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The Honorable Dale Hardy Roberts S.N‘éoaomm lon

Secretary/Chief Regulatory Law Judge

Missouri Public Service Commission

P.O. Box 360

Jefferson City, Missouri 65102
Dear Judge Roberts:

In the settlement of Case No. T0O-94-184, Southwestermn Beil Teiephone Company (SWBT) agreed
to file, annually, the following information with the Missouri Public Service Commission:

o A copy of SWBT's Cost Allocation Manual (CAM)

s A copy of the external auditor’s attestation letter regarding SWBT's CAM audit, and

» The resuits of the joint federal/state biennial audits as required by Section 272 of the 1996
Telecommunications Act.

In accordance with the settiement, attached is the following material:

s  SWBT's CAM in effect at December 31, 1999 and
» Emst & Young's corresponding audi report.

A joint biennial audit has not yet been performed. The results will be forwarded as soon as an
audit is performed and the results become avallable,

If you have any questions concerning this information please give me a call at 314-235-5648.

Very truly yours,
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“ERNST& YOUNG . & Ermst & Youny e

. & Phone; 3°2 239-1000

Gatew v Lne MAVW.eL.COm

Suite 1 HW

01 Market Street
S4. Louls. Missoun 63101 F | LE D
Report of Independent Auditors

MAY 5 2000

Samlssoag Pu?ﬂlf

We have audited. in accordance with generally accepted auditing standards. the balance sheet of
Southwestern Bell Telephone Company (the Company). a wholly-owned subsidiary of SBC
Communications. Inc., at December 31, 1999 and the related statements of income. shareowner’s
equity and cash flows for the year then ended and have issued our report dated February 11. 2000
in which we expressed an unqualified opinion on those financial statements. We have also
audited the accompanying Company’s Federal Communications Commission (the FCC) Repont
43-03 ARMIS Joint Cost Report Submission #1 Columns (b) through (j) (hereafter referred to as
“FCC Report 43-03") as of and for the year ended December 31. 1999. As described in Note 1.
this report was prepared pursuant to the Company’s Cost Allocation Manual. the FCC’s Joint
Cost Orders issued in conjunction with CC Docket No. 86-111. and the FCC’s published rules
and regulations thereto (47 CFR Sections 32.23. 32.27. 64.901. and 64.903) in force as of
December 31. 1999. This repont was prepared for the purpose of complying with those rules and
regulations and is not intended to be a2 complete presentation of the Company's financial
statements. The FCC Report 43-03 is the responsibility of the Company’s management. Our
responsibility is to express an opinion on the FCC Report 43-03 based on-our audit.

The Board of Directors of
Southwestern Bell Telephone Company

We conducted our audit of the FCC Report 43-03 in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the FCC Repont 43-03 is free of material misstatement.  An audit
includes examining. on a test basis. evidence supporting the amounts and disclosures in the
report. An sudit also includes assessing the accounting principles used and significant estimates
made by management. as well as evaluating the overall report presentation. We believe that our
audit provides a reasonable basis for our opinion.

In our opinion. the FCC Report 43-03 referred w0 above presents fairly, in all material respects.
the information of the Company required to be set forth therein as of and for the vear ended
December 31. 1999, in accordance with the Company s Cont Allocation Manual. the FCC’s Joim
Cost Orders issued in conjunction with CC Docket No. 86-111, and the FOC's published rules
and regulations thereso (47 CFR Sections 32.23, 32.27, 64901, and 64903) in force as of
Decamber 31. 1999,
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Southwestern Bell Teléphone

March 21, 2000

Emst & Young LLP
Gateway One

701 Market Street
Suite 1400

St. Louis, MO 63101

Gentlemen:

In our letter dated February 11. 2000 we confirmed by letter certain information and opinions
expressed to vou. With respect to the financial statements of Southwestern Bell Telephone
Company (the “Companv") for the vear ended December 31. 1999, we confirm that. to the best of
our knowledge and belief. the statements made in said letter are correct as of this date and there
have been no developments since February 11. 2000. that would materially affect the financiai

1 Miatements for the vear ended December 31. 1999, In addition, we know of no cvent since

February 11, 2000. that ahthough not affecting such financial statements, has caused or is likely to

CAUSC any nmmddmge,admwo&uwn.mdnﬁmmdposmmltsofopumomor
cash flows of the Company.

In connection with your audit of the Federal Communications Commission (“FCC™) Roport 43-03,
ARMIS Joint Cost Report (columas (b) through (§)) (hereafter referred to as “FCC Report 43-
03™) for the vear ended December 31, 1999 for the purpose of expressing an opision as to whether
such report presents fairly, in all masenal respects, the information of the Company required to be
set forth therein for the vear ended December 31, 1999, in accordance with its Cost Allocation
Manual (the “Mamual ™). the FCC’s Joinmt Cost Orders issued in congunction with CC Docket 86-
{11 and the FCC’s pablished ruies and reguiations thereto tinchading CFR sections 32.23. 32.27,
64.901 and 64 903) {coliectively, the “FCC Rules and Regulations™ in foroe as of December 31.

1999, we make the followng repecsentations. whach are true o the best of our knowledge and
betief:

We recogmiae that. as mwebers of wamngemont of the Company, we are reaponsible for the fair
prosoatation @ the FCC Roport 43-G) of the indormation of the Company reguired to be set forth
Uneein in accordance vuh the Mansai and the FOC Rales and Raguiations.

We balieve Yt e clibcs of any wenijuned audit dilffbronces. summariand in the accompanying
schadile. actamuinted by you duving the curnat audit s wxonssvial. bok individually and in the
agpeges. %0 e FOC Rapant 4387 wlan 20 & winis.

