine an effect.

These errors beg the guestion as to whether other errors have

occurred that were not detected during either the Company's review or

the audit.
RECOMMENDATION: The Company should acdhere to its own poli,cies'.

SPECIFIED
CONFIDENTIAL

Draft

COMPANY COMMENTS:
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| SPECIFIED
AUDIT DISCLOSURE NUMBER 2 - Dra%& CONHDEN"AL

SUBJECT: Nofl conformance with the Cost Allocation Manual

STATEMENT OF FACTS: In its alloeation pf expenses to its subsidiaries,
Southern Bell Telephone Headguarters, (SBTHQ) uses the general allocator
for accounts, 6l112-Mctor WVaehicles for other than area 1140, 6113~
-Aircraft Expenses, 6114-Special Purpose Vehicles, 6115-Garage Work
Equlpment, 6116-0ther Work Egquipment, 6121-Land and Building Expense,
6122~-Furniture Expense, 6123-0ffice Equipment and 6124-General Purpcse
Computers. The BellSouth Corperation Cost Allocation Manual (CAM) dated
6/30/92, which was provided to the auditors, does not indicate the
general allocator is used for any of the above listed accounts. The CAM
does list the following apportiomments:

Account 6112 - Either directly assigned or based on the relative
investment in Account 2112, Custemer, Corporate and Plant Nonspecific

i&cost pool.

Account 6113 =~ Either directly assigned, apportioned based on
Executive salary and wage expenses or apportioned based on the salary

i and wage expenses of Customer, Corporate (excluding Account 6711) and

Plant Nonspecific.
Account 6114 - Either directly assigned or apportioned based on
Customer, Corporate and Plant nonspecific salary and wage expenses.
Account 6115 - Either dlrectly assigned or apportioned based on the

to others.

i
I
i
i relative investment value of Account 2115, excluding investment leased
/"

Account 6116 - Either directly assigned or apportioned based on the

”f%elatlve investment value of Accaunt 2116, Customer, Corporate and Plant

-
-

-

;nonspec;flc.
Account 6121 - Either directly assigned, apportioned based on the
i relative investment in Account 1220.1, Supplies or attributed using the

- same methodology as building investment in Account 2121.

Account 6122 - Either directly assigned or apportioned based on the

‘Irelative investment value of Account 2122, excluding leased to others
i"investment.

} Account 6123 - Either directly assigned or apportioned based on the

frelative investment value of Account 2123, excluding Corporate
J,Communications Equipment, demonstration egquipment and leased to others.

Account 6124 - Has eleven elements based on. either directly
.dassigning or apportioned based on accounts that - -are relative to ‘the

! related cost pools.

The CAM, Section 1, paga & states .....total costs have been
apportioned to the two cost objectives in a2 manner that.....apportions
unattributable costs through a Gemeral Allocator. Further, Section 1,
page 2 defines unattributable as - cost of resources, ..... for which no
casual relationship exists. Additionally Section 1, page 5 contains the
under lined statewewt “The CAN Dses Direct Analy51s To Minimize Use of
the General Allocator.™

OPIRION.ﬁ Although there are no specific regqulatory requirements that
requires EBTHQ to use the CAM the Company does conform to the CAM in
other accounts it is allocating to its subsidiaries. As the CAM does
have the basis for the allocatiom methodology, it appears it would be
relatively easy for them to nse the CAM for all the accounts.

Drafl -




., AUDIT DISCLOSURE ©NUMBER 2

: it

e85 SPECIFIED
Brav yumeme

The general allccator is a catch 2ll comprised of a combination of
access lines, access line arctivity, construction expenditures anc
salaries and wages. In the auditor's opinion this combination of items
does not provide as proper an allocation basis as does the items as
listed in the CAM.

Page 2 of 2

RECOMMENDATION: The Company should adhere to the CAM procedures whenever
allocating costs. .

COMPANY COMMENTS:

3-

ki

- gt

wa%p
(G2

Jrat




[ ¥
N

e

12

| SPECIFIED
AUDIT DISCLOSGRE NUMBER 3 Dr a%& COHHDEN"AL

SUBJECT: Failure to provide affiliated company invoices’ ‘=

SCOPE RESTRICTION: Deocument reguest number 58 requested all invoices

" received by Bell South Headquartesrs, (BSHQ), during the month of July

1992 from Bell South Telecommunieations, (BST), Bell South Enterprises,
(BSE), Bell South Informatiom -Systems, (BSIS), Bell South Advanced
Networks, (BSAN), and the Bell South offices in Washington, D. c.,
(BSDC) . The Company's response was, "BellSouth will make available for
review .....the original invoices and supporting documentation for
charges from the listed subsidiaries to BSC which were handled by BSC's
cost allocation or project billing processes during August, 1992. A
follow up reguest, 58-B emphasized the need for ALL invoices. Without
the total amount of invoices as reguested there can not be a valid audit
decision as to whether the charges from the selected affiliates to BSHQ
that are ultimately passed on to 8ST are valid for rate making purposes.

OPINTON: The actual invoices as furnished to the auditor amounted to
approximately eight, (8) per cent of the total amount as recorded on
BSHQ's general ledger for July 1992. (Exhibit 1, attached}. All invoices
processed by BSHQ, as requested, were required in order to assure the
auditor that information was not being filtered out by the Company.
Without the total population of jinvoices a valid sample could not be
selected. In absence of the supporting information all charges from the
affiliated entities should be disallowed for rate making. The total
amount of this adjustment has not been gquantified at this time due to
time constraints.

RECOMMENDATION: Do not allow any of the charges from the above stated
affiliated entities to be included in the setting of rates.

COMPANY COMMENTSE: ﬁ g‘a%&




B
BellSouth Telephone Co.
Docket 920260 - Rate Case
BellSouth Headquarters Invoices from Aflises
For the month of 7/92

Draft

SPECIFIED

CONFIDENTIAL

Company i Amount
BS INFORMATION SYSTEMS
TOTAL PER GENERAL LEDGER 531,796.34
TOTAL PROVIDED 287,311.92
TOTAL NOT PROVIDED 244,484.42
PER CENT NOT PROVIDED 45.97%.
BS TELECOMMUNICATIONS
TOTAL PER GENERAL LEDGER 12,705,065.00
TOTAL PROVIDED 12,705,065.00
TOTAL NOT PROVIDED 0.00
PER CENT NOT PROVIDED 0.00 %!
BS ADVANCED NETWORKS
TOTAL PER GENERAL LEDGER 2,612,054.00
TOTAL PROVIDED 0.00
TOTAL NOT PROVIDED 2,612,054.00
PER CENT NOT PROVIDED - 100.00%
BS ENTERPISES
TOTAL PER GENERAL LEDGER 139,474,970.43
TOTAL PROVIDED 20,698.04
TOTAL NOT PROVIDED 139,454,272.39
PER CENT NOT PROVIDED 99.99%,
BSDC
TOTAL PER GENERAL LEDGER 1,810,456.24
TOTAL PROVIDED 28,517.31
TOTAL NOT PROVIDED - 1,781,938.93
PER CENT NOT PROVIDED 98.42%
TOTAL
TOTAL PER GENERAL LEDGER 157,134,342.01
TOTAL PROVIDED 13,041,592.27
TOTAL NOT PROVIDED 144,092,749.74
| 91.70%

PER CENT NOT PROVIDED

- Dyraft
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A SPECIFIED
AUDIT DISCLOSURE NUMBER 4 B ]‘&fi CONHDEN.”:::.

SUBJECT: Comparison of CAM’s for Florida utilities

STATEMENT OF PFACTS: Based on the latest available Cost Allocation
Manuals as submitted by Sounthern Bell, GTE, United and CenTel, a
schedule was prepared comparing the various allocation methods, by
account, for the four companies. The intent of this exercise was to

- determine, based on the four companies procedures, if one company's
methods were better than the othars or if some entirely different method

would be better than those now being used.

OPINION: The terminology used by the four companies is not consistent
enough to determine the basic differences in allocation methods between
them. It would take an in depth study of each company's records to
deternine how they are actually allocating costs.

RECOMMENDATION: A study should be made of the various utilities within
Florida to determine if their is a basic allocation method that can be
used by all the companies. This consistency would make both comparisons
of and auditing of the companies easier. '

COMPANY COMMENTS:

Dratt

114
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AUDIT DISCLOSURE

STATEMENT OF FACTS: According to Request 2-163, the foilowing costs have been
charged to BST:

AMOUNT ACCOUNT
BELLSCUTH CONTRIBUTIONS 1,864, 505.00 Lrall
BELLSOUTH MEWMBER DUES 97.900.00 Lt
BELLSOUTH CLASSIC 4AD5.800.00 sy
BELLSOUTH CLASSIC BST COSTS 351,100,00 [ AkE it
BELLSOUTH FEDERAL RELATIONS 2.547,500.20 a2
BELLSOUTH FEDERAL REJQULATORY #9¢.900.00 o2
BELLSOUTH CORPORATE ADVERTISING 1.535.000.00 arn
7.728,400.00

OPINION: These costs were removed in the Florida Rate Case
exhibits for 1992 actual test year adjustments to Net Operating
Income. We are including this information for other states
information purposes.

|

-
-
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AUDIT DISCLOSURE NO.

SUBJECT: ALLOCATION TO INTERSTATE OF CATV COSTS
STATEMENT OF FACTS: The FCC saguiives that all costs related to
Cable TV be separately recorded as imerstate. An Accounting Plan
for Cable TV transport was developed snd issued by RT Bishop, the
Comptroller, on August 17, 1990. {Latier 12-01)

Trials on Cable TV were conducted at Hunters Creek and Heathrow in
Staff engineer, Jack Hoyt's, review of Heathrow and Hunters Creek

construction costs have revealed the following:

1 The company paid Northern Telecom $5 million dollars for

equipment for the cable TV project. $2 million of these
costs were capitalized and $3 miflion for system support
was deferred and amortized to sxpense.
Based on a description of the $2 million dollars of
equipment, $881,000 was for Video and the rest was for .
POTS. The company has charged the entire amount of system
support to POTS. In doing sc, these costs went through the
normal accounting process of separations instead of the
100% special separation for viden. The following amounts
were charged with the amontization of the $3 million in
1982,
ACCOUNT AMORTIZATION

6612 209,032

6232 69,677

6362 301,936

580,645
The company miscoded the purchase of a Cable TV company.
See exception .
The dollars to be adjusted are inckagled in the revised
schedules in this exception in Account 2423.

Expenses associated with these trigls have not been
expensed in actordance with accosmting ietter 12-01.

The company dollars for CATV forpustside plant from the
general ledger does not agree e CATV amounts in the

Separation Systam.

18
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5 The revised company rumbers gig not recompute property tax
or depreciation expense for sOme years. The revised
depreciation expense for 1992 is the same as the original
even though investment changed. T

Staff did not receive the revised numbers umtll October 27, 1993. We never received
supporting documentation for the new aliocations of COE, the backup for the numbers
used in the general ledger for outsicle plant or their calculation of depreciation.

Opinion: The company has prepared revised aumbers with all the above adjustments.
They were not received in time for adeguate review but result in a decrease in
intrastate plant, accumulated depreciation and expenses. The revised numbers include
44.05% of the amortization in 1 above, based on the percent of video plant to total
plant in the Northern Telecom contract. The calculation below show the intrastate

and regulated calculations that were originally used to recorc the investment and
expenses in the 1992 rate case and books. it is necessary 1o remove the same portion
as what was recorded. These amounts are computed as follows:

e 1902 “ L AMOUNT
ACCOUNT  AMOUNT AMOUNT DIFFERENCE ORIGINALLY REGULATED TOBE
REVISED AS FILED TO INTRA . ADJJSTED
2113 s L 76.55% 87.19% 844
2112 Al n 76.55% 90.08% 49
2 o L ) 76.55% 90.08% 85
21$ o - . 76.55% 01.40% [ 7]
218 760 M0 76.55% §2.02% 535
212 440,458 230,004 ) 20 A52 76.55% 723% 18337
a2z Ta8 Yag 78.55% 83.00% 32
2 1288 1,388 10.56% 7.01% ’ 1.031
214 3,461 451 70.55% 95.34% 2,456
212 £7C, 148 762,000 VA 80.534% §7.920% 2068
N ° 500 448 500 448) 80.84% 10C.20% {404 580
2 2730208 1,651,386 1.2mams 0.0 100,00% 003,445
21 o (200) ;o 75.20% 96.98% =29
na 1,510,840 1,315,831 e 00 T2.70% 4.08% 130,803
. an 157 4,402 ARG T2 100.00% 1,232
a2 53054 §58.741 S 7270% 100.00% 4,808
222 2,262.258 1.776.937 SNEIEN F2T0% 108.00% 425,550
2441 86.708 846,754 2 2.70% 100.00%
125475 8,754,875 AT 1,422,008
NET PERCENT INTRASIIE REIATED ' 7%.01%
SAG. INTRAJRES PER PLANT
ACC. DEP. 2381484 302219 ] Hno1% A37.008)

b
1
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TO INTRA

34.75%

EXPENSES 1wz
.z 1992
ACCOUNT  AMOUNT AMOUNT SRR ORIGINALLY
REVISED AS FILED
(1] Ll .
118 0 o
[3h] ” ”
ang =18 -,
[~} 42 a2
ox 20,058 20,054
<7 135258 {10,209 k540
- Q 0
6422 1488 1,468 °
“2 71881 74,004 717
asy [ [
512 [ [
[ 1] (] ]
s 0 0
a5 [ 0
S5 38,349 38,248 -]
0535 1,180 1.180 6
 rab 1,547 1.547 []
2 514 14 ]
o2t 473 - 453 00
(1 "5 (7] °
T 4207 4,207 : L]
o724 2431 2431 0
oz 12N 1.2n 0
T e 172 112 0
ar 4 L] L]
7288 18,287 Ww.nr -]
400,457 140,150 me.r07

REGULATED

2%
22.95%
7.45%
w.%
100.00%
100.00%
38.15%
100.00%
100.00%
100.00%
100.00%
.75%
00.50%
77.12%
T7.05%
29.78%
"0.45%
$4.28%
4. 54%
95.87%
7.37%
R.1I%
94.55%
68 50%

7.82%
B4.08%

TOBE
ADJUSTED

013

23,292
nm

aupooooaog'oo

a

o 5 © © o 9O O

128,744

1

- b

8
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CUMULATIVE EXPENSES 1988 TO 1960

110
118
a1t
o212

SERAE

[t -]
Saa7

8512

EEERE

1333343332

-

119

[
AMOUNT AMOUNT OPTIERCE ORIGINALLY
REVISED AS FLED TO INTRA
1,001 LN 74.99%
1,848 1,552 T 74.50%
EE - o 77.%%
453,085 AEASSE 75.4%
e 2.020 e 75.4%
185.427 kaz7 TE.48%
12574 a2 - 7.8%
9.542 7.880 w2 TLI9%
.51 9,343 mare T2e0%
259,408 252,749 L T2.00%
s [ 1] -2 T289%
144 [ ] s T4.41%
192 w2 ° 73.98%
14,908 7.050 T.Ba6 T3.06%
2212 ©0 82 T M%
192479 181,474 WIS 72.08%
10.249 0.757 - 73.90%
10.n7 .58 1N T7.30%
3,289 2,783 ms T7.30%
20.084 2408 ‘sme. 4.75%
a7 R 28 4.75%
24,559 21,438 aw 04.75%
14,305 12478 umr 84, 75%
7.249 a.157 80 84, 75%
21084 1.0 2N .75%
1,104 b ] E 3. 75%
104,678 21,518 -1 4. 75%
2,004,006 71114 143097

REGULATED

K.20%
92.056%
b 0T.456%
§7.7%
100.00%
105.00%
38.8%
100.00%
100.00%
100.00%
100.00%
04.76%
20.50%
T.12%
T7.05%
$9.70%
”]0.45%
4. 38%
"M%
05.67%
7.37T%
3. 13%
5. 85%
$4.53%

¥7.52%
84.00%

Recommendation: Post all of the above adjustment and retroactively
adjust prior years. '

TOBE

ADJUSTED

1.2

wo
334, 79C
1292
124,364
184972
1,360
14,708

4854

5,57

03

ar
an
2978
1965
2.495

1218

1,793

10,482

nran

bo’
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AUDIT DISCLOSURE NO

SUBJECT: LEASES WITH SUNLINK AND DATASERY AND BELLSOU'I;H
COMMUNICATIONS SYSTEMS, INC.

STATEMENT OF FACT: The company provided the lease agreements for
the above but did not provide Fully Distributed Cost or Market
Comparisons.

Per the answer 1o request 2-679. the toamg payments were made in

1392 to Sunlink:
CHARGED TO

AMOUNT  BST(REQ2-012) . 7 .l
}] DATA SERV S

Data Serv charges BST through both Fully Distributed Costs for the
Atlanta Repair Facility and market rate for other services.

In response 2-001.A1, the company contends that the lease charges
are not in the Fully Distributed Cost caiculation and therefore

none of the costs chain in to regulation.

Sunlink also had a lease with Bellsouth Communications Systems,
I 8inc. (BCS): . They did not provide the requested FDC
analysis until October 6, 1993. All Sunlink Financial Staternents
and General Ledgers were requested June 7, 1993. The company said
they would backup only chained transactions but in doing so did
not inciude the BCS or Data Serv leases. The FDC analysis
provided shows that FDC is more than the lease costs charged to BCS by
24 $227,078. However, the FDC analysis include: ot Return
on Investment which was computed using a pretax return of 15.76%.

OPINION: The company has not adequaasly justified the charges for
Data Serv even though the company uses market rates because these
costs are chained through the market rates. “The costs apphcable o
10 Florida have been determined as follm

170




2]

% OF DATA SERYV REVENUE FROM BST 3.82% (DATA SERV CHARGED TO BST R
2 | 2-012 § 7/TOTAL REV
S _PERFIS)
4 {EASE AMOUNT \ jL _ :
BST ALLOCATION OF LEASE 54,664
PERCENT TO FLORIDA 24.68% (CHARGES TO FLA

1,218,592/CHARGES TO BST
4,936,617 REQ. 2-012) '
FLORIDA AMOUNT 13,491

Because we have not received any detail on BSCS stalf cannot

} | determine the amount of the lease which has been chained
. . SRR LD
in to regulation.
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Florida
Georgia

North Carolina
South Carolina
Alabama
Kentucky
Louisianna
Mississippi
Tennessee

RECOMMENDATION: Because the company would not provide complete access to
support their numbers the entire lease should be removed. The Florida portion

26.14%
17.28%
9.62%
6.44%
8.47%
4.92%
9.95%
5.85%
11.33%

should be allocated as follows:

Florida
% Regulated

% Intrastate
Fia Intra/Reg

/ 22,

2,836,707

DOLLARS

741,515
490,183
272,891
182,684
240,269
139,566
282,252
165,947
321,399

741,515 (used cost pool 8)
97.48% (MP2702 analysis)

722,829

77.33% (Ratio~Separations Report)

558,964

o

v

o
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AUDIT DISCLOSURE NO

SUBJECT: SUNLINK WAREHOUSE SPACE
STATEMENT OF FACT: According to the Coopers and Lybrand workpapers. Sunhnk rents
three warehouses to BST. They are as follows:

{p BIRMINGHAM WAREHOLSE
JACKSONVILLE WAREHOUSE
ST AUGUSTINE WAREHOUSE

The fully distributed cost figures contain 15.76% return on investment as

foliows:
AVERAGE no!
INVESTUMFENT
/ 4« SIRMINGHAM WAREHOUSE
SACKSONVILLE WAREHOUSE
ST AUGUSTINE WAREHOUSE
17

The company would not provide the General Ledger of Sunlink, only redacted
pages showing individual items on the FOC analysis.

OPiNION: A lower rate of return couid make rent higher than FDC on all
leases. The Jacksonville warehouse is already $240,056.10 higher than Fully
Distributed Costs.

Redacted copies of the general ledger are not sufficient to determine the
appropriateness of Fully Distributed Costs. We are unable to determine if
there are contra accounts which change the balances used or if there are - -
working capital accounts which should be included but have not been.

The amount of rent has been allocated by staff to the states using
account 6121 allocation basis as follows:

ok
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AUDIT DISCLOSURE NO
SUBJECT: CSL BIRMINGHAM

STATEMENT OF FACT: CSL Birmingham has three complexes charged at Fully
Distributed Costs (FDC) to BST. Acconding to request 2-0038 they are: S

BUILDINGS _ FDC BASE RENT

{, BSSI 5,312,500
BSSI 3,180,025
3700 BLDG. 1,565,410

9 10,057,935 |

Additional rent is paid for operating expenses, taxes and insurance. These amounts
were requested 8/9/93 (Request 2-131) and have never been provided. However,
according to request 2-131, total rent revenue of CSL Birmingham from BST was
$10,635,900.

The following amounts were included in the FDC analysis for Return on Investment
computed at 15.76%.

AVG. INV. ROl
177 BSSI
BSSH
3700 BLDG.

2D

The company provided redacted pages from their general ledger which
contained the numbers used in their FDC analysis but refused to provide
their entire ledger.

The rent is being ailocated to the states ulhg the allocatlon percents for account
6121.

% | DOLLARS RENTWITH |

- - : _ RENT PERATING EXP. -
Florida ) 26.14% 2,629,144 2,780,224
Georgia 17.28% 1,738,011 1,837,884
North Carolina 9.62% - 967.573 1,023,174
South Carolina £.44% 647,731 684,952
Alabama - BATH 851,907 900,861 "
Kentucky 4.92% ' 494,850 523,286
Louisianna 9.95% ' 1,000,765 1,068,272
Mississippi 5.85% 588,389 622,200
Tennessee 11.33% 1,139,564 - 1,205,047

1 70,057,935 | 10,635,900 |
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OPINION: Limited access to the general fadiger is not sufficient to support their FDC
analysis. Providing only certain CCOUNRS goes not allow review for contra accounts
which could change the balances needad 1 be used.

It also does not aliow a review to determine ¥ all necesssary accounts were
included in working capital. e

Questions aiso arose from the redacted copies of whether the 3800 building and the
3700 building were charged to the same cost canter. By not being able to review the
general ledger for charges for the 3800 buliding it was impossible to determine if

the FDC analysis contained costs for the 3800 building. The company later provided
redacted copies of the General Ledger showing the 3800 building as a separate line
item but redacted the dollars.

It also was impossibie to determing the reasonableness of other rents.

Reducing the rate of return 1o a lower leve! could reduce FOC to being lower than the
actual rent charged.

RECOMMENDATION: Because the company refused to support their calculations by full

access, the rent of $10,057,935 and additional rent should be removed.

RENT ONLY  ALL COSTS

Florida portion ) 2.629,144 2,780,224
% Regulated 95.07% 95.07%
2,499,527 2,643,159
% Intrastate 77.33% 77.33%
Fiorida Intra/Regulated 1,032,884 2,043,955
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AUDIT DISCLOSURE NO.

SUBJECT: RETURN ON INVESTMENT USED FOR FULLY DISTRIBUTED COSTS ALLOCATED
FROM AFFILIATES ‘

STATEMENT OF FACT: Most of the afiliates charged BST for a Return on
Investment of 11.25% and a pretax retumn of 15.76% computed as follows:

ALLOWABLE ROI 11.25%
DEBT RATIO 44.20%
DEBT COST RATE ) 8.80%
WEIGHTED DEBT COST 3.89%
WEIGHTED EQUITY COST 7.36%
GROSS UP FACTOR 6.20%
WEIGHTED EQUITY COST RATE

GROSSED UP FOR INCOME TAXES 11.87%
RO! GROSSED UP FOR INCOME TAX 15.76%

The company was requested to provide the actual return on investment
paid to each affiliate and chained to each uffiiate. This was not
received in time to include the information in this report. Where the
information could be obtained it is included with other excaptions and
disclosures.

OPINION: This rate of return should be reviewed by our cost of capital section
for reasonableness.

1op




AUDIT DISCLOSURE NO.
SUBJECT: CSL CHASTAIN CENTER

STATEMENT OF FACTS: According to lgases between BST and csL Chasta:n BeIlSouth
4 Telephone rents 59,267 square feet of space in the CSL Chastain Compiex a
per the leases for Phase Il and lll.

The average rent over the 15 years net of the improvement allowance was
‘per square foot for the 48,468 in phase I an square foot for
“the 10,799 square feet in Phase lll. '

The company compared the MOVATS lease because it was a non-affiliate company, at
/0 Jper square foot for the 35,725 square feet. The improvement allowances
J 1*3veraged over the five years reduced the lease amount to an average of __per
square foot,

The MOVATS lease was a five year lease which has expired. That space is now
empty.

According to the company provided list of {assees, the next largest space is a lease
with ATT in phase Il for 28,307 square feet. The company refused to provide the
lease because it wasn't used to determine market.

The rent allocated to the states using account 6121 allocations is:

% DOLLARS RENT W/

RENT OTHER COSTS

2 Florida 26.14% 170,616

Georgia 17.28% 112,787

North Carolina 9.62% 62,790

South Carolina 6.44% 42,034
Alabama B.47% §5.,284

Kentucky 4,92% 32,113

Louisianna 9.95% . 64,944

Mississippi 5.85% - 38,183

Tennessee 11.33% 73.8951
30 | : §52.700
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AUDIT DISCLOSURE NO

SUBJECT: CAMPANILE LEASE-1155 PEACHTREE ASSOCIATES

STATEMENT CF FACT: The Campanile bullding in Midtown Atlanta. is owned by
1155 Peachtree Associates.

According to a response to Request 2-054A, Attachment G, as of 9/1/93 the
space is occupied as follows: '

9/1/93 12131192
BST and Affiliates 72.57% 75.10%
C&L and Carter 17.21% 17.21%
Non Affiliates 7.69% 7.69%
Vacant 2.53%
{  100.00% 100.00%|

* Per lease charges from BSE having 6th floor in 1982

The company provided leases which show an average cost per year per square foot
after averaging improvement allowances ower the life of the lease as follows:

/ & Coopers and Lybrand
BST
BSIS
BSE
85C
2, BSC adjusted the ¢ 3 to amount 10 s qiverage per square foot per year
according to their JCO Matrixes.

The total paid b BSC to 1155 Peachtree Assoc. before the adjustment and mcludmg
<24} other rent was'$ 7 T according to request 2-156. ' _

According to the Coopers and Lybrand mﬂ-pers. no adiustment was made by Coopers -

and L rand for the 3rd to 4th amendments of she lease which added 27,406 of space at
27 ;at 12/1/95 and 1731796 respectively and othe end of the lease. It = = ..
J&Coopers and Lybrand had adjusted lllne mdments fromE to i §hey would -

haverammrsdmm.zwsz. s T LT

Staff requested leases i the building other Shan Coopers and Lybrand. Gary
Grace, the company representative said thers were no comparable leases in the
Campanile Building and that the only compasable space was a lease in the 1100
building accross the street. He provided alesse made in 9/1/93 with RR
Donnelly and Sons Co. far 7,195 retuable sguawe feet for 5 years. This




&

- paniait, -
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OPINION: It does not appear approprisie 10 compare a five year lease to a
15 year lease.

In 2 competitive market, it wouid be reasprmble to give better ratestoa
company locking in to a lease for a large spmoe for 15 years as this would E
assist the lessor in obtaining financing for the project and eliminates the need -
to pay commissions for finding new tenants. CSL Chastain paid Carter Associates
47 and Oxford Industries § Yand¥ Yor procuring the MOVATS iease.
If BST had a 5 year lease, they may have renegotiated a better lease rate at the
end of five years, or moved as MOVATS @id. By locking in to a 15 year lease,
they did not have that option.

FDC could not be determined for comparison because the company would not
provide the general.ledgers.

RECOMMENDATION: Because the 15 year leases are nat comparable to other
leases and no tenants are comparable in size and because the company would
not provide general ledgers to allow for a fully distributed cost
16 computation, the entire rent of $4 Jand other lease costs which
total $652,700 should be removed as follows:
RENTONLY_  ALL COSTS

/% Fiorida portion - 170,616
.Percent Regulated . 95.07% 85.07%

2/ e 162,204
Percent Inrastate ) _77.33% 77.33%

3 Florida Intra/Reg T 125,433

If the rent were reduced only to the MOVATS lease amount of $5.65, the rent would
be reduced by $241,689 computed as follows:

PHASENl  PHASE Il
7 BST RENT NET OF IMPROVEMENTS
28 MOVATS RENT NET OF IMPROVEMENTS
<9 DIFFERENCE L
TIMES SQ. FEET 48,468 10,799

. 198,718 42,980
Percent Florida W

33 : L _ !
Percent Regulated 2500%

s Ld

3?F'erc:ent Intras _TLXN%.

——
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/ lease was made for " base vene bt included design cost and improvement
£ altowances of 'pe’ ¢ square iont amortized over five years this reduces
Rrentby$ per square foot . per square foot.

It should also be noted that the company’s that BST is using to compute market
rates for both the Campanille Buitdingerwf the 1100 building are doing business
with BST and their affiliates. The amooms paid in 1992 are {per request 2-158):

Coopers and  Kilpatrick &

Lybrand Cod
g BSC HQ AND BSE . .
BST 3,781,000 253lO,QQ,__

/1

OPINION: Since the company believes the 1100 building is comparable space, it is
questionable why they did not use the Kilpatrick and Cody lease for companson

/4L which was made in 6/91 for 141,414 square feet at an average per year of S . “per
square fool. This space has more than the 72,000 square feet used by Coopers and
Lybrand and is closer in time initiated than the RR Donnelly lease.

If market rate is appropriate, the Kilpatrick and Cody lease should be used for

/8 comparison thus adjusting the Coopers and Lybrand rate ofim to ?mm ora

{9 reduction of ! " 5 Using the space of 805,696 for BSC less 1993 space of 8080 and
storage and mallroom and computer space of 9,475 for a net of 288,141 x$4.58 is
$1,319,685.70. The adjustment for amendment 3 and 4 needs to be reducedtothe C &
L rate for an additional 88,247.32. The total adjustment would be $1,407,933.

The attached charts allocates these costs to BST and to the states using 1992
billings as a base. The reductions to BST would be $1,048,317.52 and to Florida would
be 3274}.030. This amount needs 1o be aflocated to intrastate reguiated doliars.

However, because the Campanile Building was rented 75% by BST and Affiliates
and 17.2% by companies earning a substantial amount of their revenues from
BST and affiliates and because the 8SC space of 305,695 is not really
comparable to either the Coopers and Lybrand space of approximately 72,000 or
the Kilpatrick and Cody lease in the 1100 Builting of approximately 141,000
square feet, a comparable market does not exist and fully distributed cost
shouid be usad.

In a competitive market, a lessor who would be guaranteed.rent on 300,000
square feet of spaca or 1D.yaars woulti prodbably be willing to negotlate a
bettar price than they would on 72.000 seqpmre feet.

Since the company would not provis ol casts and the general 'ledger for
the Campanile Building, staff was unaliis %0 determine FDC. :
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RECOMMENDATION: Since the eapmmy would not provide access to staff to the
records necessary tc compute Fully Dissibuted Cosi, the entire rent for
3 1992 of __Should be remowed. .

According to the attached computafions, $5,543,669.26 relates to BST and
$1,449,115.08 is Florida specific. This a&mount needs to be allocated 10 Intrastate

Regulated.

R :.m‘lH’__:' -
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DISCLOSURE NG.

SUBJECT: BellSouth Corporstiem Cost Assignment and Allocation
Comptrollers Departmsnt

Corporate Consolidatioms - External Reporting (RC H13120)

STATEMENT OF FACTS:

The Comptrollers Department/Corporate Consolidations - External Reporting RC is
“[r]esponsible for maintaining and enhancing the BellSouth Financial
architecture, providing SEC financlal reporting policy guidance, and generating
consolidated monthly/quarterly/awmwal internal and extermal reports." (Cost
Assignment Form provided in response to data request 6-065.)

The information included in the Cost Assignment Form states that BSC utilizes the
equity of subsidiaries allocator teo allocate the costs of this RC to its
subsidiaries, based 'on the rationmmle that "[s]ervices are in support of all
subsidiaries and are attributable based on the investment/interest BellSouth has
in each." Certain corporate services costs are exception reported and allocated
based upon employees in the wage and benefit plans. Costs of specific financing
activities are project billed £o BST, BSE, and to BSCF.

There is also a Comptrollers Department with accounting, reporting, and
administrative responsibilities at the BST organization level.

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total corporate services costs incurred by and
billed for RC H13120 in 1992 were $1,651.9 thousand, consisting of $850.3
thousand in direct costs and 58D1.# thousand in overheads. BST's estimated
allocation was $1,196.0 thousand, ox 72.40% of this cost.

OPINION: The allocation of Comptrellers/Corporate Consolidation -External
Reporting corporate services costs to BST was overstated by $§1,196.0 thousand and
was also inconsistent with the Company’s stated rationale. BSC utilized an
equity allocator but c¢ited an “inmwvestment" rationale. Regardless of that
inconsistency, these costs wers mot caused by BST, but rather are the direct
result of the holding company structmsm that exists to facilitate the investment
in and operation of nonregulated wemmmxprises. BST has its own management and
organizational structure, includinga Comptrollers Department. The BSC costs are
incremental to those incurred directly by BST. As discussed more extensively in
the General Section of this chapter of the audit report, the JCO and Part 64.901
require that costs be allocated on the basis of cost causation, not on ultimate
benefit, amll vt on abllity to bear.

RECOMMENDATION: 1992 BST expenses of §1,196.0 thousand should be disallowed. BSC
should modify its allocation factor €0 retain 100% of these costs.
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DISCLOSURE NO.

SUBJECT: BellSouth Corporatien Cost Assignment and Allocation
Comptrollers Department

Corporate Accounting (RC #15170)

STATEMENT OF FACTS:

The Comptrollers Department/Corporate Accounting RC is responsible for
“[plrovid[ing] traditional accounting services functions, such as intercompany
billing (Headquarters & "flow through™), corporate books, and disbursement [;
¢]ompiling Corporate Financial reports £rom subsidiary data transmissions for
BellSouth Corporation [; plrovidiing) mechanization support for BSHQ Comptrollers
[; plrovid[ing] support for Affilfated Accounting Witness." (Cost Assignment
Form provided in response to data vequest 6-065.) .

The information included in the Cost Assignment Form states thaz BSC utilizes the
headquarters allocator to allocate the costs of this RC to its subsidiaries,
based on the rationale that the functions performed "are in support of BellSouth
Headquarters and BellSouth D.C. opsrations and are not attributable to the
subsidiaries."” Certain corporate services cosis are exception reported to BSHRA,
BST, and BSE. Other costs are projecs billed to BSCF.

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated rofal corporate services costs incurred by and
billed for RC H13170 in 1992 were $1,206.3 thousand, consisting of $620.9
thousand in direct costs and $585.& thousand in overheads. BST's estimated
allocation was $905.9 thousand, or 75.10% of this cost.

—
u3
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DISCLOSURE NO.

SUBJECT: BellSouth Corporatiem Cesr Assignment and Allocation
Comptrollers Departmsmt

Affiliate Interest Matpars (RC H13140)

STATEMENT OF FACTS:

The Comptrollers Department/Affiliates Interest Matters RC is responsible for
*[slervices of BSC Affiliated Imterest Witness on behalf of BellSouth
Telecommunications (BST) before the state public utility commissions [;
c]oordinating with interdepartmentsl representatives and regulatory staffs to
collect and distribute data £er BellSouth Headquarters |[; plerforming
investigations, analyses, and ongeing monitoring of affiliate interest issues
concerning BellSouth Headquarters and nonregulated subsidiaries {; and p]roviding
information on BellSouth matters to BST regulatory persomnnel.” (Cost Assignment
Form provided in response to data veguest 6-065.)