W kave mle scainbie s you o siguilishe: ademasion St we Seliove i sulevant 15 the sudit
onlinling offiions sumeoien. me spening, cilomni aciiviien, spesisl wedies and now-
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and procedures unplemented and perftmmd conform v.uh the ob_;ecnves. approach and
describéd in the Manual. Our Manual as amended through December 31, 1999, has
been .edwuththeFCCand:smconfoxmﬂymthﬂ:cFCCRuluandRegulauons The copy of
the Manual provided to you is identical to the version on file with the FCC on December 31,
1999. There are no amendments on file with the FCC which have not been provided to you.

Cost Allocation Svstem
We believe that, for the year ended December 31, 1999. the cost allocation system. as
implemented. conforms with the criteria set forth in the Manual and the FCC Report 43-03

presents the information ot the Company in accordance with the Manual and the FCC Rules and
Regulations.

There are no material weaknesses in the cost allocation system. including any for which we
believe the cost of corrective actions exceeds the benefits.
.

Xear 2000

We arc not aware of any significant adverse effects of Year 2000 on our¥ystems and operations.
Affiliate Transactions

The Manual is complete with respect w0 identifying all affilistes and all transactions with
affilistes as defined by the FOC's Rules and Regulations. All affiliate transsctions have boen
accounted for in accordance with the FCC's Rules and Regulations relating to the provision of
ARSNtS Or services between affiliates.

Chaining Iransactions

We have poticies and procedures in place which are adequate to identify Chaining Transactions
as defined by the FOC"s Rules andi Reguistions. Ia 1999, we have had no Chaining Transactions
88 definad by tive FOC"s Rules and Regulstions.

Asat Tragafery

The Mumml is complne with respect o idomifying o5l asont transfavs as defined by the FOC's
Rules sl Reguiations. ARl sssm vasafers heve bean accommad for in sccordance with the
FOC"s Rl and Ragniations relacing w the wmin of ases berwess alfilistes.




Emst & Young LLP . 3 . March 21. 2000
St. Louis, Missouri _ .

We have policies and procedures in place which are adequate 10 identify Asset Transfers. In
1999, we have had no Asset Transters as defined by the FCC’s Rules and Regulations.

Time Report

The time reporting methods and procedures used by the Company comply with the FCC's Ruies
and Regulations. All time reporting methods used by the Company are described in the Manual
and all employees are reporting their time through payroll reporting in accordance with the
methodologies set forth in the Manual,

The Company maintains adequate contemporancous records supporting time reported in
accordance with the FCC’s Rules and Reguiations. All employees who use the exception time
reporting methwd have normal account distributions that have been determined using methods

that are in accordance with the Manual. Any time studies are supported by adequate records of
the study resuits.

Incidental Activiti

The Company does not conduct any incidental activities which are not described in the Manual.
All incidental activities are less than one percent of regulated revenues as set forth in the FCC's
Rules and Regulations and are not subject to the FCC's Rules and Regulations relating to the
separation of costs between regulated and non-regulated operations.

Spesial Studi ~
All studies used as surrogate measures to determine the regulated and non-regulated portions of
transactions are conducted in accordance with the FCC's Rules and Regulations and are in
compliance with the Manual. All studies are supported by adequate records of the study results.
: latad Activit

There are no non-reguiated activities conducied by the Company (as defined by the FCC's Ruies
and Reguistions) whach are not identified in the Manual.

The Company has adequate policies and procedures in place to ensure that: (1) services which
are not competitive do not subsidize services subject to competition and (2) services included in
the defimition of Universal Services bear o maore than their Gair share of joint and common costs,

Comt Appossinamen Canpegasion

All oot apparticameos Sapasaioes have boes sade @ acoordance with the Manual and are the
product of socawe methads. AR coms are spporsioved using the Al stribatable costing
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Rober: Pickering
Senior Vice President - Finance Corporate

Phil Rodick

Managing Director - Finance Operations
‘ -
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Executive Director - Regulatory Accounting
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December 16, 1999

Ms. Magalie Roman Salas

Secretary

Federal Communications Commission
TW-A325, The Portals

445 Twelfth Street, S.W.
Washington, D.C. 20554

Re:  Permanent Cost Allocations Manual for the Separation of Regulated and
Nonregulated Costs for Nevada Bell. Pacific Beli and Southwestern Bell
Telephone Company

Dear Ms, Salas;

Pursuant to Section 64.903(b) ot the Commission’s Rules, as amended by the Report and
Order in CC Docket No. 96-193 we respectfully submit an original and three copies of
the annual update to the single Cost Allocation Manual (“CAM™) for Nevada Bell. Pacific
Bell and Southwestern Bell Telephone Company.

This CAM update incorportates description of revisions to cost pools and technical and
narrative changes to the CAM. All changes to the manual can be identified by
annotations in the right hand margin of each revised page and are described in the
atachment. As required by the CAM filing procedures. this CAM update has been
reformatted to eliminate blank spaces and repaginated 0 include any pages added during
the calendar vesr. Additionally. this revision reflects the following:

1. FOC 99-106 Repont and Order in CC Docket No. 98-81 reieased June 30. 1999
(inchading software capitalization per Susemnent of Position 98-1. use of
Accoust 5280 for ali nonreguimed revenue; elisnination of Acoounts 2115,
2116. 6115, . 6116)

2. Classification of Direcsory Listing Services a3 nonregulased per the US Went
Ovder (In the Matser of Petition of US Went Comenenications, Inc. for a
Declorwory Ruling Regarding the Provision of National Disectory Assistance:
Petion of US West Commumications. lnc. for Forbesssnoe; and The Use of
N11 Codes s Other Abbrevisnd Dialing Arrsagmenns, Memorandum
Wuﬂ mrmccmmnmdwmmw

3. Tramelir of corvain selaphone compuny sppor ssrvics sesvssces to SBC
Servives, e effeocs on or olier sy 1. 2000.
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Change From

N/A

N/A

NA

N/A

NA

Description of Change

Change To

"Network Facilities Cost Pool”

Connections Cost Pool”

“Outside Plant Mawtensnce Cosl Pool™

“Service Order Cost Poal

.