The information included in the Cost Assignment Form states that BSC allocates
100% of the costs of this RC to BST, based on the rationale that "[s]ervices are
provided on behalf of BST concerning BellSouth Headquarters and other BellSouth
entities.”

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total corporate services costs incurred by and
billed for RC H1314Q in 1992 were §127.5 chousand, consisting of $65.6 thousand
in direct costs and $61.9 thousand in overheads. BST's estimated allocation was
$127.5 thousand, or 100.00% of this cost.

™
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DISCLOSURE NO.

SUBJECT: Emplovee Stock Ownership Plan (ESOP)

STATEMENT OF FACTS:

BellSouth incorporated a leveraged ESOP ("LESOP") feature into both the existing
Management Savings and Employee Steck Ownership Plan ("MSP") and the existing
Savings and Security Plan ("SSP") 1m 1990. The ESOP Trusts purchased shares of
BSC common stock with the proceeds of bank loans subject to a thirteen year
repayment schedule. BSC guaranteed the debt of the Trusts. (Note H of the
BellSouth Corporation 1992 Annual Report, responses to data requests 6-084 and
6-088, and interview with Mr. Greg Oriffin, the BellSouth Corporation Subject
Matter Expert with respect to the LESOP.) )

The usage of the leveraged ESOP provides BSC with certain tax benefits and has
lowered its cost of financing. Certain tax benefits were obtained by BSC for
common stock dividends paid into the Trusts for debt service and by the Trusts
for principal repayments on the bank debt, neither of which are otherwise
deductible to reduce tax expense excep:z in conjunction with a leveraged ESOP.
(Responses to Staff data requests 6-084, 6-089, and 6-090, and interview with Mr.
Greg Griffin.)

The Emerging Issues Task Force Abstract 82-10 (Sponsor's Recognition of Employee
Stock Ownership Plan Debt) and a publicartion authored by Gerald Kalish (ESOPS -
The Handbook of Employee Stock Ownexrship Plans) discuss the leveraged ESOP and
its use as a financing technique. These publications discuss the requirement
that the LESOP be accounted for by recognizing the bank loan as debt and by
reducing the common equity by an equivalent amount on the books of the
corperation that guarantees the debt, BSC accounted for its leveraged EZSOP in
this manner. (Note H of the BellSouth Corporation 1992 Annual Report and
responses to data requests 6-084, 6-085, and 6-088).

To illustrate how the LESOP serves as @ financing technique, the following tables
provide a pre and post illustration of the effect of the increased leverage on
the capital structure and the concomitant reduction in the weighted cost of
capital. The second table illustraves that alchough the total capitalization
remains unchanged, its composition is changed to reflect the LESOP debt and the
LESOP Trust acquisition of common shares. This financing technique reduces the
illustrative company’s weighted cost of eapital and its total financing costs in
a panner similar to any other form «f dorrowing in order to repurchase common
shares.

1R
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LINETRATION OF
- E LESOP
CAPITAL STRUCTURE AND COST OF CAPITAL
Loewmilllions)
Weighted
Capital Capital Cost Cost Cost
k3 p 4 x 3
Common Equity $4,000 b 28 %4 13.00% 7.43% $520
LTD - ¥Non ESOP 3,000 A2.84 8.00 3.43 260
LTD - ESOP - == .-
Total 37,000  3pp 00z l0.88%  $760
e —— - — - ——

There are two primary authoritatiwe sources that describe the accounting
Tequirements under Generally Accepted Accounting Principles for ESOPs which the
Company is required te follow. The first is Statement of Position 76-3,
*Accounting Practices for Certain Employee Stock Ownership Plans," issued by the
American Institute of Certified Publie Accountants. Statement of Position of 76-
3 requires that the obligation of the ESOP be recorded as a liability (debt) in
the financial statements of the employer when the the employer has guaranteed the
debt service requirements. It requipres an offsetting reduction to common equity.
Both the debt and the common equity sffset amounts are reduced as the ESOP makes
principal repayments on the loan(s). It also requires that the expense
recognized by the employer be sSegregated between compensation and interest,
stating:

"Since the debt of the ESOP is, in substance, the employer’'s debt,
the Division believes that the emplover should report separately the
compensation element and the interest element of the annual
contribution, and should disclose the related interest rate and debt
terms in the footnotes to the financial statements."

The second of the two authoritative accounting requirements is the Emerging
Issues Task Force Abstract No. 8%-8, “"Expense Recognition for Employee Stock
Ownership Plans.®" This Abstract regulres the use of the shares allocated method
of ESOF expense recognition in accordsmce with the following formula (the first
component represents compensation szpense):

Shares Allocated for the Period

( Jotal Shaves Purchared

x Ovigiaall Principal) + Interest Incurred During Period

Abstract No. 89-8 alse requires thet rhe common stock dividends utilized to
service the ESOP debt be treated a3 a reduction to the amount of expense
recognized.

The BSC Comptrollers Department initiglly computes the total expense, terming it

]

[a]

+ "
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*benefits expense." ¥For BSC copmdlidated financial statement purposes only, BSC
then allocates the common stotk "ividend offset between the compensation and

interest expense components on the ratio of principal and interest in the ESOP
debt service payments. it does uoc segregate the "benefits expense" into
compensation and interest compoments @n the accounting books of BST or BSC-HQ.

(Responses to data requests 5-0B& and 6-088.)

BSC assigns the total ESOP "bemefits expense” to its subsidiaries, including BST
and BSC-HQ, based upon the number of plan participants. The ESOP "benefits
expense" assigned to BSC-#Q is subsequently allocated and billed to BSC
subsidiaries including BST threugh the BSC overhead allocation process.
(Interview with Mr. Greg Griffin.)

BSC does not provide a breakdowm of benefits expense between compensation
expense and interest expenss to BST, BSC-HQ, or any of its subsidiaries. BSC
only segregates the benefits expanse between compensation and interest expense
for the BSC consoljdated financial statements. As a result of this accounting
and assignment allocation process, the accounting books of BSC-HQ and BST do not
segregate the interest expense component and, consequently, do not report the
interest below the line as a firmmneing cost. Rather, the BSC leveraged ESOP
financing cost is reported as an operating expense by BST, not only for the
directly assigned cost, but also for the portion of the BSC-HQ's assigned cost
that is subsequently allocated to B5T through the overhead allocation process.
BSC commenced this accounting and assignment/allocation when the leveraged ESOP
feature was added to the MSP and the SSP. The Company has not discussed this
treatment with its external audiror. {Response to data request 6-088 and
interview with Mr. Greg Griffin.) :

The assignment by BSC to BST and other subsidiaries of BSC interest expense,
which is then treated by BST as au recoverable operating expense for ratemaking
purposes, results in a further reduction to BSC's cost of capital. The following
table provides a furcher illustration, consistent with the illustrations in the
two previous tables, of the effect on the parent company's capital structure and
the weighted cost of capital. Note that the illustrative parent company's total
capital outstanding continues to remain unchanged from the post-LESOF previous
table, while the weighted cost of ecapital declines by the amount of interest
assigned or allocated to its subsidiaries.
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]
LIUSTRATION OF
PARENT COMPANY ALLOCATION
OF LESOP INTERESY COST TO SUBSIDIARIES
' ) '
:
Weighted
Capital Capital Cost .Cost Cost
H ik S X X s
Conmon Equity $3,000 L. 06X 13.00% 5.5 $390
LTD - Non ESOP 3,000 42.86 8.00 3.463 240
LD - ESOP 1,000 29 8.00 L %
Subtotal 7,000 10080 10.14 710
ESOP Interest

Allocated to Subs - =1.14 - &0
2,000 100,00 S.00r 3630

In 1992, BSC incurred ESOP expense of §112,300 thousand, consisting of $71,800
thousand in compensation expense and $40,500 thousand in interest expense. It
assigned $101,502 thousand to BST and $1,940.9 thousand to BSC-HQ, of which BST
was in turn allocated $1,503.4 thousand through the BSC overhead allocation
process. Of the $103,442.9 thousand torsl assigned and allocated to BST for ESOP
expense, $66,137.1 thousand was compensation expense and $37,305.8 thousand was
interest expense based upon the BSC consolidated allocation between each of those
components.

BSC recieves the tax benefit assoclated with deduction of dividends on the stock
held by the ESOP trust. This tax benefit is retained by BSC and is not allocated
to BST.

110G
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DISCLOSURE NO.

SUBJECT: BellSouth Corporstiem Cosz Assignment and Allocation
‘Corporate Affairs Department

External Affairzs (RC M94040)

STATEMENT OF FACTS:

The Corporate Affairs/External Affairs RC is responsible to "[e]ncourage and
support BellSouth corporate employees’ involvement in community and civic
volunteer efforts and handle related special projects. Develop a BellSouth arts
program and an in-kind contributions policy and program. Develop a contributions
policy handbook and corporate membership directory. Provide staff support and
handle special projects for the Chairman related to his external activitries, such
as Chairman and Executive Board Committee Member of the U.S. Chamber of Commerce,
member of United Way of Americs’'s Board of Governors, Business Roundtable, Boy
Scouts of America, Woodruff Arts Center, Atlanta Historical Society, etc. Manage
all fund-raising efforts related to the Chairman’s external activities, including
the National Alliance of Business, U.S5. Chamber of Commerce, the JFK Center for
the Performing Arts and National Junior Achievement.” (Cost Assignment Form
provided in response to data request §-065.)

The information included in the Cost Assignment Form states that BSC utilizes the
general allocator to allocate the costs of this RC to its subsidiaries, based on
the rationale that "{a]ll functions-are provided at the corporate level and are
not connected with any specific torporate entity.” BSC utilizes exception
billing to the marketing general allocator and the the BellSouth Classic. BSC
does not utilize project billing £or this RC.

Charitable contributions are not allowed rate recovery in Florida., (General
Telephone Company proceeding, Order Neo. 10418, page 16, November 23, 1981.)

The methodology used to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total corporate services costs incurred by and
billed for RC H94040 in 1992 were $4,462.5 thousand, consisting of §3,774.0
thousand in direet costs- and $688.5 thousand in overheads. BST's estimated
allocation was $3,715.2 thousand, or 83.25% of this cost.
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DISCLOSURE NO.

SUBJECT: BellScuth Corporatism Cost Assignment and Allocation
Corporate Affairs Department

Corporate and Educatiem Affairs (RC H94100)

STATEMENT OF FACTS:

The Corporate Affairs/Corporate st Education Affairs RC "[o]versees BellSouth's
interests in education and its suppert for local, regional, and national issues
of community interest. Directs the BellSouth Foundation which provides financial
support to education in the nine-ezate operating territory; oversees the director
of education affairs; coordinatas the Global Leaders program; and directs the
corporate contributions and mesbexship. (Cost Assignment Form provided .in
response to data request 6-065.)

The information included in the Cost Assignmen: Form states that BSC utilizes the
general allocator to allocate the posts of this RC to its subsidiaries based on
the rationale that "[t}he education and community support provided through
Corporate and Education Affairs support the subsidiaries’ needs for qualified
employees, for educated consumers, for strong communities and for economic
development. Several methodologiss, therefore apply."” BSC utilizes exception
billing to the marketing general allocator and to the BellSouth Classic. BSC
utilizes project billing for the eosts of scholarship programs available to
employees’ children.

Charitable contributions are not allowed rate recovery in Florida. (General
Telephone Company proceeding, Order No. 10418, page 16, November 23, 1981.)

The methodology utilized to quantify the 1992 billing activicty for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total corporate services costs incurred by and
billed for RC H94100 in 1992 were $508.4 thousand, consisting of $429.9 thousand
in direct costs and $78.5 thousand in overheads. BST's estimated allocation was
$423.2 thousand, or 83.25% of this cost.
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DISCLOSURE NO.

SUBJECT: BellSouth Corporation Cost Assignment and Allocation
Corporate Affairs Bepartment

Headquarters (RC H94I10)

STATEMENT OF FACTS:

The Corporate Affairs/Headquarters RC is responsible for the "[a]dministration
of BellSouth sponsored programs dedicated to improving public education in the
southeast, using existing corporate resources.” (Cost Assignment Form provided
in response to data request 6-065.)

The information included in the Cost Assignment Form states that BSC utilizes the
general allocator to allocate the costs of this RC to its subsidiaries, based on
the rationale that "{s]ervices provided benefit all entities. (No methodology
identified that would more accurately allocate services provided.)"™ BSC does not
utilize exception or project billimg for this RC.

Charitable contributions are not allowed rate recovery in Florida. (General
Telephone Company proceeding, Order No. 10418, page 16, November 23, 1981.)

The methodology utilized to quantify the 1992 billing activiey for each RC is
discussed in the CGeneral section of the BSC chapter of the audit report. Under
this methodology, the estimated toral torporate services costs incurred by and
billed for RC H94110 in 1992 were $2&2.3 thousand, consisting of $204.9 thousand
in direct costs and $37.4 thousand in overheads., BST’'s estimated allocation was
5201.7 thousand, or £3.25%8 of this cost. .
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DISCLOSURE NO.

SUBJECT: BellSouth Corperation Gostr Assignment and Allocation
Corporate Affairs Depsptasent

Charitable Contributions

STATEMENT OF FACTS:

BellSouth Corporation allocated and billed BellSouth Telecommunications and its
other affiliates for the costs of the charitable contributions incurred during
1992, <The direct costs and overhead loadings are recognized by BellSouth
Corporation in the Public Relations Department and charged to BSC account 756.
The costs are then treated as a departmental (corporate) overhead and allocated
to BST and other BSC affiliates in proportion to the allocations of BSC direct
costs (primarily salaries and wages). BST does not account separately for its
allocation of BSC charitable contribution costs in a below the line account.
(Response to data request §-060.)

BellSouth Corporation Headquarters billed each of the subsidiaries the following
amounts during 1992 for the costs of charitable contributions.

W T v
BELLSOUTH CORPORATION
BILLING TO SUBSIDIARIES
CHARITABLE CONTRIBUTIONS EXPENSE
|2
{S000s)
r 2PNt —=% of Toral
BellSouth Telecommunications 31,0945 83.13%
r BeliSouth Business Systems st 3.30%
SeliSouth Enterprises —P 13.57%
LW Totat 8BIM.0 100.00%
Source: <Response to data request &~ID.

In 1992, BellSouth Corporation billed dts subsidiaries a total of $2,279.0
thousand for charitable comtriburions expenses. The billings to BellSouth
Telecommunications totalled $1,894.5 thowsand, or 82.13% of the toral charitable
contribution costs billed by BSC.

The amounts billed by 8SC to irs subsidiaries for charitable contributions do net
reflect cthe administration expensss fmrurred by the BellSouth Foundation. All

T4
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administrative expenses associmoed with the BellSouth Foundation are charged to
the BellSouth Corporate and Edutatdownal Affairs Department under RC H94100. The
general allocator is applied te these expenses to allocate them among the
subsidiaries. {Response to data remuest 6-082.)

Charitable contributions are net. allowed rate rec'overy in Florida (General
Telephone Company proceeding, Ovdex #o. 10418, page 16, November 23, 1981.)




OPINION: BST's accounting trestment of its allocation of BSC charitable
contributions expense, in effect, places the ratepayers in a position of being
involuntary donors since they hewe mwo control over whether the contribution
should be made or what charity sbeuld receive che contribution, nor do
residential ratepayers receive smy tax benefits from the contributions. While
such contributions are commendable, they are not necessary for the provision of
regulated utility services and should be made on behalf of the Company and its
shareholders and not the ratepayers. As a result, the charitable contributions
{ncurred by BSC and allocated to BST through the overhead cost allocation and
billing process results in the overstatement of above the line BST operating
expenses. —

RECOMMENDATION:

1992 BST operating expenses should be reduced by $1,894.5 thousand or 100% of the
charitable contributions expense allocation from BSC. Charitable contributions
should be treated consistently for rate recovery purposes whether incurred
directly by BST or incurred by BSC or other BSC affiliates and allocated to BST
as an operating expenses. BSC should retain 100% of these costs. As an
alternative, BST should be directed to medify its accounting treatment to record
the costs of charitable contributions assigned directly or allocated by BSC or
other cost-based affiliate transacrioms in a below the line account.
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DISCLOSURE NO.

SUBJECT: BellSouth Gorperarion Cost Assignment and Allocation
Corporate Plamding Department

Strategic Reseaxrch (RC H23020)

STATEMENT OF FACTS:

The Corporate Planning/Strategic Researeh RC provides "(s)trategic primary and
secondary marketing research in support of entity planning efforts [and l]ibrary
ressurces for all BellSouth companies." (Cost Assignment Form provided in
response to data request 6-0653.)

The information included in the Cost Assignment Form states that B3C utilizes the
general allocator to allocate the costs of this RC to its subsidiaries, based on
the rationale that the "{flunctions performed benefit the entire Corporacion.
No cost causative relationships between expenses incurred and duties performed
exists.” Marketing research services performed on behalf of specific
subsidiaries are project billed.

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total corporate services costs incurred by and
billed for RC H23020 in 1992 were $950.0 thousand, consisting of $441.3 thousand
in direct costs and $508.7 thousand in overheads. BST's estimated allocation was
$784.5 thousand, or 82.59% of this coszc.
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DISCLOSURE NO.

SUBJECT: BellSouth Corporatism fest Assignment and Allocation
Corporate Planning Bepartment

Subsidiary Strateglc Plamming (RC H23400)

STATEMENT OF FACTS:

The Corporate Planning/Subsidiary Strategic Planning RC is responsible for
*{d]eveloping guidelines for strategic planning and analyz[ing)
strategic/operational plans of entities to ensure support of corporate goals.
Conduct{ing] scenario planning to determine view(s) of the industry landscape and
develop/evaluate strategic options for BellSouth. Based upon this evaluation,
recommend(ing] changes to the corporation direction.” (Cost Assignment Form
provided in response to data request 6-065.)

The information included in the Cost Assignment Form states that BSC utilizes the
general allocator to allocate the costs of this RC to its subsidiaries, based on
the rationale that the "[flunctions performed benefit the entire Corporation.
No cost causative relationships berween expenses incurred and duties performed
exists." There is no exception billing or preject billing for any planning that
might be performed for specific subsidiaries,.

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of ths BSC chapter of the audit report. Under
this methodology, the total estimated gorporate services costs incurred by and
billed for RC H23400 in 1992 were $618.2 thousand, consisting of $287.2 thousand
in direct costs and $331.0 thousand in overheads. BST's estimated allocation was
$510.5 thousand, or 82.59% of this cost.
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DISCLOSURE NO.

SUBJECT: BellSouth Corpasmrion Loez Assignment and Allocation
Corporate Planndng Department

Advanced Strategic Plsmming (RC H23500)

STATEMENT OF FACTS:

The Corporate Planning/Advanced Strategic Planning RC is responsible for
"[f)ormulac{ing) corporate strategic plan. Develop[ing) Performance Measurements
System requirements. Analyz{ing] specific corporate issues and recommend[ing]
direction.” (Cost Assignment Form provided in response to data request 6-065.)

The information included in the Cost Assignment Form states that BSC utilizes the
general allocator to allocate the costs of this RC to its subsidiaries, bzsed on
the rationale that the "[flunctions performed benefit the entire Corporation.
No cost causative relationships between expenses incurred and duties performed
exists." There is no exception billing or project billing for any planning that
might be performed for specific subsidiaries.

The methodology utilized te quantify cthe 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total corporate services costs incurred by and
billed for RC H23500 in 1992 were $1,355.5 thousand, consisting of $629.6
thousand in direct costs snd $725.8 thousand in overheads. BST's estimated
allocation was $1,119.4 thousand, or 82.59% of this cosct.
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DISCLOSURE WO.

SUBJECT: BellSouth Corporation Cost Assignment and Allocation
Corporate Planning Depsrtmsut

Technical Planning (RC ¥23600)
STATEMENT OF FACTS:

Corporate Planning/Technical Planning RC is responsible for "[plerform{ing]
research, conduct{ing] studies and {p]reparing position papers on specific
projects as assigned by the Chairman of BellSouth and the Corp. Policy Council.
Prepar[ing] supporting documentation amd illustrations, as well as preparing
presentations for corporate officers eoncerning the projects mentioned above.
Address[ing] other specific questions and issues as appropriate concerning
nunerous BellSouth companies or 10Bg and recommend([ing] corp. solutions to
BellSouth executives." (Cost Assigtment Form provided in response to data
request £-065.)

The information included in the Cost Agsignment Form states that BSC utilizes the
general allocator to allocate the costs of this RC to its subsidiaries, based on
the rationale that the "[fjunctions psrformed benefit the entire Corporation.
No cost causative relationships between expenses incurred and duties performed
exists.” There is no exception billing or project billing for any planning that
might be performed for specific subsidiaries.

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total corporate services costs incurred by and
billed for RC H23600 in 1992 were $94B.7 thousand, consisting of $440.7 thousand
in direct costs and $508.0 thousand in overheads. BST's estimated allocation was
$783.5 thousand, or 82.59% of this cost.
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DISCLOSURE NO.

SUBJECT: BellSouth Corporation Cest Assignment and Allocation
Corporate Secretary Department .

Board Matters (RC H#11181)

STATEMENT QOF FACTS:

The Corporate Secretary/Board Mattexrs RC coordinates the BellSouth Corporation
Board of Directors’ activities (board and committee meetings), administers the
board compensation plans, and maintzins the corporate records. ({(Cost Assignment
Form provided in response to data request 6-065.)

The information included in the Cost Assignment Form states that BSC utilizes the
general allocator to allocate the corporate services costs of this RC to its
subsidiaries, based on the rationale that “Services provide support to all
entities. No other method identified would more accurately identify the services
provided. " However, BSC utilizes an sllocation base of subsidiary equity for the
costs incurred by RC H1l3ll Corporate Secretary/Investor and Shareholder
Relations, based on the rationale that "Headquarters management and shareholders
services relate to subsidiary's equicy.”

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimarved total 8SC corpcrate services costs billed for RC
H11101 Board Matters in 1992 were §2,104.9 thousand, consisting of $§1,976.0
thousand in direct costs and 5128.9 in overheads. BST's estimated allocation was
£1739.2 thousand, or 82.62% of this cest. The 1992 allocation of BRC H11311 costs
to BST was 72.87%,

-
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DISCLOSURE NO.

SUBJECT: BellSouth Corporatiamﬁ-: Assig-nmenc and Allocarion
Executive Department

STATEMENT OF FACTS;

The Company did not provide detailed descriptions of the activities of the
Executive Department in response to data requests for that information

The Company also did not provide deseriptions of the cost allocation bases,
except for two RCs, that could be traced to the rationale underlying the
selection of the specific allocatiom bases, although also requested to through
data requests for that information. A listing of allocation bases necessary to
make the determination that the information had not been provided, was not
received until September 20, 1993, mearly three months after it was requested.

BellSouth Corporation Headguarters billed each of the subsidiaries the following
amounts during 1992 for costs incurred by the Executive Department.

e e
BELLSOUTH TORPORATION
BILLING TO SUBSIDIARIES
1982
{$000s)
Execytive Department
Corporate
Servicas Project X of
Silting Billing Total Total
BellSouth Tetecomunications o 2.6 $176.2 $8,478.8 77.20%
BellSouth Business Systems &Z7.0 0.0 427.0 3.89%
BellSouth Enterprises .+ ] 0.0 2.075.8 15.91%
a. Total m $176.2 $10_982.56 100.00%

In 1992, BellSouth Corporation billed its subsidiaries a total of 510,806.4
thousand for Executive Department cagperate services costs consisting of $5,811.4
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thousand in direct costs and §6,995.1 thousand in overhead costs. The billings
to BellSouth Telecommunications Totalled $8,302.6 thousand consisting of $4,428.3
thousand in direct costs and $3,874.3 thousand in overhead costs. BST was billed
for 76.83% of the Executive Department corporate services costs.

The Executive De¢partment is sowmprised of RCs that are headed by the senior
executives of BellSouth Corpormtion.. .ds disclosed in its 1992 Annual Report and
Cost Allocation Manual, BellSeuth Corporation is the holding company for BST,
BSE, BSCF, ESDC, and holds an ownership interest in 1155 Peachtree Associates.
In its response to data request 6-0635, the Company provided detailed explanations
of the costs and the rationale unde¥lylng the selection of the allocation bases
for only two of the Executive Departments, both designated as RC HEOH40, Intermal
Auditing & Security and Informatiom Services & Marketing Plans. BSC allocates
the costs of these two RCs on the total number of employees, although the
documentation for the latter RC states that the general markecing allocator is
utilized. (Cost Assignment Forms provided in response to data requests 6-032 and
6-065 and the 12/92 COPS Billiag Binder.)

oy
a
-
-
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DISCLOSURE NO.

SUBJECT: BellSouth Corporatism Cost Assignment and Allocation
External Affairs Departasat

Executive Speechwritdmg (RC HS2030)
STATEMENT OF FACTS:

The External Affairs/Executive Speechwriting RC is responsible for *[wlrit(ing]
speeches for senlor corporate executives." (Cost Assignment Form provided in
response to data request 6-065.)

The information included in the Coxt Assignment Form states that BSC utilizes the
general allocator to allocate the costs of this RC to its subsidiaries, based on
the rationale that "{a]ll functions are provided at the corporate level and are
not connecred with any specific corperate entity.” There is exception reporting
to the marketing general allocator and the BellSouth Classic. There is no
project billing.

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated toral corporate services costs incurred by and
billed for RC H92030 in 1992 were $145.9 thousand, consisting of $112.0 thousand
in direct costs and $33.9 thousand in overheads. BST’s estimated allocation was
§121.0 thousand, or 82.90% of this cost.
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DISCLOSURE NO.

SUBJECT: BellSouth Corporatiom Cost Assignment and Allocation
External Affairs Depxrrtment

Strategic Commmicatisms {RC E92010)

STATEMENT OF FACTS:

The External Affairs/Strartegic Communications RC is responsible to "[d)irect
Issues Management functiom that services all public relations entities.
Coordinates internal and external opinion research for public relations purposes.
Provide strategic planning and ecommunications. Coordinate MFJ/grassrocts
efforts.” (Cost Assignment Form provided in response to data request 6-065.)

The information included in the Cost Assignment Form states that BSC utilizes
total employees for all entities to allocate the costs of this RC, based on the
rationale that "[a]ll functions are provided at the corporate level and are
assumed to benefit all employees equally.” BSC utilizes exception billing to the
marketing general allocator and the costs of the BellSouth Classic. It utilizes
project billing for the MFJ grassroots efforc.

The methodology utilized to quantify the 1992 billing activicy for each RC is
discussed in the General sectlon of the BSC chapter of the audit report. Under
this methodology, the estimated totel corporate services costs incurred by and
billed for RC H92010 in 1992 were $1,246.2 thousand, consisting of §956.4
thousand in direct costs and $289.8 chousand in overheads. BST's estimated
allocation was §1,006.9 thousand, ox BD.80% of this cost.

OPINION: The allocation of External Affairs/Strategic Communication expense to
BST was overstated by $1,006.9 thousand, the entire amount allocated to BST. The
costs should be retained by BSC. These costs were not caused by BST but rather
by the holding company structure that exists to facilitate the investment in and
operation o¢of nonregulated enterprises. BST has its own management and
organizational structure. The BSC costs are incremental to those incurred
directly by BST. Further, these costs were not caused by employees and bear no
Telationship to the number of employwes. As discussed more extensively in the
General Section of this chapter of the audit report, the JCO and Part 64.901
require that costs be allocatad on the basis of cost causation, not on ultimate
benefit, and not on ability co besr.
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DISCLOSURE NO.

SUBJECT: BellSouth Corporatiom Cost Assignment and Allocation
Federal Relations Deapartment

Federal Relations (RE N71100)

STATEMENT OF FACTS:

The Federal Relations Department/Fafaral Relations RC is responsible to "identify
issues, policies and actions that eould affect BellSouth and provide this
information to BellSouth managemzent and policymakers. Provide information on
BellSouth's existing and future operations as well as its position on national
business issues to Federal legislators, their staffs and other key decision
makers and stakeholders." (Cost Assigmment Form provided in response to data
request 6-065.)

The information included in the Cost Assignment Form states that BSC allocates
the cost of this RC on the general allscator, based upon the rationale that the
"impact of issues dealt with is generally corporate-wide and assessment of direct
benefit to a specific subsidiary is impossible (or impractical)."” Certain costs
related directly to MFJ and registered lobbyists are project billed.

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated toral forporate services costs incurred by and
billed for RC H71100 in 1992 were $1.,880.9 thousand, consisting of $1,603.9
thousand in direct costs and $277.0 thousand in overheads. BST's estimated
allocation was $1,552.9 thousand, or B2.56% of this cosrt.

OPINION: The allocation of Federal Relations/Federal Relations RC H71l00
corporate services costs to BST is overstated by §612.5 thousand, based on a 50%
BST/50% BSC retained (or otherwise allocated by BSE or BBS subsidiaries. The
nature of these types of corporate services costs suggests that the regulated
entity was no more the cost causer thanm the nonregulated entities. Thus, based
upon equal cost causation, BST should be allocated no more than 50% of the RC's
costs. A full disallowance may be required for states that do not allow any
level of recovery for lobbying types af expense in the ratemaking process. As
discussed more extensively in the Gemseal Section of this chapter of the audit
report, the JCO and Part 64,901 require That costs be allocated on the basis of
cost causation, not on ultimate benafir, and not on ability to bear.
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DISCLOSURE NO.

SUBJECT: BellSouth Corporatien Last Assignment and Allocation
Federal Relations Dapartasnt

BSDC Governmental Affafxrs Atlanta Office (RC H71410)
STATEMENT OF FACTS:

The Federal Relations Department/BSPC Governmental Affairs Atlanta Office RC
(H71410) is responsible for "[p]rovision of staff support activities concerning
budgets, business and strategic plans, human resources and comptrollers interface
and administration of the BellSouth Federal Political Action Committee.” BSC
allocates the cost of this RC on & composite of direct reports, based upon the
rationale that it "provides administractive support for entire Governmental
Affairs staff.® There is no exceptiom billing or project billing indicated in
the Commission’'s documentation, not wwen for the Bellsouth Fed PAC activirties.
(Cost Assignment Form provided in response to data request 6-065.)

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed on page 5 of the audit report. Under this methodology, the estimated
total corporate services costs incurred by and billed for RC H71410 in 1992 were
$260.5 thousand, consisting of $222.1 thousand in direct costs and $38.4 thousand
in overheads. BST’s estimated allocarion was $215.2 thousand, or 82.63% of this
cost.

ADUD OPINION

The allocation of Federal Reliations/BSDC Governmental Affairs Atlanta Office RC
H71410 corporate services costs to BST is overstated by $85.0 thousand. The
nature of these types of corporate services costs suggests that the regulated
entity was no more the cost causer than the nonregulated entities. Thus, based
upon equal cost causation, BST should be allocated no more than 50% of the RC's
costs. A full disallowance may be required for states that do not allow lobbying
types of expense recovery in the ratemaking process. Further, the costs of
BellSouth Fed PAC should not be allocated to BST since the costs are not related
by the provision of regulated urilicy services. As discussed more extensively
in the General Section of this chapter of the audit report, the JCO and Part
64.901 require that costs be allocatsd on the basis of cost causation, not on
ultimate benefit, and not on ability e bear.

CQ A N

1992 BST expenses of $85.0 thousand shomld be disallowed. BSC should modify ics
allocation factor to allocate 5% to BST and to either retain 50% of the costs
or othervise allocate them to Its momywegulated affiliates. In addition, BSC
should exceprion or projser bill the cests to Fed PAC activities and retain them
100s.
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DISCLOSURE WOD.

SUBRJECT: BellSouth Corporatiom Cosz Assignment and Allocation
Federal Relations Department ‘

Governmental Affairs - Washington D.C. (RC H71420)
STATEMENT OF FACTS:

The Federal Relations Department/Gowermmental Affairs RC is charged with the
“{c]ommon area costs for Governmemtal Affairs Washington Office." (Cost
Assignment Form provided in response to data request 6-065.)

The information included in the Cost Assignment Form states that BSC utilizes a
composite of all Governmental Affairs RCs that the "RC established to cover
common area costs in support of the eneire BellSouth D.C. staff in the Washington
office."

The methodology urilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total corporate services costs incurred by and
billed for RC H71420 in 1992 were $1,461.6 thousand, consisting of $§1,246.4
thousand in direct costs and $215.2 thousand in overheads. BST’'s estimated
allocation was $1,207.7 thousand, or 82.63% of this cost.

OPINION: The allocation of Federal Bslarions/Govermmental Affairs - Washington
D.C. RC H71420 corporate services costs to BST is overstated by $476.9 thousand.
The nature of these types of corporata services costs suggests that the regulated
entity was no more the cost causer than the nonregulated entities, Thus, based
upon equal cost causation, BST should be allocated no more than 50% of the RC's
costs. A full disallowance may be required for states that do not allow lobbying
types of expense recovery in the ratemaking process. As discussed pore
extensively in the General Section of this chapter of the audit report, the JCO
and Part 64.901 require that costs be allocated on the basis of cost causation,
not on ultimate benefit, and not om abllicy to bear.

RECOMMENDATION:

1992 BST expenses of $476.9 thousand sheuld be disallowed. BSC should modify its
allocation factor to retain allocate 5D& to BST and to either retain 50% of the
costs or otherwise allocate them to Itsm monregulated affiliaces.

e
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DISCLOSURE NO.

SUBJECT: BellSouth Corporatiomn Gest Assignment and Allocation
Federal Relations Dspartment

Governmental Affairs - Paderal Regulatory (RC H73070)

STATEMENT OF FACTS:

The Federal Relations Department/Govermmental Affairs - Federal Regulatory RC has
*{i]interface responsibilities with Congressional Staffs in Washington, D.C. for
the states represented by North Carolina, South Carolina, Georgia & Florida House
& Senate Members to provide them wirh informarion on BellSouth Corp.'s existing
and future operations." (Cost Assigmment Form provided in response to data
request 6-065.)

The information included in the Cost Assignment Form states that BSC urilizes the
general allocator to allocate the costs of this RC to its subsidiaries, based on
the rationale that the "[i]mpact of isgued dealt with is generally corporate-wide
and assessment of direct benefit to a specific subsidiary is impossible (or
impractical).” BSC does not utilize exception billing, but does project bill for
MFJ grassroots lobbying and for social memberships dues.

Lobbying expenses have consistently basen disallowed in Florida rate proceedings
on the basis that they are more properly funded by shareholders. (Order No.
7669, page 10, March 7, 1977 and Order ¥Wo. 10449, page 20, December 15, 1981.)

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total corporate services costs incurred by and
billed for RC H73070 in 1992 were $265.8 thousand, consisting of $226.6 thousand
in direct costs and $39.2 thousand in overheads. BST's estimated allocation was
$219.4 thousand, or 82.56% of this cost.