“Marketng Cost Posl”

“Genmst Qpostons Cant Pour”

TRANSMITTAL LETTER MATRIX CAM CHANGES

Reason for Change
support costs from SBC Services, Inc.

See General Note 4. Pool added o include
support costs from SBC Services, inc.

See Generat Note 4. Pool added to include
suppon costs from SBC Services, inc.

See General Nole 4. Pool added to include
suppost costs from SBC Services. Inc.

See Genarsl Nole 4. Pool added 0 inchxie
support costs from SBC Services, inc.

See Genesal Note 4. ool added 1o include
sappont costs fom SAC Services, Inc.

Sen Gongest Noie 4  Pool stded o Fxhade
suppd casls buee ST Sarviom. Inc.

Sue Const Nuin 4. Pust a8ies o tude
suppen sasls Sum SEC Bevineg, .

Annualized
regulated
operations of
$215.2 miliion.

increase to

Increase Lo

reguiated
operations of
$33.5 miliion.

Increase o
reguiated
operations of
$68.6 mition.
Increase lo
regutated
aperations of
$76.3 million.
thcrease to
. @
aperetions of
$48.0 milion.
mncresse to

soguisted
opwetions of $7.6
i,
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TRANSMITTAL LETTER MATRIX CAM CHANGES
Description of Change
Page .
Annualized
Account Change From Change To Reason for Change Quaniification

requlated
operations.

“Joint Voice Mail-Other Cost Pool” NA To delete pool with minimal costs. Less than §.1
million impact on
regulated
operations.

“Joint Automated Atlendant OCS Cost N/A To delete pool with minimal costs. Less than $.1 .
Pool million impact on
regulated
operations.

*Joint Automaied N/A To delete pool with minimal costs. Less than $.1
Cost Pool.” mitlion impact on
reguiated
operatons.
VI-53 ~Joint Voice Malt OCS Cost Pool” NA To deisle pool with mindmal costs. Less than $.1
8613 milion impact on
regulated

*Joinl Voice Mell-Other Cost Pool” NEA Yo delele pocl with minimed costs. Less than $.1




TRANSMITTAL LETTER MATRIX CAM CHANGES

Description of Change
Page 1
USOA Annualized
Account Change From Change To Reason for Change Quantification
Vi-54 *Nurnber Services Cost Pool” “Number Sesvices Support Cost Pool; See Genersi Note 5. Decrease 1o
6622 Directly altribuled besed on relative value requiated
of Number Services current month salaries operations of §7.3
and wages in the cost poois (excluding the miflion.
Number Services Support Cost Pool) in
Account 6622, Number Services.”
N/A "Operator Systems Direclory Assislance See General Nole 5. Decrease 1o .
Cost Pool reguiated
operations of
$13.8 million.
*Joint Voice Maill OCS Cost Pool” NA 7o delete pool with mirmal costs. tess than $.1
million impact on
reguiated
opevations.
“Joinl Voice Mel-Other Cost Pool” NA To delote pool with minimal costs. less than $.1
million impact on
roguiated
aperations
*Joint Automsied Attendant OCS Cost NA To dulale pocl with mirkensl costs. Less than §.1
Pool” million impect on
— @
: apontions.
“Joink Actomated A To detete poot with seisimet COBI. tessthan 8.1
Cost Pool.” enilinn mpeact on
rograsied
aperetions

A




N/A

N/A-

"Indirectly attribuled based on the
relative investment value of the
Signating Cost Pool investment in
Account 2212, Digital Electronic
Swiiching.”

NA

NA

TRANSMITTAL LETTER MATRIX CAM CHANGES

Descriplion of Change .

Change To

“Dwectly Attribuled Regulaled”

*Operstor Services Cost Pool”

Ll

“Yateinh Faciiies Cout Pesr”

Reason for Change

See General Nole 4. Pool added to include
support cosis from SBC Services, Inc.

See General Note 4. Pool added to inciude
support costs from SBC Services, Inc.

To clarily the usage methodology being
appliad to apportion the Signaling Cost Pool
costs.

Ses General Noke 4. Pool added o inckxde
support conle from SBC Servioss, inc.

See General Note 4. Pool added 10 inchude
support cosls bom SBC Services, inc.

Ses Ganarl Note 4. Pool sdded Yo inclode
swgpont costs bom SBC Senioes, Inc.

Ses Conmsi Nate 4. Poct adibed 10 inchade
sappett covls bum SBC Servicee. .

"

Annualized
Cuantification

Increase o
regulated
operations of
$286.3 million.

N/A

NA

Increase 10

$48.1 million.



NA

N/A

NA

NA

TRANSMITTAL LETTER MATRIX CAM CHANGES

Description of Change .