OPINION: The allocation of Federal Relations/Governmental Affairs - Federal
Regulatory RC H73070 corporate servioes costs to BST is overstated by $219.4
thousand. For the other states, 1f .amy rscovery of lobbying types of expenses
is allowed for ratemaking recovery, £he nature of these types of corporate
services costs suggests that both the Tepgunlated and nonregulated entities cause
the costs equally. Therefore, under The concept of equal cost causation, BST
should be allocated no more than 50% of the RC's costs. A full disallowance may
be required for states that do st sllew lobbying types of expense recovery in
the ratemaking precess.. .Furcher, thm rosts of BellSouth Fed PAC should not be
allocated to BST since the costs sre wor relared by the provision of regulated
utility services. As discussed mote sxtensively in the General Section of this
chapter of the audit report, the JXP and Part 64.901 require that costs be
allocated on the basis of cost csussgion, not on ultimate benefit, and not on
ability to bear.
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RECOMMENDATION: 1992 BST expenses of §219.4 thousand should be disallowed. BSC
should modify its allocacion factor to retain 100% of the costs or otherwise
allocate them to its nonregulatad afffliates.
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DISCLOSURE BD,

SUBJECT: BellSouth Corperation Cost dssignment and Allocation
Federal Relations Department

Governmental Affairs - Federal Regulatory (RC H73080)

STATEMENT OF FACTS:

The Federal Relations Department/Governmental Affairs - Federal Regulatory RC has
*[i}interface responsibilities with Congressional Staffs in Washington, D.C. for
the states represented by Kentucky, Tenmessee, Louisiana, Mississippi & Alabama
to provide them with information on BellSouth Corp.’'s existing and fucture
operations.” (Cost Assignment Form provided in response to data request 6-065.)

The information included in the Cost Assignment Form states that BSC utilizes the
general allocator to allocate the costs of this RC to its subsidiaries, based on
the rationale that the "[i]mpact of issued dealt with is generally corporate-wide
and assessment of direct benefit to a specific subsidiary is impossible (or
impractical)." BSC does not utilize exception billing, but does project bill for
MFJ grassroots lobbying and for social memberships dues.

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BST chapter of the audit report. Under
this methodology, the estimated total zorporate services costs incurred by and
billed for RC H73080 in 1992 were $452.4 thousand, consisting of $385.8 thousand
in direct costs and $66.6 thousand in overheads. BST's estimated allocation was
$373.5 thousand, or 82.56% of this cost.

OPINION: The allocation of Federal Relations/Govermmental Affairs - Federal
Regulatory RC H73080 is overstated by $373.5 thousand. For the other states, if
any recovery of lobbying types of expenses is allowed for ratemaking recovery,
the nature of these types of corporate ssarvices costs suggests that both the
regulated and nonregulated enticies cause the costs equally. Therefore, under
the concept of equal cost csusation, BST should be allocated no more than 50% of
the RC’s costs. Further, the costs of BellSouth Fed PAC should not be allocated
to BST since the costs are not related by the provision of regulated utilizy
services. As discussed more extensively im the General Section ¢of this chapter
of the audit report, the JCO and Part 64.901 require that costs be allocated on
the basis of cost causation, not on ultimate benefit, and not on ability to bear.

RECOMMENDATION: 1992 BST expenses of §373.5 thousand should be disallowed. BSC
should modify its allocation factor to ratain 100% of the costs or otherwise
allocate them to its nonregulated affilistes.
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DISCLOSURE NO.

SUBJECT: BellSouth Corporation Cost Assignment and Allocation
Financial Management Depmrtment

Consolidated Operatioms (R ®22500)

STATEMENT OF FACTS:

The Financial Management/Consolidated Opearations RC "{p]rovides support to senior
management concerning financial matters which affect BellSouth." (Cost
Assignment Form provided in response to data request 6-065.)

The information included in the Cost Assignment Form states that BSC utilizes
subsidiary operating expenses to allocate the costs of this RC to BST and BSE,
based upoen the rationale that this "most accurately sends the costs to our
subsidiaries."

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total corporate services costs incurred by and
billed for RC H22500 in 1992 were $§1,035.2 thousand, consisting of $431.2
thousand in direct costs and $604.0 thousand in overheads. BST’'s estimated
allocation was $818.1 thousand, or 79.034 of this cost.

actor to retain 100% of thase costs.
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DISCLOSURE NO.

SUBJECT:

BellSouth Corporation CosT Assignment and Allocation
Human Resources Department mpd BellSouth Human Resources, Inc.

Staffing, Research and Dwvelopment (RC H52050)

STATEMENT OF FACTS:

The Human Resources Department/Staffing, Research and Development RC has
responsibility for performing the followimg functioens:

provided in response to data request 5-055.)

Provid[ing) basic research, development and validation for job
qualification selection screens.

Provid[ing] research, design and development, operations
monitering and quality assurance support for assessment
programs used for selections.

Develop[ing] and provid([ing] research support for management
and non-management selection and staffing programs.

Develop{ing] management and non-management hiring and staffing
peolicy.

Develop[ing] -corporate policies on employee selection.
Develop[ing] and maintain(ing] the BellSouth Testing Manual
and the policy portion of the General Employment Manual and
the Selection Workshop Manual.

Develop[ing] and maintain{ing] BellSouth non-management
performance appraisal poliey. Focus[ing]) and develop|ing]
corporate responses to workplace enhancements and employee
skills acquisition.

Develop(ing] and maintain{ing] early retirement incentive
programs.

Develop{ing] and maintain{ing] force management programs.
Develop[ing] and maintain([ing) career alternative plans.
Address[ing] policy matters for match selection system.

Forus[ing] and develop{ing] corperate response to work, family
and personal life issues,.

Provid{ing] corporate monitering, government reporting and
corporate response (intermal amd external) .for EEO/AA and
other civil rights legislatiomn.*

1R3

(Cost Assignment Form
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The information included in the Cost &msigmment Form states that BSC utilizes the
nunber of employees in each subsidiary participating in the BellSouch pension and
benefit plans to allocate costs, based on the rationale that "[u)se of services
provided/functions performed is roughly proportional to employee headcount for
regulated entities. Total headcount swerstates BSE participation (particularly
by acquired companies), therefore BellSouth pension participation is most
accurate choice.® No costs are exception billed or project billed.

In a Louisiana regulatory proceeding {(Docket No. U-1794%, Subdocket A), the
Company acknowledged that in 1992 BSC incurred costs of various force management
and early retirement programs. In lhte 1992, an article appearing in the Wall
Street Journal reported that BSC announced that it had completed a restructuring
study and would consolidate staff functions of BSE into BSC, reducing the number
of positions and costs at BSE and 8SC. This has been confirmed through
interviews in this audit.

OPINION: The allocation of Human Resources/Staffing, Research and Development
costs to BST was overstated by the costs of the restructuring study(ies) and by
the costs of consolidating BSE and BSC functions. These costs were not caused
by BST and should be retained by BSC. BSC can identify and quantify these costs,
contrary to its response to the data requests. As discussed more extensively in
the General Section of this chapter of the audit report, the JCC and Part 64,901
require that costs be allocated on the basis of cost causation, not on ultimate
benefit, and not on ability to bear.

RECOMMENDATION: BSC should be required to quantify the costs of its
consolidation/restructuring studies as well as the implementation costs including
those related to the force reduction and early retirement program activities of
this RC. These costs should be disallowed. Further, BSC should project bill and
retain these costs in the future unless directly related to and caused by the
regulated activities of BST.

e
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DISCLOSURE ND.

SUBJECT:  BellSouth Corporation Cost Assignment and Allocation
Human Resources Department snd BellSouth Human Resources, Inc.

Strategic Planning (RC H53040)

STATEMENT OF FACTS:

The Human Resources Department/Strategie Planning RC {s responsible for the
following functions: (Cost Assignment Form provided in response to data request
6-065.)

e Research[ing), documentiing], track[ing] and forecast[ing]
planning issues and provid{ing] technical support for pelicy
development and programs, wutilizing workforce plarning
information.

. Coordinat(ing] and develop{ing] the Human Resources Strategic
Plan and provid{ing] Human Resources planning and consultative
services to various plamning eonstituencies.

. Provid{ing) planning and comsultative services to aid in the
development of high level plans for affiliaced company Human
Resources organizations and departmental staffs.

. Conduct(ing] internal demographic scans and employee opinion
surveys (e.g. ExChange) plus external environmental scans and
synthesize trend implicatioms for plamning purposes.”

The information included in the Cost Assignment Form states that BSC utilizes the
number of employees in each subsidiary participating in the BellSouth pension and
benefit plans to allocate costs, based on the rationale that "[u)se of services
provided/functions performed is roughly proportional to employee headcount for
regulared entities. Total headcount overstates BSE participation (particularly
by acquired companies), therefore BellSouth pension participation is mosc
accurate choice." No costs are exceptiom billed or project billed.

In a Louisiana regulatory proceeding (Decket No. U-17049, Subdocket A), the
Company acknowledged that in 1992, BSC ineurred costs of various force management
and early retirement programs. In lare 1992, an article appearing in the Wall
Street Jourmgl reported that BSC announced that it had completed a restructuring
study and would consolidate staff funcrioms of BSE into BSC, reducing the number

‘of positions and costs at BSE and 3&. This has been confirmed through

interviews in this audit.

er
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DISCLOSURE NO.

SUBJECT: BellSouth Corporation Cost Assignment and Allocation
Human Resources Department amd BellSouth Human Resources, Inc.

Performance Measurement (RC HSY050)
STATEMENT OF FACTS:

The Ruman Resources/Performance Measurement RC has responsibility for performing
the following functions: (Cost Assigrment Form provided in response to data
request 6-065.)

"o Develop[ing] and implement{ing] performance management
processes for directing and motivating employee and
organizational performance towards the accomplishment of
coamitments in support of business goals and strategic
objectives.

. Develop{ing] and provid{ing] policy and research support for
programs in the area of performance management including
performance appraisal.

. Develop[ing] and implement{ing} mew programs and processes to
assist in the management of organizational change, redesign of
organizations and jobs, and streamlining of work processes.”

The information included in the Cost Assignment Form states that BSC utilizes the
number of employees in each subsidiary participating in the BellSouth pension and
benefit plans to allocate costs, based on the rationale that "[u]se of services
provided/functions performed is roughly proportional to employee headcount for
regulated entities. Total headcount overstates BSE participation (particularly
by acquired companies), therefore BellSouth pension participation is most
accurate choice.®™ No costs are exceptiom billed or project billed.

In a Louisiana regulatory proceeding (Docket No. U-17948, Subdocket A), the
Company acknowledged that in 1992, BSC incurred costs of various force management
and early retirement programs. In late 1992, an article appearing in the Wall
Styeet Journal reported that BSC announced that it had completed a restructuring
study and would consolidate staff funcrioms of BSE into BSC, reducing the number
of positions and costs at BSE and B5C. This has been confirmed through
interviews in this audit. .
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DISCLOSURE NO.

SUBJECT: BellSouth Corporation Cost Assignment and Allocation
Internal Auditing Departmsmt
General

STATEMENT OF FACTS:

BellSouth Corporation Headquarters billed each of the subsidiaries the following
amounts during 1992 for costs incurred by the Internal Auditing Departmenc.

BELLSOUTH CORPORATION
i BILLING TO SUBSIDIARIES
1982
(Soo0s)

Internal Auditing Department

Coarporae
Services Projecs X of
Billing gilling Totat Total
BetlSouth Telecommunications $2,853.5 $0.0 $2,886.5 57.84%
l BeliSouth Business Systems ) 883 0.8 89.1 1.80%
BellSouth Enterprises 1,663, 336.7 2.00c.0 40.36%
Total ﬂ.éiﬁil $337.5 “‘?55.6 100.00%

Source: Response to data request &-030,

In 1992, BellSouth Corporation billed jts subsidiaries s total of §4,618.1
thousand for Internal Auditing Department gorporate services costs. The billings
to BellSouth Telecommunications totalled $2,864.5 thousand or 62.07% of the total
Internal Auditing Department corporate sarwices costs.

In the Louisiana Ttegulatory proceeding {Docket No. U-17949, Subdocket A)
invelving BSC and BST, it was noted that the Internal Audicing Department
conducts audits in many areas including complfance with the JCO and Part 64. The
costs of these compliance audits are allecated 100% to BST.

1R
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DISCLOSURE NO.

SUBJECT: BellSouth Corporation Cest Assignment and Allocation
Llegal Department

Intellectual Propertiss {(RC #61340)

STATEMENT OF FACTS:

The lLegal Department/Intellectual Properties RC is responsible to [h]andle all
lawsuits brought against BellSouth Corporation and regarding the adoption and use
of trademarks, the protection of inventions, copyrightable materials and trade
secrets, obtain trademark, patent and copyright protection of intellectual
property, protect the Company against the misuse of third party intellectual
property rights, enforce the Company’s {ntellectual property rights against
others, and negotiate and draft license sgreements, nondisclosure agreements and
other related documents."” (Cost Assigmment Form provided in response to data
request 6-0635.)

The information included in the Cost Assignment Form states that BSC utilizes an
allocator that allocates 35% to BST, 358 to BSE, and 30% through the general
allocator, based upon the rationale thar "[t]rademarks and patents developed by
the BellSouth companies will be owned by BellSouth Corporation and the advice
given to subsidiary companies protects the ownership interest of BellSouth
Corporation. While copyrights and trade secrets are owned by the individual
subsidiaries, the protection of such intellectual property is of general benefit
to all of the BellSouth companies.” Costs related to acquisitions are project
billed.

BSC has determined that it, rather than BST, owns the Bell system trademarks,
logos, and related intellectual property rights. The MFJ states thar:

"A. Not later than six months after the effective date of this
Modification of Final Judgment, dafendant AT&T shall submit to the
Department of Justice for its approval, and thereafter implement, a
plan of reorganization. Such plan shall provide for the completion,
within 18 months after the effective date of this Modification of
Final Judgment, of the following steps:

1. The transfer from ATET and its affiliates to the BOCs,
or to a nev entity subsequently to be separated from AT&T and to be
owned by the BOCs, of sufficient facflities, persomnel, systems, and

“ rights to technical information . . ."

In an October 6, 1993 interview with Mr. Sike Hostinsky (Assistant Comptroller),
it was confirmend that neither BSC or mmy of the nonregulated affiliates has
provided any compensation through royaltdes or other means for the utilization
of BST's intellectual property.

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BEL chapter of the audit report. Under
this methodology, the estimated total corpswste service costs incurred and billed
for RC H61340 in 1992 were $534.6 thouwssmd, consisting of §$308.4 thousand in
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direct costs and $226.0 thousand in overheaads.
£325.1 thousand, or 60.84% of this cost.

BST's estimated allocation was

169
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DISCLOSURE NO.

SUBJECT: BellScurh Corporation Cost-dssigmment and Allocation
Legal Department’

Litigation (RC H61350)

STATEMENT OF FACTS:

The legal Department/Litigation RC is responsible to "[h}andle all lawsuits
brought against BellSouth Corporation with the exception of labor law cases;
provide record retention advice for BellSouth Corporation and BellSouth
Telecommunications, Inc, ("BST"); prowide legal advice to the BEellSouth
Telecommunications Data Security group, provide advice and assistance to
BellSouth Corporation and BellSouth Telecommunications, Inc. concerning the
organizational sentencing guidelines amd negotiate and approve all contracts
entered into by BellSouth Corporation.® (Cost Assignment Form provided in
response to data request 6-065.) _

The information included in the Cost Assignment Form states that BSC allocates
100% of the cost of this RC to BST, based on the rationale that "legal services
are rendered in one of two ways: (1) 4directly on behalf of of BellSouth
Corporation which benefit inures to regulated and non-regulated business as
provided above; and (2) to the regulated companies in which case investment is
an appropriate method of determining basis for alleccation.” There is no
exception or project billing.

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total corperate service costs incurred and billed
for RC H61350 in 1992 were $189.2 thousand, consisting of $109.2 thousand in
direct costs and $80.0 thousand in overheads. BST's estimated allocation was
$189.2 thousand, or 100.00% of this cost. The general allocator was 82.75% to
BST.
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DISCLOSURE NO.

SUBJECT: BellSouth Corporation Cost essignment and Allocation
Legal Department ,

. Assistant Secretary - Corpogate Counsel (RC H61410)

STATEMENT OF FACTS:

The Legal Department/Assistant Secretary - Corporate Counsel RC is responsible
to "[p]rovide counsel to BSHQ and Boaxd of Directors on corporate law and
practice; coordination of actions and materials requiring Board approval; advice
and review as to shareholder matters, proxy development and corporate governance
practices; compliance with all foreign, federsl and state securities laws, SEC
rules and regulations, stace and foreign corporate laws, stock exchange
requirements (foreign and domestic) and ether miscellaneocus corporate matters.”
(Cost Assignment Form provided in response to data request 6-065.)

The information included in the Cost Assignment Form states that BSC utilizes the
general allocator to allocate the costs of this RC, based on the rationale that
*[flunctions direectly support shareholder relations activicies, general corporate
and financial, and BSHQ Board of Direciors which in turn benefits all entities.
{No methodology identified that would more accurately allocate services
provided.) TVWork for specific entities or related to mergers/acquisitions is
captured and billed to the non-regulated enticy involved.”

BSC utilizes an allocation base of subsidiary equity for the costs incurred by
RC H1131ll Corporate-Secretary/Investor and Shareholder Relations, based on the
rationale that "Headquarters management and shareholder services relate to
subsidiary’'s equity.” (Cost Assignment Form provided in response to data request
6-065.)

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total egorporate services costs incurred and
billed for RC H61410 in 1992 were $5319.3 thousand, consisting of $279.6 thousand
in direct costs and $239.7 thousand in overheads.. BST's estimated allocation was
$428.4 thousand, or 82.50% of this cost. The 1692 zllocation of RC Hil3ll costs
to BST was 72.87%.
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DISCLOSURE NO.

SUBJECT: BellSouth Corporation Cost Assignment and Allocation
Public Relations Department

Media Relations (RC H91000)

STATEMENTS OF FACTS:

The Public Relations/Media Relations RC is responsible for "[i]information on new
services and products, education of national consumer groups, letters to the
editor, Q & A’s and statements on corporation’s position, media training, write
and edit articles for use in trade magazines, newsletters to Board members and
all BellSouth managers." (Cost Assignment Form provided in response to data
request 6-065.) .

The information included in the Cost Assignment Form states that BSC utilizes the
general allocater to allocate the costs of this RC to its subsidiaries, based on
the rationale that "[g)]oods and services are provided at the corporate level and
are not linked to any specific entity."” Certain costs are exception allocated
to the marketing general allocator and to the BellSouth Classic. There is no
project billing.

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the Gemeral section of the BSC chapter of the audit report. Under
this methodology, the estimated total corporate services costs incurred by and
billed for RC HY91000 in 1992 were $§1,167.8 thousand, consisting of $941.5
thousand in direct costs and $226.3 thousand in overheads. BST’'s estimated
allocation was $966.7 thousand, or 82.78% of this cost.

OPINION: The allocation of Public Relations/Media Relation costs was overstated
by $382.8 thousand. This amount represents 50% of the costs allocated to BST
based upon the general allocator. The remaining expenses allocated to BST are
exception billed to the marketing general allocator and to the BellSouth Classic.
There is no logical support for the position that BST is the causer of 82.78% of
this RC's corporate services costs that are not exception billed. The nature of
these types of corporate services costs suggests that the regulated entity was
no more the cost causer than the nonregulated entities. Thus, based upon equal
eost causation, BST should be allocated no more than 50% of the RC's costs. A
full disallowance may be required for statas do not allow any level of recovery
for media relations expense in the ratemaking process. Further, the costs of the
BellSouth Classic are not necessary the provision of regulated utilicy services.
These costs should be retained by BSC. As discussed more extensively in the
General Section of this chapter of the asudit report, the JCO and Part 64.901
require that costs be allocated on the basis of cost causation, not on ultimate
benefit, and not on ability to bear.

RECOMMENDATION: 1992 BST expenses of $382.8 thousand should be disallowed. BSC
should modify its allocation factor for this RC to reflect no more than a 50%
allocation to BST with the residual either retained by BSC or allocated to its
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nonregulared affiliazes. All BellSouth Classic costs should be retained by BSC.
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DISCLOSURE NO.

SUBJECT: BellSouth Corporation Cost Assignment and Allocation
Treasury Department

Corporate Finance - Fed PAC (RC H11400)

STATEMENT OF FACTS:
The Treasury Department/Corporate Finance - Fed PAC RC "[a]ssists Vice President

in developing philosophy and guiding principles for the entire Treasury
organizations. Formulates policy for activities within the cash
management/Ireasury operations, methods/information systems, cash investments,
shareowner financial services, budget/FED PAC, capital funding (borrowing and
lending), foreign currency management, global financial planning, and earnings
analysis areas. Integrates and coordinates all aspects of Corporate Finance -
from the creation of the corporate financial plans to the implementation of the
financing, investment of corporate funds, and management of corporate cash - with
other BellSouth departments and with all BellSouth subsidiaries. Performs
special assignments for upper management affecting multiple organizations."
(Cost Assignment Form provided in response to data request 6-065.)

The information included in the Cost Assignment Form states that BSC utilizes a
composite of direct reports allocator to allocate the costs of this RC to its
subsidiaries, based upon the rationale that "[m]anagerial expenses assigned based
on costs associated with position’s direct reports.” BSC utilizes exception
billing for the costs of Fed PAC activities.

It is the auditors understanding obtained in other regulatory proceedings
involving BSC and BST that there is also a Treasury Department with financing,
budgeting, and administrative activities at the BST organization level.

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total corporate services costs incurred by and
billed for RC H11400 in 1992 were $171.7 thousand, consisting of $103.0 thousand
in direct costs and $68.7 thousand in overheads. BST's estimated allocation was
$130.4 thousand, or 75.94% of this cost. As discussed more extensively in the
General Section of this chapter of the audit report, the JCO and Part 64.901
require thar costs be allocated on the basis of cost causation, not on ultimate
benefit, and not on ability to bear.
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DISCLOSURE KO,

SUBJECT: BellSouth Corporation Cost Amsignment and Allocation
Treasury Department

Financial Planning (RC H11423)
STATEMENT OF FACTS:

The Treasury/Financial Planning RC is responsiblie for "capital formation, capital
structure, earnings objectives, investment banker services, stock exchange
interface, debt rating interface, and debt equity studies.” (Cost Assignment
Form provided in response to data requesty 6-0€5.)

The information included in the Cost Assignment Form states that BSC utilizes a
subsidiary capitalization allocator to sllocate the costs of this RC, with some
exception allocations to BST and to BSE for services directly provided to those
subsidiaries. The rationale underlying the subsidiary capitalization allocator
cited by the Company is that the "benefits derived from services will effect
capital component.”

There is also a Treasury Department with fimancing, budgeting, and administrative
activities at the BST organization level. According to the Company, capital
structure and debt equity studies have not been prepared by BSC for BSC or BST.
The Company would not disclose whether such studies had been prepared for BSE or
its affiliates. 5

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total corporzte service costs incurred by and
billed for RC H11423 in 1992 were $1,444.1 thousand, consisting of $866.6
thousand in direct costs and §577.5 in ovaerheads. BST's estimated allocation was
$1.196.0 thousand, or 82.82% of this cost.

OPINION: 1992 BST expenses are overstated by $1,196.0 thousand. BST should not
be allocated any of the Treasurv/Financial Planning corporate services costs.
The costs should be retained by BSC. These costs were not caused by BST but
rather by the holding company structure thas sexists to facilitate the investment
in and operation of nonregulated enterprisas. BST has its own management and
organizational structure, including a Trsssury Department. The BSC costs are
incremental to those incurred directly by BST. As discussed more extensively
in the General Section of this chapter of the audit report, the JCO and Part
64.901 require that costs be allocated on the basis of cost causation, not on
ultimate benefit, and no: on ability to besr.

RECOMMENDATION: 1992 BST expenses of $1,196.0 thousand should be disallowed. BSC
should modify icts allocarion factor to rexadn 100% of these costs.
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DISCLOSURE NO.

SUBJECT: BellScuth Corporation Cost dssignment and Allocation
Treasury Department

Corporate Finance - Methods (RC H11l430)

STATEMENT OF FACTS:

The Treasury/Corporate Finance - Methods RC is responsible for "[c]onsulting and
methods and information systems (hardwate snd software) support and analysis for
all Treasury functions.” (Cost Assignment Form provided in response to data
request 6-065.)

The information included in the Cost Assignment Form states that BSC utilizes a
subsidiary capitalization allocator to allocate the costs of this RC, with some
exception allocations to BST and BSE for services directly provided to those
subsidiaries and for Fed PAC costs. The rationale underlying the subsidiary
capitalization allocator, cited by the Company is that the "[b]enefits derived
from services provided will benefit capital component."

"There is also a Treasury Department with financing, budgeting, and administrative

activities at the BST organization level. According to the Company, capital
structure and debt equity studies have not been prepared by BSC for BSC or BST.
The Company would not disclose whether such studies had been prepared for BSE or
its affiliates,

The methodology utilized to quantify the 1992 billing activity for each RC is
discussed in the General section of the BSC chapter of the audit report. Under
this methodology, the estimated total corporate service costs incurred by and
billed for RC H11430 in 1992 were $329.7 thousand, consisting of $197.8 thousand
in direct costs and §131.9 in overheads. BST‘'s estimated allocation was $273.0
thousand, or 82.82% of this cost.
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DISCLOSURE NO.1l:

SUBJECT: Application of 364.037 F.5. zalating to total BAPCO-Florida directory
operations,

STATEMENT OF FACTS:

1. 364.037(1), F.S. states that the gross profit derived from directory
advertising to be included in the calculation of earnings for ratemaking purposes
shall be the amount of gross profit derived from directory advertising during the
year 1982 adjusted, for each subsequemt year, by the Consumer Price Index
published by the United States Department of Commerce and by customer growth or,
if lesser, the amount of gross profit actmally derived from directory advertising
in the local franchise area for the ysar.

2. 364.037(2), F.S. states that the gross profit derived from directory
advertising to be allocated to the nonregulated operation of a company shall be
the gross profit which is in excess of the adjusted 1982 amount deterwmined in
accordance with subsection (1).

3. 364.037(3), F.S. states that for the purpose of this section, the amount of
gross profit of a company from directory advertising for the 1982 is the actual
gross profit derived from such advertising for that year. If, however, the
expense to a company to furnish directories in 1982 exceeded 40 percent of the
gross revenue derived from its directory advertising, the 1982 level of gross
profit shall be adjusted to reflect a cost of 40 percent of its 1982 gross
revenue.

4, Prior to the breakup of the Bell System on January 1, 1984, Southern Bell
published the white and yellow page directories disctributed within their local
exchange service territories. In Docket No. 810035-TP, Southern Bell requested
to have the entire directory operations considered as a below-the-line operation.
In that Docket, Southern Bell suggestad competition from other yellow page
publishers as a reason for excluding directory operations, however Order 10449
stated that Southern Bell, by virtue of its franchise, enjoys a position notc
available to other publishers of yellow pages in that only the telephone company
has entry into every subscriber’s home or business place via its directory and
only the company has the complete up-to-date informaction concerning numbers. The
Commission decided to continue to recognize yellow page operations for ratemaking

purposes.

5. The assets of Southern Bell and South Lamrral Bell related to the directory
operations were transferred to BellSouth Advertising and Publishing Company
(BAPCO), a separate affiliated company, om January 1, 1984 (D.R. 3-001). Shares
of stock were issued by BAPCO for the adjusted net book value of the assets and
the prepaid directory expenses. The shaves ©f stock received by Southern Bell
and South Cemrxal Bell werse immediaTely transferred toc BellSouth Corporation
through a special dividend., Contracts aswe drawn up to establish percentages of
net revenues to be paid to the operating telephone companies as a publishing fee.
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6. In accordance with the contracts, BAPCO was granted the exclusive right to
publish alphabetical and classified telephone directories for all telephone
exchanges in which Southarn Bell smd South Central Bell provide communication
services (D.R. 3-001). The countract also requires BAPCO to sell directory
advertising and to compile, print, and deliver the directories. The operating
companies provide BAPCO with subseribar listing data, directory delivery
information, and billing and collection service. As compensation for the
services Southern Bell-Florida and BAPOOD provide each other, BAPCO is paid 45.75%
of the advertising revenue snd Southern Bell-Florida is paid 54.258. Each state
has its own percentage of net revenues depending on each state'’'s contract with
BAPCO. These percentages were calculated based on the estimated revenues and
expenses of BAPCO for 1984 (D.R. 3-007).

7. Advertising rates charged by BAPCO for 1/4 and 1/2 page ads in the yellow

pages in the cities of Jacksonville, Miami, Orlando, and Pensacola have increased
on average over 5% a year from 1988 to 1993 (D.R. 3-005 and 3-145).

8. The following is a’schedule comparing the actual 1992 gross profit on Southern
Bell’s books to the adjusted 1982 gross profit.

Analysis of Directory Advertising Operations
For the Year Ended December 31, 1992

Per Books

Items Amount
1. Revenues (Account 5230)
2. Local $205,212,646
3. National 19,723,600
4. Sales 1,120,891
5. Other 45,778
6. Total (line 2 thru 5) $226,102,715
7. Expenses (Account 6622)
B. Printing 0
9. Commissions 0
10. Other- 2,144,835
11, Total (line 8 thru 10) 2,144,835
12. Gross Profit (Line 6 minus 11l) 223,957,880
13. Gross Profit 1982 102,215,043
14. Customer Growth Factor 1.5950
15. CP1-U Factor ) 1.4539
16. Adjusted 1982 (A313 x 1l4 x 115) 237,033,669
17. Nonregulated - 0

1%
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9. The $226,102,715 in diractory revenue {iime 7) that is on Southerm Bell's per
books amount for 1992 as shown above is made up of the following (D.R. #3-127).

Account

5230.5 - Publishing Fee (Local) . $205,212,446
§230.5 - Publishing Fee (National) ' 19,723,600
5230.4 - Sale of Directories 1,120,891
5230.9 - Other 45,778

-The directory expense included in account 6622.1 and included in the directory
gross profit caleulation for 1992 was $2,1464,835 (line 10). The $2,144,835 {n
directory expenses includes expenses incurred in preparing copy, printing,
binding, and distributing directories that i.s tecorded on Southerm Bell-Florida‘s
books rather than BAPCO's books,

As demonstrated in the schedule on the prewious page, the per book gross profic
of §223,957,880 (1line 12) is $13,075,789 less than the adjusted 1982 gross profit
of $237,033,669 (line 16), therefore no amount is included in nonregulated on a
per books basis. Ne amount was included in nonregulated operations im 1991
related to directory operations because the actual gross profit was $4,692,000
below the benchmark of the adjusted 1991 gross profit. In 1990 and previous
years Southern Bell was over its directory gross profit benchmark and some amount
of directory gross profit was recognized as monregulated.

-Based on MFR C-27 filed in Docket Ne. 920260-TL, the projected difference for
1993 between the actual booked directory gross profit and the benchmark 1982
adjusted gross profit is $26,918,060.

10. When the 1982 gross profit was set, the company was limited to including 40%
of the expenses related to the directory operations per 364.037(3) F.S., That
resulted in a majority of general and adminiscrative type expenses being excluded
when determining the $102,215,043 1982 gross preofit. Approximately 25% of the
administrative and general type expenses were included in the original gross
profit calculation to 'bring Southern Bell up to the 40% expense level.

3011. The year end equity balance for BAPCO-Florida for 1992 was and
the average equity balance fo"' 1992'__‘[;3,3 {D.R. 3 008) Prepai_d
product e expenses for 1992 were and “fixed Tassets at net book value
were nue requiremenmssnc.iated with the equity balance would
be approximately million at a 13.2% Meturn on Equity. BAPCO's capital

3Sstructure is equity (D.R. 3-008).

The revenue requirements related to BAPCO fmwestment would change depending on
the appropriate return that should be applied in the calculation. Income before
28 income taxes was ) for BaPCO-Floxida for 1992 after payment of the
publishing fee hera Bell of $226 99,046 and after recognizing all
operating expsnses 3:::3.11!1::; administrative mmsl general expenses) and interest.
Based on forecasted 1993 toral BAPCO finsneial statemencs {October 1993 data
4}2annualized), Income befors income taxes ::unllld f BAPCO-Florida

L“‘“‘m

v} Hsrepresentsg of the; ‘based en 1992 “d2ta (D.R. 3-008).

-’

J.’i;



30

12. The J4Jiractory statute (356037 F.S.) was implemented when directory
operations were still a part of the speraring company and before Southern Bell's
directory operations were spun off Late ¢ separate directory affiliate. Judge
Harold Greene, the federal court judge supervising the Modified Final Judgment,
avarded the Yellow Pages business ¢to Tihw Yegional Bell operating companies to
“support the goal of providing afforidsble telephone service for all Americans.”
Many of the LECs established separate subsidiaries for the directory operations
prompting Judge Green to be very critical in his July 26, Order:

"When the Court required AT&T to turn over its Yellow Pages
operations to the Operating Companies, it assumed that the revenues from
the directory advertising would eomtinue to be included in the rate base .
of the Operating Companies, providing a subsidy to the local rates.
Instead of funneling the Yellow Page revenue to the Operating companies, °
they have created separate subsidiaries to handle their publishing
operations which do not feed the revenues from these operations intoc the
rate base."

The Directory Subsidiary Team's recommendation and reports (D.R. 3-018) pfeset{ted o
to the Corporate Policy Council of BellSouth in 1983, stated that some of the
directory goals in a post-divestiture emvironment were to:

1. Through contractual arrangements maintain a reduced level of financial
support to the Operating Telephone Companies from traditional 1local
exchange directories.

2. Provide new product and service revenue to the shareholder and protect
these revenues form regulatory imputation.

The Directory Subsidiary Team's repoxrt stated that a directory subsidiary would
position the corporation to make a stronger case for achieving judicial and
legislative limits to current rate base support.

13. Including the investment and incoms before income taxes of BAPCO-Florida in
the rate base and operating income and axpenses of Southern Bell would result in
recognizing the entire directory operations related to Southern Bell-Florida’s
franchise area similar to the way directory operations were included prior to the
establishment of a separate directory affilfate. BellCore currently includes the .
investment and dividend received ralated to Florida above-the-line for regulatory

purposes.

14. Disclosure mumbers two through fewr -m explain that certain adjusmentsi
should be made to BAPCO-Florida sxpemses in the amount of $10, k63 S17. - ‘_ .
OPINION: Southern Bell is not applyimg 364.037 F.S. to recognize the e-m:ire .':"
directory operations related to thair franchise area due to the establishment of g
BAPCO, a sspazats dirsctory affiliats of Southern Bell.

RECOMMENDATION: 364.037 F.S. should bs apglied to Southern Bell by including the
entire financial impact of dirsstexy spexations of BAPCO-Florida, including
investment and incowe befors incoms tamms, since 364.037 F.S. was set into place
before Southern Bell's directegy eparations became a separate r&gow
affiliate. The effect for 1992 weuldl e ©o» Increase rate base by, ‘and
increase income before incoms tames {ectwal -gross profit) by -

180
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DISCLOSURE NO. 2
SUBJECT: Management fees charged to BAPCO-Florida from BellSouth Enterprises,
STATEMENT OF FACTS:

1. BellSouth Enterprises (BSE-HQ) perforwss @ mumber of holding cémpany fuﬁccions
on behalf of its subsidiaries.

2. The costs incurred by BSE-HQ for performing these functions are recovered by
BSE-HQ from its subsidiaries through a monthly management fee and project
billings (D.R. 3-064). Total intercempany service contract expenses which
1nc1udes_mmanagemem: fees and project bHillings billed from BSE to BAPCO was
\ for 1992. BAPCO-Florida’'s share for these charges for 1992 was

'rl--—- ~T=¥hich represents,  of I

F

12.3. The monthly management fee is computed using a rate of applied to each
subsidiary’s adjusted operating expenses, Adjusted operating expenses are
operating expenses, less Cost of Goods Sold, Depreciation, and the prior month's
billed management fee (D.R. 3-063). The mgement fee for 1992 charged to BAPCO

l (> £rom BSE was "“which represents’ ,;0f the total management fee billed
to BSE affiliites e

4. The types of costs recovered by BSE-HQ through the management fee charges to
BAPCO include costs from the Human Resources Department, Comptrollers, Treasury,
Marketing, and the President’s and the Vice President’'s office (D.R. 3-063 and

- Interview with Maleese Whatley). These are basically the same general areas that
are covered by BAPCO's own departments.