Change To

“"Outside Plant Mainienance Cost Pool”

“Service Ordes Cost Pool

“Markoling Cost Pool”

“General Gpesations Cost Pool”

Sesecien Diuelly sliniod »

onalgale;
gl PR aud SWET we s pasl.
whiln NS soaly wots Svs posl. incluies
posten of Land and Avtauds wetment
aq-bhbmm

Reason for

See Generat Nole 4. Pool added 10 include
support costs from SBC Services, Inc.

See General Note 4. Pool added 1o include

See General Note 4. Pouol added to inchxle
supporn costs frorn SBC Sorvices, iInc.

See General Nole 4. Pool added 1o inciude
support costs Sram SBC Sorvices, inc.

See General Note 4. Pool added ¥ include
spport costs om SBC Services, inc.

Yo sl a pesi t» alivibule dvecly o
vogniing e paiien of B gEib or does
albatebin peo-T000. Nate: THIB s 2ot 8
e in colniulion ind & chasslicalion o
dvaclly siviaind We pasion oF S gain or
s ailich can be Musiieg s pop- 1000

Annualized

operations of
$15.3 mikion.

tncreasa o
rogulaied
opurations of
$31.4 miflion.

fncrease (o
reguiated
operslions of
$34.9 million,

Increase o
rogulalo
operations of
$22.0 million.

increase lo

roguisted
aperalions of $3.5
million.

ncroase o

reguiuied
aperalions of
$53.0 million.

See nolo in
ouphanalion
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TRANSMITTAL LETTER MATRIX CAM CHANGES

Description of Change .

Page
USOA Annualized
Account Change From Change To Reason for Quantification
relative amount of time and the amount of ime and the relalive portion of Land Cost Pool since there is minimal explanalion. Less
refative portion of the asset which was  the asset which was included In the rate artwork being disposed. Also, created a than $.1 million
included in the rate base over the base over the period of ime the assetwas  separale cosl pool {see previous Directly impact on
period of time the assel was in in service afler 1987, per requirement in Attributed Regulated Cost Pool in Account reguwated
sefvice, per requirement in Report and  Report and Order in CC Docket No. 86- 7150) for the portion of the gain or loss operations for the
Order in CC Docket No. 86497, 497, released Decomber 24, 1986 (Para. attributable pre-1988. change in artwork
released December 24, 1986 (Para. 85). The relative portion of the asset is altocation.
86). The relative portion of the assel alocated 1o regulated and nonreguialed .
is allocated to regulated and based on Land investment n Account 2111
nonregulated based on Land and Artwork, investment in Account 2122,
investment in Account 2111.
“Indireclly altributed based on the NA Sales of artwork are S0 rare as o make this  Less than §.1
relative amount of time and the pool not necessary; pool mermed with the milkon knpact on
relative portion of the assel which wes land pool. reqguiated
inciuded in the rale bass over the operations
period of time the assel was in
service, per requirement in- Report and
Order in CC Docket No. 86-497,
relensed Decomber 24, 1986 (Pars.
88). The relstive portion of the assel
is allocaled Y0 reguinied am)
nunreguinicd based on Artwork
Investmant in Account 2122.
TANEETTAL ATYACIHAIENT
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TRANSMITTAL LEYTER MATRIX CAM CHANGES

Destripion of Change
P* ae
USOA Annualized
Account Change From Change To Reason for Change Quaniiiicaon
m2 N/A Assst Transfers 1o S8C Services Associaied with the services listed above. ($9.0 miilion) to
Includes all sssels expecied 10 be transiered reguiated
n 2000. ($1.4 mitlion) io
nonreguiated
2118 N/A Asset Translers 1o SBC Services Associsted with the services listed above. {$2.1 million) to
inciudes all azesls expecied to be transferred ragulated
n 2000 (50.3 milkion to .
nomeguiated
2116 N/A Assot Transfers 10 SBC Services Assoclated with the services ksted above. ($26.7 million} to
inciudes all assets axpected 10 be transierred regulated
in 2000. ($2.1 miltion) 1o
2122 NIA Asset Translors o SBC Services Associaed with the servicss listed above. {$3.0 million) 10
inchedes sl assets sxpecied o be transiermed reguisted
n 2000, {30.4 mithion} to
nonreguisted
21D NA Aseet Translers 1o 38C Services Associated with the services listed sbove. {3120.8 mitlion} to
nciudes all aseshs expecied 30 be Sranwlerred reguisted
v n 2008. {$5.8 milion} to
nonreguintecd
2 WA Asset Translers 30 SBC Services Associsied with the services lsted sbove. {55838 miition) to
inciudas all ssesis supauied $o be Sransivrred reguisted
'Y 1 (5556 miltion) 1o
novwraguisied
5264 WA Selen to Al - Maguisted Associated with services Bsied shove. $141.1 million to
reguisied
2 WA Salus o Al - Wesveguining Assacisted wlih services Seind sheve. $28.2 million to
nonreguisbecd .
v Dolnted “velus messuglig surviins™ L] ' Updete Ofivisl Commmnications servics A
aewiption.
v A Addet “Winfvstes) gragesly” selwence Sipints Toupesuwy Ponjacts sorvice )
dupaipiion.
v “gravibion of sampi suseri primaily “weutien of songle Sussuction ee S FRC.~ Sipdute Py bisesshangs Casvier A

anN> Sarvines Servinn Sasasgiing.
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SECTION | - INTRODUCT!. .

OVERVIEW

In compliance with the Federal Communication Commission (FCC) Repert and Order (the “Joint Cost
Order”), CC Docket No. 86-111. released February 6, 1987', Nevada Bell, Pacific Bell and Southwestemn
Bell Telephone Company (the “"Companies”) have prepared a Caost Allocation Manual (CAM) based on
the attributabie cost method of fully distributing costs, with an emphasis on cost causation. This CAM

provides the Companies' methodology for separating the costs of regulated telephone service from the
costs of nonregulated activities.