5. Project billings billed by BSE'to BAPCO are in the areas of Human Resources,
Legal Services, Treasury, and Accounting Support (D.R. 3-118). These are
basically the same general areas that are covered by BAPCO’s own departments.

2{,The total 1992 amount of BSE projects billed to BAPCO was . _ D.R, 3-118)
6. BSE is being reorganized which will result in BSE being a shell corporation
with the management fee being discontinued from BSE (Interview with Mike
Hostinsky). The management fee may be replaced by a fully distributed costing
process which will allocate BellSouth Corporate costs to the BSE subsidiaries
(D.R. 3-104). The level of those possible replacement charges is uncertain at
this time.

7. BAPCO's owvn major departments are Human Resources, Comptroller, Legal, Sales-
Customer Service, Marketing, and Publishing {®.R. 3-078). The following is a
description of the functions of BAPCO’s depaxtments: -

Human Resources - Provides leadership amdl owerall direction for the Human
Resvurces of BAPCO. Through the performance af BAPCO duties, they work towards
a qualified, sffective, competitive and highly motivated work force.

Comptroller - Provides accurate and timely accounting service to BAPCO and
externally to BellSouth Enterprises in the manmagement of the corporate budget
process.
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legal - The work performed by this department can be generally classified as
*preventive law” and  “reactive law®, Preventive law i{s that activity which
entails advice and counsel. Reactiwep law requires the department to take some
affirmative action on behalf of the Teorporation such as the prosecution er
defense of a lawsuit or the acquisiciem of a new enticy or the development and
deployment of a new product or serviee, amn appearance in court, or the filing of
pleadings, briefs or other legal docammuts. ' ‘

Sales-Customer Service - Sales is respomsible for revenue generation through the
handling of yellow pages advertising. S$ales and Customer Service create and
implement programs that assures improwament in customer satisfaction. Customer
Service is responsible for handling customer inquiries and claims for all
produces and services offered by BAPCD. .

Marketing - the Marketing Department develops and implements strategies including
product management, advertising, market analysis, pricing, new products, market
research, mnational account mnarketing, training, methods, directory systems
design, and automation plamning.

Publishing - Publishing is responsible for directory production, ad design, and
delivery functions for the nine-state BAPCO region.

8. ‘Access to the BellSouth Enterprises general ledger and other records was
denied therefore the appropriate verification of the management fee and project
billings could not be accomplished.

22.0PINION: BAPCO-Florida was charged Pin 1992 for management fees and

-~

z2g

project billings from BellSouth Enterptises (BSE) which appear duplicative in
nature, will discontinue in its present form due to BSE reorganization, and which
could not be appropriately verified due to BellSouth’s objection to providing
BellSouth Enterprises general ledger and other supporting records.

RECOMMENDATION: The management fee being charged to BAPCO in the amount of
_:_géhould not be included in BAPCO-Florida expenses when determining
actual gross profit for several reasons: 1. The charges appear to be duplicative,
2. BSE-HQ is being reorganized which results in the discontinuance of the
management fee and project billings being charged to BAPCO from BSE-HQ, and 3.
Access to the general ledger and other records were denied, therefore, -
appropriate verification of the charges was not accomplished. '

Te
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DISCLOSURE ND. 3
¢ SUBJECT: Level of affiliated charges form Stevens Graphics to BAPCO.
STATEMENTS OF TFACTS:

i 1. Stevens Craphics, an affiliated compmny of BAPCO, has an exclusive contract
? with BAPCO to print all of Southern Bell's telephone directories published by
BAPCO (D.R. 3-001).

2. Stevens Graphics has two divisions which are the Directories Division and the
Business Products Division. The Directorias Division prints the directories for
Southern Bell. The Business Products Diwision manufactures, distributes, and
sills various printed business communicatfeon products.

3. Stevens Graphics uses market pricing fior billings from Stevens Graphics to
BAPCO. Prior to 1985, BAPCO purchased directory printing services form Stevens
Graphics under a third party market based comtract. In 1985, BellSouth purchased
Stevens Graphics. Stevens Graphics net pricing to BAPCO has not changed since
1985 except for price changes vhich have occurred due to a restructuring of
various prices for simplification and the Introduction of prices to reflect new
offerings (D.R. 3-079).

{8 4, Stevens Graphics ﬁa,rg_ed‘,approximately_ of its operating revenue in 1992
. e .outof§  for directory manufacturing services provided
. to BAPCO (D.R. 3-052 and 3-102). Stevens Graphics for 1992 earned approximately
= ') .?,la_?“m?tetum on equity (3-052). BAPCO-Florida represents approximately‘é _ Yof
: Total-BAPCO for directory manufacturing charges from Stevens Graphics to BAPCO
o23with Total-BAPCO incurripgf;’_m ' foxr &irectory manufacturing in 1992 and

A T

<2¢BAPCO-Florida incurring D.R. 3-047).

Based on 1992 data, BAPCO-Florida accountsd for earnings by Stevens Graphics of
$ I jabove a 13.2% ROE ( rate setting point established in Southern Bell’s
Tate stabilization Docket - Order 20162 ) as shown on the following caleculation:

1992 (0D0)
2 Stevens Graphics Average Equity oo
Allowed Return on Egquity 13.2%
. 2/ Allowable Nat Income T
B2 Actual Net Income
23 Net Income above 13.2% i
Expansion Factor 1.60
........
3&8Excess Earnings ;
- 203 Raiated to BAFCO scTivity
37 e
- 3t Relatsd to BAPCO-Flozisds —
| } 37 Excess Earnings - BAPCO-Flerida 1

»

")




5. The F.C.C. has proposed to tighten its accounting rules governing transactions
between carriers and their unregulated affiliates. Under the current rules,
carriers may use prevailing market rates f£or their transactions with unregulated
affiliates if the affiliate’s sales o third parties are "substantial." The
F.C.C. has proposed that substantfal should mean when the unregulated affiliate
sells at least 75% of its output-whether services or assets-to nonaffiliates.

6. Stevens Graphics does not do a Fully Distributed Cost study on affiliat:ed
charges to BAPCO (D.R. 3-090). _

OPINION: BAPCO-Florida made/  Im excess compensation payments to Steven ;
Graphics for the manufactur k of white and yellow pages. - v

/] RECOMMENDATION: Excess payments ofg‘ _Azere made by BAPCO-Florida to
Stevens Graphics for compiling and publishing of the white and yellow page
directories and should be excluded from expenses of BAPCO-Florida when
determining the actual gross profic of the directory operations. )

194
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"y DISCLOSURE NO. &

SUBJELT: Allocatien of white page expanse to the interstate jurisdiction incurred
by the Directory Affiliate. .

STATEMENTS OF FACTS:

1. BAPCO incurs expense of compiling and publishing white page (alphabetical)
directories_which are not recorded on Southern Bell’s boocks (D.R. 3-031). BAPCO
incurred in 1992 related to the production_ and manufacturing
(compiling and publishing) of white pages. BAPCO incurred . in 1992
related to the production and manufacturing of yellow pages that were recorded
on BAPCO's books.

2. C.F.R. Part 36.375(b)(3) states that the expense of alphabetical and street
address directories is apportioned among the operations on the basis of the
subscriber line minutes-cof-use applicable te each operation,

3. The interstate factor for 1992 related to directory expense was 16.17% based
on F.C.C. ARMIS Report 43-04 for the subscriber minutes-of-use.

g

in yellow page manufacturing expense with the majority be.ing JPprovided by Stevens
Graphics. The white 5_(ge manufacturing expense is ; of the total
manufacturing expense of for yellow and white page: pages (D.R. 3-031).

. e i b
4, BAPCO incurred: in white page manufacturing expense and:

et

5. The wvhite page production and manufacturing expense that should be allocated
to the interstate jurisdiction is calculated as follows:

Total BAPCO White Page Expense e
$ Related to BAPCO-Florida 5%

BAPCO-Florida White Page Expenss (D <=
Interstate Factor 16.17%

A
Interstate allocation E ) !

Stevens Graphics Excess Earnings

Related to Interstate White Pages
($3,079,000 x 37.43% x 16.17%) [
BAPCO-Florida Interstate White Page —————osver

Expense

- 6. The compiling and publishing of white pages is a function that was performed -
by Southern Bell before the directory operstfoms were spun off to a separate
affiliate.

-,
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7. Disclosure 1 recommends including the entire financial impact of BAPCO-Florida
directory operations related to Florida’s franchise area be included in Southern
Bell-Florida operatiouns.

OPINION: BAPCO-Florida does not allocats any of its expense of compiling and
publishing the white page expenses to interstate consistent with the Code of
Federal Regulations Part 36.375(b)(3).

RECOMMENDATION: The appropriate amount of BAPCO expense related to white page -
operations that should be allocated to the interstate jurisdiction is §3,106,517 .
and should be excluded from BAPCO-Florida expenses when computing actual gross.ﬁ
profit from directory operations. T

186
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DISCLOSURE NO. 5
SUBJECT: BellSouth Petition For Nonstandard Language in its CaM.
STATEMENT OF FACTS:

1. BellSouth filed a petition for waiver for permission to use ﬁons:andard
language in its CAM with the FCC on June 29, 1993 pursuant to the FCC Order, DA
93-511, released May 7, 1993,

2. BellSouth provides billing, collection, subscriber listing data, directory
delivery information, and directory publishing rights to BellSouth Advertising
and Publishing Corporation ("BAPCO"). A 1591 Fully Distributed Cost Study was
performed that identified the costs for these services as follows:

1/ Bflling and Collecting
] Subscriber Listing Data
13 Directory Delivery Information

------------

Total $13,532,402

These costs represent the total of nine states and Florida would represent about
26% of the total cost. The total above does not include the intangible service
of directory publishing rights.

BellSouth requests a waiver, as required by FCC Order DA 93-511, to be allowed
to describe these services provided to BAPCO in its CAM as "More Than Fully
Distributed Cost”.

3. BAPCO provides the services of compiling, publishing, and the delivery of
*white pages" directories and ccllection services. BellSouth requests a waiver
to be allowed to describe the services BAPCO provides to BellScuth as being
provided at "No Charge”.

L. Both Southerm Bell and BAPCO have responsibiljities in providing yellow and
white pages, and each incur costs relative to the entire operation as set out in
the contract between Southern Bell and BAPCO making the provision of directories
an integrated operation between Southern Bell and BAPCO. The contract between
Southern Bell and BAPCO establishes a division of revenue whereby BAPCO is paid
45.75% of the advertising revenue and the remaining 54.25% of the advertising
revenue is retained by Southern Bell as a right to publish fee.

The cost of compiling, printing, and delivering the white pages is incurred by
BAPCO. Southern Bell is not specifically billed by BAPCO for this cost. BAPCO -
does recover the value of compiling, princimg, and delivering the white pages
through the contractual arrangement described previously (D.R. 3-099). - o

5. A petition for reconsideration has been £iled wich the F.C.C. by the Public.
Staff of the North Carolina Utilities Commission related to F.C.C. Order 93-511
and comments have been filed by the Tennessse Public Service Commission related
to BellSouth's petition for waiver, Both states provide arguments in support of
rejecting the language proposed by BellSouth as described above.
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OPINION: BellSouth Telecommunications, Inc. ("BellSouth") has filed a Petition
For Waiver with the FCC to use certain nonstandard language in its Cost
Allocation Manual “"CAM"™ related to affiliated transactions between BAPCO and
BellSouth, which, if zllowed, would be inaccurate.

RECOMMENDATION: Acceptance of the language change in the CAM being petitioned by

BellSouth through a waiver should not be actepted as it is not consistent with
the contractual arrangements between Southern Bell and BAPCO.

1R38
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DISCLOSURE NO. 6

SUBJECT: 364.183, F.S. Reasonable Access To Records of Affiliated Companies

STATEMENT OF FACTS:

1. 364.183(1) states that the Commission shall have reasonable access to all
company records, and to the rxecords of the telecommunications company'’s
affiliated companies, including its parent company, regarding transactions or
cost allocations among the telecommunications company and such records necessary
to ensure that a telecommunications company’s ratepayer do not subsidize the
company'’s unregulated activities.

2. BAPCO, an affiliated company of Southern Bell, markets and publishes telephone
directory advertising (Yellow Pages), and publishes Southern Bell’s telephone
directories (White Pages).

3. Affiliaced charges to BAPCO accounted for approximately 46% of BAPCO operating
expenses for 1992,

4. Affiliated companies of BAPCO, which generate the majority of the affiiiated
charges to BAPCO, namely Stevens Graphics and L.M. Berry, earned ROEs well in
excess of the current Southern Bell-Florida ceiling on ROE of 16%.

5. BAPCO-Total Company and BAPCO-Florida both earned ROEs well in excess of
Southern Bell-Florida ROE ceiling of 185%.

OPINION: The charges to BellSouth Advertising and Publishing Company (BAPCO)
from affiliated companies such as BellSouth Enterprises and Stevens Graphics
could not be verified to the auditor’'s satisfaction due to Southern Bell's
objection to providing the general ledgers and other records of these companies.

RECOMMENDATION: The books and records of BAPCO affiliates, Stevens Graphiecs and
BellSouth Enterprises, should be made svafilable to the staff for auditing in
order to properly evaluate the affiliated charges to BAPCO, .

-

1°

O



'4°/e)

AUDIT DISCLOSURE NO.
SUBJECT: BILLING AND COLLECTION
STATEMENRT OF FACTS:

BST did not bill its affiliate BellSouth Communications Systems (BCS) for service
provided for all of 1992 and the first six months of 1993 until August 1993.
Company personnel explained that BCS was not billed because BST could not collect
the data necessary to bill BCS. BST had to rely on information provided by BCS
to bill BCS. BST requested that BCS provide BST with an estimate of the number
of bills which BST had printed for BCS. BST then applied rates per cost studies
to bill BCS. (ref w/p4-14)

OPINION: The company lacked necessary information to bill an affiliated company
in a timely manner.

RECOMMENDATION: It is recommended that BST track the information necessary to
bill its affiliated companies for all services which it provides co affiliates.
Furthermore, it is recommended that the company bill its affiliated companies at
Jeast monthly.

_L...A
T
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AUDIT DISCLOSURE WO,
SUBJECT: ALLOCATION OF BILLING AND COLLECTION COSTS
STATEMENT OF FACTS:

Currently the program used to allocate cosTs between regulated and non regulated
operations is based upon the ratio of non regulated bill lines printed te total
Hill lines printed. The total bill lines printed include common bill 1lines
printed. Common bill lines princed ara those which are attributable to both
regulated and non regulated operations. The inclusion of common bill lines
printed to total bill lines printed could distort the regulated/non regulated
ratio. The proper ratio should be non regulated bill lines printed to the total
of regulated and non regulated bill lines printed. The Company issued a Design
Change Proposal in September 1992 to be effective January 1993. Discussions held
with company personnel as late as August 16, 1993 indicate that the Design Change
Proposal has not been implemenced. (W/P? 4-il)

OPINION: The current methodology used to ealculate the non regulated percentage
of Account 6623, Cost Pool 03 could distort the regulated/non regulated ratio.

RECOMMENDATION: It is recommended that BST implement the changes as described in
the Design Change proposal.
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DISCLOSURE NO.

SUBJECT: Use of sampling in assigning costs of testing facilities.

STATEMENT OF FACTS:

1. In 1992 BST adopted on a uniform basis the use of a sampling procedure to
assign the cost incurred at its testing Zacilities to Part 32 accounts as well
as to cost pools within those accounts. While sampling has been used te . .
allocate cost pocls to regulated and nonregulated operations, the use of - 7 7.
sampling to assign cost to Part 32 accounts has not been approved by the FCC

In accordance with this procedure, the smployees at the testing facilities
do not complete time report identifying the activity that they perform. U
Instead their pay and other associated cost are allocated to Account 6533-.
Testing, Account 6532- Network Administration, Account 6211- Analog Electronic
Switching Expense, and Account 6212- Digital Electronic Switching Expense on . .
the basics of job profiles. These profiles are a surrogate for time reporting;?
and in theory identify the percent of time the employee are engaged in" . i
performing various task. This is the basis for determine the account to which : =
the cost is to be charged as well as the cost pool used for the regulated '
nonregulated allocation process.

A

To develop these profiles, the work activity of all employees in a
facility will be observed for one work day. Based on these observations, the
percentage of time chargeable to each of the above accounts is computed. These
percentage, however, are not computed on an individual employee basis but are
computed for the facility as a whole, All employees time and cost are
allocated on the same proportion Once developed the profiles remain in effect
for six months. - o

In 1991 the company had not adopted this approach on a uniform basis but
instead used a mixture of both positive time reporting and profiles to assign
the testing center cost. When the external auditor expressed concern that the
basis for assigning cost was being applied inconsistently among testing
centers, the company utilized the profiles and adjusted the allocation of the . .
cost in Account 6532. This adjustment resulted in §11 million in cost being L e
shifted from nonregulated operations to regulated operations. -

In 1992 the company discontinued the positive time reporting and adopted .
the use of statistically developed profiles for all testing center employees-«#f.
Also during 1992 it was determined that tha profiles used to allocate the 1991
cost had not properly reflected the regulated/nonregulated allocation since
several nonregulated function codes had been over looked. Using the 1992 : _—
profiles, the company recomputed the adjustment made in 1991. This resulted in
a the reversal of $9.6 million of the previous adjustment and a corresponding
shift of cost from regulated to nonregulated operations in 1992. It was also -
determine that the regulated time reported in account 6533(Testing Expense) had
been overstated in 1991. To correct for this, an additional $3.1 million was
deducted from regulated and added to nem regulated operations for 1992.

While sampling techniques have been used to allocate cost between regulated
and nonregulated operations, the use of sweh a technique te assign cost to
different Part 32 account has not been approved by the FCC. Since sufficient
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testing was not conducted to determims the reasonableness of using the
methodology for assigning cost to the Part 32 Accounts and cost pool within
those accounts, an opinion on this procedure can not be expressed. However
base on the problems encounter in developing the profiles, additional testing
and analysis should be made before this process is adopted for use in assigning
cost to the various Part 32 Account. 8ST should request authorization from the
FCC and state commissions and be prepared to show that the process does result
in the assignment of cost to the proper accounts, and to regulated and
nonregulated operations before adopting the procedure on a permanent basis.

OPINION: While the sampling procedure may result in the proper assignment of
cost to the Part 32 accounts and the related cost pocl used for separating
regulated and nonregulated cost, a dectailed analysis should be conducted prior
to acceptance of this method for regulatory accounting process.

RECOMMENDATON: BellSouth Telecommunication should request FCC and state
compission approval of this use of this sampling procedure.

183
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DISCLOSURE NO.

SUBJECT: The transfer of the CPE spaxacions from BellSouth ‘I‘elecomunicati_on
to its Subsidiary.

STATEMENT OF FACTIS:

1. In 1991 BellSouth restructured it’s communications operations. As part of -
this restructuring the Customer Premise Eguipment (CPE) operations were moved
form the BellSouth Telecommunications Into a nonregulated subsidiary. ‘

2. BST analyzed the financial impact of the transfer based on Jurie 1991 data.

3. The study showed that the transfer resulted in a approximateljr $32 million
of net cost being shifted from the noaregulatecd operations to the regulated
operations of the Company.

4, The analysis shows that the CPE operation to have an annual pretax loss of
Il 3approxinate1y‘% ‘million prior to the transfer..

/}tB. The shift of $32 million to the regulated operations equates toz ;
reduction in this loss, _

4, In addition to the shift in net cost, the transfer resulted in a $39
million shift in investment from the nomrsgulated CPE operations to regulated
operations.

OPINION: result of this analysis, it appears that the cost allocation and
affiliate transaction rules are not producing the desired results. In theory
the transfer of the CPE operations from the regulated utility to a nonregulated
subsidiary should not have materially changed the assignment of cost. If
working properly, the cost allocation procedure should assign the correct cost
to the CPE operations while it is included within the corporate structure of
the utility. The transfer of the operation to another subsidiary should result
in the transfer of the same level of cost snd investment. The fact that there
is a material change in the cost assigmment indicates that either the proper
cost was not being assigned before the tramsfer, or that the procedure used to
account for the affiliate transaction aftar the transfer is not preducing the-.
correct assignment of cost. In eithexr case ths results are the same. While -
' restructuring and modifying the way saxvices are provided may very well produce
Tteduction in cost for either or both the Tegulated and nonregulated operations,
neither should benefit at the expense of the other. The utility should not be
in the position of shifting cost from the morregulated operations to the
regulated operations by changing only the arganizarional structure.

RECOMMENDATION: This area wss mot inwestigste t© the extent needed to determine
the specific reason for the cost shife. It is Tecoamended that this arez be
further investigated. The FCC pressstly has underway an investigation of the
affiliate transaction rules. It would be appropriate to have rules relacive ro
the allocarion of cost within a utiliey m in conjunction with that
invescigacion. _
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DISCLOSURE NO.

SUBJECT: Cost Allocation Manual (CAM)

STATEMENT OF FACTS:

1.

10.

For Account 6723-Human Resources, the CAM provides for
two account with one being directly assigned to regulated/mon regulated,
and the other allocated on the basis of salary and wages.

The CSS/PPS Guide call for one pool that is allocated on
the basis of total salary and wages. This is the process used by the
company.

The Company follows the procedurs specified in the
CS5/PPS Guide.

The Company’s Cost Allecation Manual (CAM) identifies
Account 6712 Planning as having two cost pool. One being directly assigned
to reg/nonregulated operation with the other being allocated on the basis
of the General Allocator.

The coﬁpany does not follow this procedure, No cost is
directly assigned. Instead the cost 4n the is account is allocated on the
basis of the general allocator.

The Company's Cost Allocation Manual (CAM) show that
Premise Sale cost Account 6612 is te be directly assigned to a
reg/nonregulated cost pool.

The procedure used by the company as stated in the
CSS/PPS Users guide allocates the cost "to regulated/nonregulated based
on the ratio of hours reported by preduct in BBS on the BCI files."

The Company'’s Cost Allocation Manual (CAM) requires
that the General Marketing cost pool of Account 6611 Product Hanagement be
indirsctly attributed to reg/monrsgulsated operations using the resulting
factor developed from the directly assigned pool in this account.

The directly assigned pool 1is separated into two sub
pools: Direct Regulated/Nonregulatd -Product Specific, and Direct
Regulated/Nonregulated -Product Nom-Specific.

In stead of allocating the indirect cost pool using
the total direct regulared/nomregulatrlad cost the Company assigned the
cost the company based the its allocarion on the Direct
Regulated/Nonregulated Product Nom-Specific sub pool.

17
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OPINION: While it is recognized thar the CS5/PPS Users Guide is

the more detailed in its descriptiwe of the allocation process, it should
agree with the CAM. The CAM i3 the dasic document that is to identify the
allocation process that should properly reflect the procedure being
followed. There is e critical distimccion between the allocation and
direct assignment of cost. To miss stare the CAM and indicate that cost
is being directly assigned vhen it is in fact being allocated is miss
leading.

RECOMMENDATION: It is recommended that the CAM be corrected to properly

LY

reflect the process being used to assign cost.
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DISCLOSURE NO.

SUBJECT: Management does mot appear to wholéheartedly embrace the use

of documentation withia their concept of management control.

STATEMENT OF FACTS:

1.

Staff interviews were conducts@ with 313 employees in the management
structure to provide us with a general sense of the management
philosophy and conduct of the people who manage BellSouth Telecommunica-
tions. Of that number, 4 wers Presidents (Intepviews # 271071575 28); 1
was a Senior VP (Interview ¢ 3): 14 were Vice-presidents (Interviews ¢

1/3/8/9/12/16/17/18/21/22/24727733) & 33); 7 were Assistant VP’s (Intepviews ¢
476/7/33719723 & 28); 2 were Managers {Interviewes § 26 & 29); 3 were Directors
(Interviews @ 14720/30); 1 was Treasurer (Ingerview #13); and 1 was the Chief
Accountant (Intervier ¢ 32). Ten of the interviewees report direccly

to Mr. Duane Ackerman, Chairman and Chief Executive Officer of the
Corporation, who in turn is responsible directly to the Board of
Directors and BellSouth Corporation.

Six of the ten direct reports interviewed are responsible for each
of the six major functions of BellSouth Telecommunications:

Network & Technology Group (Interview e 25)
Regulatory & Externxl Affairs (Interview ¢ 13}
Marketing Group {Imarview ¢ 2}

Services Group {(Ilnsepview § 10)

Comptrollers & Treasury (Intecview ¢ 8}

VP & General Counsel (Interview # 5}

The other 4 direct reports were responsible for Strategic Management,
Security, Internal Auditing, and Corporate Responsibility & Compliance.
The rest (23) of the 33 employees served in a variety of positions
within the six groups.

Our interviews centered upon the exploration of the basic tenets of
good fundamental management. WHe asked each interviewee what their
operating philosophy and practics was in regards to the basic elements
of management--Planning, Organixzing, Directing, and Controlling. Ve
asked them how these elements were applied within their areas of
responsibility and how they wers Interfaced, both vertically (their
boss & subordinates) and laterally (their peers in other functional
areas).

The answers {(concsrning managessmt philosophy and practice) that we ’
received from each interviewee ware surprisingly consistent among the




/95 L

. group. They portraysd a4 philosophy that can best be described as,
*personal”, “hands-on", “sne-on-one”, and "direct” in regards to
management oversight., The msnagers like to do "field visits" and talk
to their managers as wall as the rank-and-file employees. They
expressed an "open-dosr® policy and some even had direct (1-800)
telephone lines to their «ffices. There is heavy reliability on "word-
of-mouth” and personal Imtagriry to expose things going wrong with
the broad management and control aspects (not necessarily so for
operational details whare specific measurements tend to occur).

4, The use of written (or Conputarized) reports to management (other than
the standard Financial/Accoumting reports) was not in evidence in so
far as being used by most of the top managers we interviewed. Very
few of them either received or generated high-level management
information type reports which address problems/status of operations.
Instead, they rely upon verbal commmication (or their own observations)
from their suberdinates, and likewise, provide verbal reports to their
superiors. A commonly expressed justification for this approach was
the rapidly changing dynamics of the induscry which dictates the need
for rapid responses (face-to-face or telephone communication) and
decision making. Most stated that they maintain at least daily contact
with their bosses and daily or weekly contact with their direct reports,
although, group meetings and meetings with "line" pecple are not
frequent.

OPINION: While this personal,"soft information® (as opposed to
written/computer documentation) philosophy is commendable and
has benefits, it raises some doubts as to its effectiveness and
reliability when our ocbservations are coupled with other staff’s
observations vhich indicated a strong and consistent lack of
control documentation (see Maryrose Sirianni’s project tracking
disclosure) at the funetionsl (operational) levels. Stsff has
some concern that the top management's operating philosophy -
concerning the need for documentation may not only be prejudicial
to their own respemsibilities, but alsc, may manifest itself
in subordinate behavior to the detriment of the whole organizacion
over the long-term. :

RECOMMENDATION: BellSouth Telecommmications Should Engage An Independent
) ' Consultant Te-dewiew Their Requirements And Practices In
The Area Of Management Information Reporting. Emphasis '
Should Be Placed Om Top Management's Need As Well As The
Needs Of The Orgamimetion At The Manager/Supervisor Level.

e
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DISCLOSURE NO.

SUBJECT:  Effsctiveness And Unifermiry Df Policies and Procedures - Some

Of The Policies and Pracedures Originated At Southern Bell, South
Central Bell, BellSouth Services and Selected BellSouth
Enterprises Units Havs Moz Been Integrated Into Single (Uniformly
Applicable) Manuals Under The Corporate Or BST Umbrella (As
Appropriate).

STATEMENT OF FACTS:

1.

Staff requested (Dgcument Recussh e, 5-039) a copy of the "Company's" travel
policy; its conflict of interast policy; and its fraud, waste and abuse

peliey. The Company’'s response was to send us a copy of (1)
", ..BellSouth Services’ Exscutive Instruction Number 4 which is the
Corporate Travel Policy." (2) *"...SCB Executive Instruction Number
4 which. is the Corporate Trawvel Policy." (3) "...SBT Executive
Instruction Number 4 which is the Corporate Travel Policy." Southern
Bell Telephone's policy has a published date of August, 1989 while
the other two were published in August, 1990 and updated in May, 1991.

The Company’'s response to the conflict of interest request was a booklet
titled A Personal Responsibjlity. It was published June 1, 1992 and
does cover every employee of a BellSouth company.

The Company'’'s response to the fraud, waste and abuse request was a
BellSouth Telecommunications Policy Statement No. 1.2 - Business
Conduct. It was issued 1-1-93. 1Its scope as stated is: "This policy
statement applies to all BST employees and to all aspects of BST
domestic and foreign operatioms.® While it does address itself to
all employees of the newly combined organization (BST), it does not
speak to the employees of the parent company - BellSouth Corporation,
and it is unclear as to any subsidiaries.

Staff requested (pocupent Request W0, 5-841) a copy of the Table of Contents
of all policies and procedures manuals used by BST and BSC, to include
any publications whose purpose is to provide direction and guidance
to employees, e.g., "Executive Instructions”.

The Company’s response was to object on the grounds that Staff's request
was "...s0 vague and broadly stated that BST cannot ascertain with
any reasonable degree of specificity the informacion which has been
requested.” However, the vhjeetion notwithstanding, they did send
us the indexes for the BSS, SCB, snd SBT Executive Instructions which
®...are currently being re-writtam at the BST level., However, until
they are finallzed, the Tompany continues to operate under existing
Executive IngTructions.” Zach &f the three documents furnished, have
different publication datms, with the latest being October 199G and
the oldest being October 1989.
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3. Staff requested (Doconent Rasmesy ga, 5-071) & copy of the Table of Contents
of the "Treasury Practices.® The Company's response to send us a copy

of the South Central Ball Traesury Practice (no date indicated). Their
comment was - "It is represemtacive of the Treasury Practice currently
being used {n BST. The Compamy Iis in the process of updating the
Treasury Practice.®

OPININION: The lack of consolidationef the policies and procedures fragments -
management’'s right to expect uniform practices throughout the newly ™
consolidated organization. It could also lead to personnel problems,
especially where personnel have been shifted between the four differing work

environments (BSC,BST,SCB, & BSS). Also, while the existing policies and -

procedures are waiting to be consolidated, they, more than likely, will not
be kept up-to-date. Therefore, tha longer the delay in completing any
consolidation, the greater the probability that they will no longer reflect
the reality of the workplace. While policies and procedures tend to change

at a very slow pace, they are dynamic and must be kept up-to-date to be .°

effective.

RECOMMENDATION:  BellSouth Telecommmications Should Increase the Priority

And Resources Givan To The Task Of Consolidating The
Policies And Procedlures Which Existed Within The Three
Companies That Prsceded The Merger. Upon Completion Of
The Consolidated Desuments, Management Should Take The
Kecessary Steps To Ensure That All Employees Are Educated
As To Their Exlstemoe And Application.
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DISCLOSURE NO. T

SUBJECT: BellSouth Telecommmieatisns Has Not Taken Steps To Evaluate

The Effectiveness Of Theix 1991 Reorganization Which Merged
Southern Bell Telephone, South Central Bell Telephone, BellSouch
Services, And Selectad ®indts Of BellSouth Enterprises.

STATEMENT OF FACTS:

1.

In March 1991, BellSouth Corporation mexrged the operations of Southern
Bell, Souch Central Bell, BellSouth Services and selected units of
BellSouth Enterprises into one srganizational entity known as BellSouth
Telecommunication Inc.

The criteria for reorganizatien were to:

a. Improve responsiveness to customers

b. Increase efficiency and/for €ffectiveness
c. Be compatible with the smvironment.

The objectives of the reorganization were to:

a. Improve the Company’s competritive position
b. To enhance shareholder walus.

Staff’'s review of some indicators, before and after reorganization,
revealed that the Company’s expected benefits may not have been fully
realized-- =

a. Increasing responsiveness £o customers should be manifested by
v us r s . Results of a brief

six state survey of customer complaint statistics showed that,
in fact, the aggregate number is trending downward from the 1991
figures with Florida and Geoxrgia accounting for the bulk of the
change. -

b. e ev ecre
operating expenses gndl/ex adecrease ip the pumber of emplovees.
BSC’s 1992 Summary Amsmal Beport to Shareholders (Document Reguest
# 5-0033) states that both of thege indicators increased from 1991
to 1992. Operating expsmsss for BSC increased by 3.5%, from
$11,635.8 million in 1991 vo0 $ 12,040.9 million in 1992. Total -
BSC employees reported =t year end 1991 was 96,084, vwhile in-
1992 it increased te 97.112. At the same time, the number of
Zalephone employees (apexardng company) increased from 82,245
to 82,866. ‘
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c. Prior to the reorganization, a BellSouth monthly newsletter stated
that “...the reorgasization nust be sensitive to regulation and
in no way disguise Tagulatzd business transactions”. However
in the course of this sudit alone, the audit team has run into
several obstaclss ia atrempting to verify regulated business

transactions. The amdit team has generated 1135 requests for :

docunents, of that mumber, the Company has claimed confiden-
tial/sensitive or *preprietary" status on 215 documents, or 19{
of the requests.

BellSouth claims (verified by numerous executive int:ervi.ews) to be:i‘j_,
comnitted to the temets of Total Quality Management (TQH) L

One of the fundamental principles of any TQM program is the Plan Do
Check, Act cycle. A quality organizatjon will Plan their céurse of
action, Implement the plam, Check to make sure the problems were
corrected, and then take further corrective Action if necessary.

According to an interview {Jgterview # 22) with John Guntei;there has
been no follow-up to determine if the reorganization criteria and
objectives were achieved.

In an unrelated audit (Reposg ¥o. SB-c-2-90169) of Southern Bell in 1991,
the Florida Public Service Commission recommended (Recomsendstion No. 2)
that the Company formally swaluate the results of the reorganization
vhich was underway at that time. 1In an implementation follow-up on
this recommendation (dated 10-19-93) the Company stated that: "The
results of the Gunter Study ere no longer relevant in Florida because
severa) additional rounds of reorganization have subsequently taken
place. The Company is constantly adjusting its management force based
on changing conditions related to the economy and competit:’.on in the
1ndustry

OPINION: Management should be {ntsrested in whether or not the money spent

RECOMMENDATION: BSC AndBST Should Evaluate Whether Or Not Their Expected

and the personnel turbulence which resulted, has been worth the
changes forced upon the organizations involved. While some
preliminary data has fawvorable indications, their true meaning .-

. 1s far frowm conclusive. Certainly, the evidence to justify this’' . .
massive reorganization has yet to be seen in the operar.ing reSults"; o
and in the mazrket placs. : '

Bmﬁumwkummd As AResult Of The Reorganiza
tion,