The Joint Cost Order established two separate but complementary sets of rules: (1) a cost allocation
process which separates the costs of regulated and nonregulated activities offered by a carrier, and (2)
rules governing transactions for goods and services between a camer and its nonregulated affiiates,
These rules require cariers to file and maintain curent CAMs describing the application of these rules to
their particular operations, the resuils of which are reviewed by an independent auditor.

This CAM establishes the procedures for the identification of costs associated with nonregulated
activities. These procedures follow the FCC niles and are intencded to guard against the subsidy of
nonreguiated activiies by regulated activities and to detail iransactions between the Companies and
their nonregulated affiliates. The Companes CAM complies with the FCC's Joint Cost Order, Order on
Recansideration?, and Order on Further Reconsideration’®, in CC Docket No. 86-111, and Report and
Order in CC Docket No. 96-150".

COST ALLOCATION REQUIREMENTS

Reguiated products and servces refer 0 activities which (a) are subject to the Title il tariff filing
requirements; (b) are common camer products and servicas tariffed by the siate commissions; or (C) are
non-tariffed activities offered mnodental to the Companies’ reguiated tarifled services. Products and
sefvices which are preemptively dereguiated by the FCC or which have never been subject to regulation
are classified as noweguiated activites. Reguised services the FCC ordered to be trested as
nonreguiated for federal accoundng purposaes ae siso classified as nonreguisted activities.




All Companies’ revenues. expénses and investments are recorded 6'rI1Ithe regulated set of books in
accordance with the Uniform System of Accounts, Part 32 of the FCC's Rules and Reguiations. In
accordance with Part 64, The Companies use the atiributable cost method of fully distributed cost

allocation to apportion total company booked costs between regulated and nonregulated activities.

THE ATTRIBUTABLE COST ALLOCATION CONCEPT

The CAM utilizes an attributable cost aillocation approach (i.e.. fully distributed costing) that provides for
an evaluation of all direct and all other costs that bear a direct or indirect causal relationship to
nonregulated activities, The CAM accounts for al! of the costs contained in appropriate Part 32 accounts.
Any costs not accounted for by a tariff rate, direct cost assignment, or diract or indirect cost causal
apportionment, wili be allocated via the marketing allocator or the general allocator?

Attributable cost, as applied in the CAM, dictates the necessity of a careful study of all costs and the
identification of a causal relationship between each cost and its related final cost objective(s). Emphasis
is placed on direct assignment, then atinbution.

The CAM's attributable cost approach also provides sufficient controis to ensure that aill of The
Companies’ costs are accounted for and that no cost is counted more than once in the calculation of total
costs for nonreguiated activities. The attributable costing approach presented herein supports this

THE COST POOL ALLOCATION CONCEPT

Cost poois are the vehiclas through wiuch direct costs are assignad and common costs are aliocated to
reguiated and nonreguiated cost objectives. Cost pools contain only homogenesous cost dats. A
homogeneous cost pool, as descnbed here. contains costs similar in nature. AR costs that are not
directly assigned are alocated to final cost objectives via thess homogensous cost pools. Thus,
whenever a Cost is applicable 10 reguiated and nonreguisiad coat objectives, that cost will be assigned
the proper cost pool and then wil be aiocated. The aillocation process will attnbute ail cost data in that
pool to reguiated and nonreguiated actvities.

THE COST CLASSIFICATION CONCEPT
The CAM Categorizes costs acconding © 1he foliowing flly distribules costing vererchy.
(1) Tl rete - Woan reguisted servioes a%e Used in the provision of nonreguisied products and

services, he Comparves wil record 2 datil © Accout S200. Nonveguisied Ravenus (ang credit
reguinted revenus), 1o ChRge NorrRguiaed the Wi ceie 1or use Of the mgisied eervios,
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- A0 Pble with (exclusively used for)
reguhtcd or nonm ated activities. The Companies CAM wiil use the direct assignment method for as
many cosis as possible.

(3) Directly Attributable Costs: Costs associated with resources and assets used to provide both
regulated and nonregulated services are attributed using direct measures of cost causation.

(4) Indirectly Attributable Costs: Costs associated with resources and assets used to provide both
regulated and nonregulated services, which require an indirect (surrogate) measure of cost causation in
order to relate the costs to a final cost objective, are atiributed using the indirect measure.

(5) Residual Costs:

(a) Costs Allocated by the Generai Allocator: Shared residual costs (non-marketing) incurred for
the common benefit of both regulated and nonregulated activities, but which are considered
unattributable, i.e., for which no causal relationship exists, are allocated to regulated and
nonregulated activities by the general aliocator. These costs will be grouped into a cost pool and
allocated to regulated and nonregulated activities as described in the Order on Reconsideration.

(b) Costs Aliocated by the Marketing Allocator. Shared residual marketing costs incurred for the

common benefit of both requiated and nonreguiated activities, but which are considered
. unatiributable, ie., for which no causal reiationship exisis, are aliocated to regulated and
- nonreguiated activities by the marketing atiocator.

COST ALLOCATION PROCEDURES

The foliowing provides the procedures for separsting the costs of nonreguiated activities from the costs
of reguiated activities. These procedures were filad with the FCC pursuant to the Joint Cost Order
permitting each of the comparves 10 prepare and file with the FCC a Cost Aliocation Manusi (CAM) as a

prerequisite 10 engaging n norveguiated activities. The CAM shouki be considered an evoiing
documant and not a final stsement of position.

The CAM is a costing method used for the removel of CAM deveioped nonreguisted costs from the
jurisdictional separstions process. As the Com mission recognized in the Joint Cost Order, # ...is not our
pUrPOse. NOr should R be our purpoee. 1© seek 10 airbute COSts 10 paricular nonreguiatad activilies for
purposes of establishing a reiationsh between cost and price.* The Companies agres that the CAM

The CAM is basad on sccounting fr 8l oMM recorded it approprinte Part 32 accounis in the
Companies’ bovks of accow and suppiamental records a3 raguired by the FOC. This conoept allows
an auditr 1© “audil” e ceveopment of e rovaguisied activilies’ 1ol cosis by racing beck © e
source of those coslls i e Company's books of sccourt. The CAM will serve ©© sesist in provision of

“Joit Comt Ordier 3t paws. 4@




an audit trail cost objectives (L.e., total

COST ALLOCATION MANUAL SECTIONS

The Companies’ CAM is comprised of the following sections:

Section | — infroduction - This section describes the cost allocation requirements; the attributable cost
allocation concept; the cost pooi allocation concept; the cost classification concept, and cost allocation
procedures.

Section 1 ~ Nonregulated Activities - This section contains descriptions of nonregulated activities that the
Companies offer. A matrix indicates which accounts are impacted by each nonregulated activity.

Section iil — Incidental Activities - This section inciudes a listing of activities which the Companies
classified as incidental for accounting treatment pursuant to the guidelines set forth in the Joint Cost
Order. This section also includes a brief statement of these guidelines.

Section 1V - Chart of Affiliates - This secthon contains a chart of the Companies’ affiliates.

Seciion V — Transactions With Affiliates - This section iists the transactions batween the Companies and
its affiliates. A matrix indicates, by service, which affiiates prownide transactions o the Companies and
which gffiliates receive transactions from the Companies.

Section VI — Cost Apportionment Tables - This section contains a full description of the cost
apportionment table development, and the cost apportionment table itself Which addresses appropriste
Part 32 accounts. The introduction defines the column headings in the cost apportionment table: USOA
Part 32 accounts; cost pool name; cost pool identification basis; cost pool apportionment method; and the
comments section.

Saction V!l - Time Reporting Procadures - This section containg time reporting methods:; a discussion of
isaching, monitoring and remforang time reporing systems. methods and procsdures; and an
explanation of how nonproductive tme o allocated.

FIN

This section provides defreions of geners! lerms wWed twoughout this manual. Definitions of more
specific irme UNIGUS 1O 3 SeCtion wil be Gafined in Yt section.

CAM - Cost Alccation Manusi - The CAM s e Corpenies’ rmanusl thet documents the methods uesd
10 separain reQuinind and norveguiated costs. The CAM comprass $v seven sections previously listed,
i@, Inroductione Norvegaisted Actvites: oderisl Activites: Chart of Aflleins: Transactions With
Afisins: Cost Apportionmart Tables: acwd Tine Reparing Paossas. The saiss peraining ©© the CAM
are codified i e Qode of Fedesi Raguistiors, Tile 47, Part 64.901-504, Sulpan | - Allostion of

Nevoun BeliPusiic Sol -8




elaphone Company.

EEO/AAP - Equal Employment Oppor'tunitylﬁmmmive Action Pfan - The Companies' empldjnc
resource pian to provide services associated with EEO/AAP matters.

The “Companies” - Ne S Bell.

FDC - Fully Distributed Cost — Carriers required to separate their regulated costs from nonregulatad
costs shall use the attributabie cost method of cost allocation for such purpose. (CFR 47 64.901(a))
This method is also known as fully distributed cost (FDC). The FDC methodology was described
previously in Section | under “The Cost Classification Conoapt (Joint Cost Order, para. 161). Per the
Accounting Safeguards Order, para. 165, the FCC concludes, “. . . that a reasonable rate of retum to be
used by all incumbent local exchange carriers in determining the fully distributed costs associated with
affiliate transactions is the rate of retum on interstate services, as amended periodically by the
Commission. in establishing the prescribed interstate rate of return, the Commission considered the cost
of capital to provide interstate access services and prescribed a rate of retumn of 11.25% for the local
exchange camiers.”

Generai Allocator - The method by which expenses that are considered unattributable are allocated to
regulated and nonregulated activities. This method will not be applied to residual marketing expenses.

Marketing Allocator - The method by which marketing expenses that are considered unattributable are
allocated to regulated and nonregulated activities. The marketing aliocator wili be employed to determine
the regulated and nonreguiated amounts of residual marketing expenses.

OCS - Official Communications Service.

RAQ - Responsible Accounting Officer letter issued by the FCC.

SBC - SBC Communecations inc. - The parent entity of the Comparnies.
SWET - Southwestern Beill Telephone Company.
Telco - Telephone company

USOA - Uniform System of Accounts (Pant 32)




@ onrecuLaTeED AcTVITIEQD)

The Companies presently offer the following nonregulated activities. |If individual operating

companies are not specified, the activity is provided by the Nevada Bell, Pacific Beli and
Southwestern Bell Telephone Companies.

m rvice - Nevada Bell
The Automated Attendant Service allows customers to seif-route incoming calls, use recorded

messages to direct calls and customize greetings and options. This product is used both intemally
as OCS and by customers.

Billing and Payment Processing Services - Pacific and Southwestern Bell
This service provides billing and processing of customer bill payments for outside third parties and

affiliates. it inciudes billing, customer support, receiving, depositing and processing the payments
and creating the payment data.

Computer Services

This service involves the offering of a capability for generating, acquiring, storing, transforming,
processing, retrieving, utilizing, or making available data which may be conveyed via intralLATA
telecommunications. This service 2lso includes the E911 automatic location identification {ALl)

service, which is also offered interLATA on an integrated basis in accordance with FCC docket 96-
149.

Th.is service also includes computer bureau services, which involve providing the use of company-
owned or leased computer hardware. as well as the systems personnsi, t0 process soltware

owned or licensed by the customer. It aiso invoives related report generation and systems
maintanance.

Thbsowmmm:uumorhm ﬁnu-ldion maintenance and repair of customar premises
squipment (CPE), sumpie and compiex wire, intra- and inter-building cablas and voice, data and/or
video equipment as wail as other reiated ielecommunications equipment on the customer's side of
the network interface. This service ais0 nciudes instalistion, maintenance and/or management
services (0.g.. CONSuRing, cesign, engineenng and sdministration activities) associated with
customer-owned networks. These network plans can consist of customized wiiing (copper, coaxial
of fiber) and/or equipment that provide vOICe. it andior video Services. Insids wire maintenance
plans are also cffered as & parnt of HYs serwice.

“ - “ d“, o

W
assistance In which nen-local Hetings are provided for out-ol-segion and in-region
intarLATA talephone numbere, such as Netlens! Directory Assisiance Service, and {(2)
nonreguiaied elecironic directory listings services in which directery leling information is
provided In reepOnse (0 an electronic requast om the custemer, such as Electronic While
Pages vl Roverss Number Search.

Thia S0rVice Fvohes " e CUNSmers wilh a0verssing in the business
whln pages Swoigh T s of entamosd lgtegs (8g. ‘Festae Bold Lisling™) and cover




.

NONREGULATED ACTIVITIES

incidentai interlL,ATA Services - Pacific and Southwestern Bell .
This activity is classified as nonregulated for accounting purposes and consists of certain incidental
intorLATA services that the Companies were authorized to provide pursuant to Section 271(g) (but
not including interLATA setvices described at 271(g}4)) of the Telecommunications Act of 1996.
Such services were not previously authorized or permitted under the Modification of Final
Judgment (“MFJ"). These services are being classified as nonreguiated. even though they may be
provided under tariff, pursuant to the requirements of the Accounting Safeguards Order, CC Docket
No. 96-150, adopted December 23, 1996, paragraphs 75-76.

Marketing Services

Marketing services include retail sales of products and the administrative support of sales
operations for outside third parties and affiliates.

One-Way Paging Service - Pacific Bell

One-Way Paging is a messaging service that enables a calling party to contact a paging customer
wherever that customer happens to be. The message from the calling party may appear in various
forms (e.g. numeric, alpha-numeric or tone). This service inciudes value added features such as
voice mail and custom greeting.

Qutsourcing Services - Pacific and Southwestem Bell

Thls service invoives the temporary provision of employees to outside third parties to perform
service functions at either Company or customer locations and using Company and/or customer
materiais. This service also includes provision o outside thid parties of training
ciasses/curriculums and traning materials which have been deveioped or acquired for use within
the Company, and which may be modified to meet a customer's specific needs. Training services
for employees of affiliates are provided by a separate subsidiary, as displayed in Section V.

P_-E!TMCPEMSM

CC Docket 96-120. implementaton of the Pay Telephone Reciassification and Compensation
Provisions of the Telecommunications Act of 1996, adopted rules to implement Section 278 of the
Telecommunications Act of 1996 which establish pay telephone sefvice as a competitive
nonreguisted service. The new law required the reciassification of pay telephone equipment and
service 1o nonveguiaied effeciive Apni 15, 1907, Consimtent with the 1996 Act's definition,
"payphone servics” means the provision of public and sami-public pay Wwiephones. the prowvision of
inmaie Welephons Service n correctional (acilities and any ancillary services.

m(mmwwcm mmmamnmam
dunigneted account nurmbEr 1 he AUtomanc Message ACCouniing (AMA) record for any Station
Message Datsit Recording (SMODR) cail. The scoount mumder, up 10 eight (8) digits. appeers in the
SMODR record for the assocated call and 2oy 59 waed by e customer for cost alloostion

The recoerd is peoeind 10 ¥ Cusitrrer wilh $he monily bill and containg ol infonmation
mwmmnwmm COAR is avaiable to Contrex
casiormers, an Accoart Code & svaliaibie 0 Resitersisl ang Centrex customa s,




Tha Protoool Converslon service provides net conversions between different transmission
protocols (e.9., asynchronous, bisynchronous, X.25, X.75, 370 SNA, X.PC), exciuding conversions
between X.25 and X.75. Net conversion occurs when the protocol originated at the sending
computer or terminal is different than that delivered at the receiving end.

Protocol processing includes both reguiated (basic) and nonreguiated (enhanced) components,
The basic components support like - protocol transmissions (e.g., asynchronous to asynchronous,
X.25 to X.25) and X.25 to X.75 transport, and are offered as tafiffed services. The enhanced
portion provides net conversion between protocols, excluding X.25 to X.75.

-P
This service invoives: a) the licensing, sub-licensing or other sale of software to outside third

parties; b} the licensing of software to affilistes; and ¢) furdling the development of applications
sqftmre by outside third parties and affiliates, for which royalties may be received.

Voica Mail Service - Nevada Bell

Voice Mail Service is a messaging, storage, and retrieval system used both intemaily as OCS and
by customers. Voice is digitized. stored, and subsequently piayed back when the "mail box" is
calied. The equipment for this service is ieased.
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ACTIVITY
1: Automaled Atlendant Service 7. Incidental InferL ATA Services 13: Planning and Development Activities
2 Biling and Payment Processing Services 8. Markeling Service 14; Prolocol Conversion
3 Compuler Services 9 One-Way Paging Service 15: Software Services
4: Custormner Premises Equipment and Wire Services 10: Outsourcing Services 16: Voice Mail Service
5: Directory Listing Services 11: Pay Telephone CPE and Service
6:_Directory White Page Services 12. Phone Cost Managemnent Support
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INCIDENTAL ACTIVITIES

Nevada Bell, Pacific Bell and Southwestern Belt Telephone Company (Teicos)
classify as incidental, for accounting treatment, those nontariffed activities that meet the qualitative
and quantitative criteria promulgated by the Commission. Specifically, each incidental activity listed

in this section meets the following cnteria:

a) the activity is an outgrowth of regulated operations;
b) the activity is not a separate line of business;

¢) the activity has traditionally been treated as regulated for accounting
purposes; and

d) the total revenue of all incidental activities does not exceed, in the
aggregate, one percent of total regulated revenues.

When incidental services are provided to affiliates, the affiliate transaction rules apply.
See Seciion V for services provided to affiliates.

1)"

2)

3)

Nosthuunnm Bub Fulupsine Conpmny

Subscriber listing services

i . The prowvision of telephone numbers either verbally or in writing in
response to lists of names and addresses supplied by the cusiomer according to a
prescribed format. The use of the completed kst by the customer is restricted to
telephone calling purposes. Non-published numbers are not provided, and the Telco
2SSUMES NO responsbility or kabiity for any emors that may appesr on the compieted
list

When provided 10 teiephone direciory publishers, White Pages listings for specific
NNX's are provided 10 be used only for the publication of telephone directories.
Telco aiso validates Wiite Pages &stings and provsdes updsies 10 publishers for their
use in publishing & lslephone dieciory. The collection and maintenance of the
information prowded 0 ielephone dieciory publiishers is required for Telco's
direciory assisiance and deeciory While Pages pudlications.

: aing ears can be pisced in Teioo bills under coniract with thind
Parses. mm-nm.amdummmhm
Telco subacribers. Miwngi addiional cosix aw intuned sincs the functon s
pariormed rmachanicaily by e Diling machine in piaos.
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4)  Surplus space and equipment
Descnption: Sumlus space (including land. buildings and towers} on owned, leased
or contracted premises acquired to meet the needs of regulated operations. is being
leased, licensed or rented to outside entities as a means of contributing to expense

recovery. Audio visual and other equipment is rented to third parties when not in use
for Teico business.

5) Conduit and pole contact leasing
Description: Fees are charged to outside entities for occupancy, maintenance, and
rearangements of owned conduit and attachments to poles. Licenses are typically
issued to other teiephone companies, common carriers, power companies, cable
teievision companies and local governments.

6) Provision of intellectual property rights
Description: Licensing or other sale of technical know-how. copyrighted materials,

and other inteilectual property rights developed or otherwise acquired for use in
regulated operations.

Ip) Sale of Advertisements. Audio-Visual Materials and Printed Matter
. Descnption: Sale to others of advertisements, audio-visuai tapes/materials. and
* vanous printed matter including methods and procedures developed for use in
regulated operations.

..

8) Provision of software

' : Software deveioped for reguiated business operations is sold to cutside

entities. No logic modificabons are provided. Changes are limited 10 logo or symbol

differences or minor modifications required for implementation due to operating

system or equipment differences. If upgrade releases occur for regulated business
operations. such upgrace reisases may aiso be made avaiable to outside entities.

9) Work for others

10)
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SECTION V- TRANSACTIONS WITH AFFILIATES

INTRODUCTION

Nevada Bell, Pacific Bell and Southwestem Bell Telephone Company (Telcos) use the applicable
provisions of the foliowing guidelines established in RAQ 286, released May 6, 1998, in conducting
ali affiliate transactions. |

A, (Genearal Definitions:

(1) “tariffed rates” — rates provided pursuant to documents filed with state or federal
regulatory authorities.

(2) "publiicly-filed agreements/statements of generally available terms” - charges appearing
in publicly-filed agreements submitted to a State commission pursuant to section 252(e)
or statements of generally available terms pursuant to section 252(f} in place of tariffed
rates when tariffed rates are not available.'

(3) “prevailing price” —~ the price at which a company offers an asset or service to the
general pubiic. In order to qualify for pravailing price valuation, sales of a particular
asset or service to third parties must encompass greater than 50 percent of the total
quantity of such product or service sold by an entity. Carriers shall apply this 50 percent

. Monmasset-bx-amtasﬂwvim—by-wﬁcebﬂ,mﬁmﬂmnmapmdud
line or service line basi

(4) ?aknm“m‘wmmatmmmnd;mhMMam
buyer and 2 willing selier, neither being under any compulsion to buy or to sell and both
having reasonable knowiedge of relevant facts.

(5) “net hook cost” — the onginal cost of an asset adjusted by the associated valuation
reserves (e.g.. accumuiated depreciation, defermed taxes, efc.).

{6) “fully distributed cost” — cost determined in 8 mannar that complies with the standards
and procedures for the apportionment of special, joint. and common costs betwesn the
roguisted and norveguiated operstons of the camier' A fully distibuled costing |
mathodoiogy apportons the 10tsl costs of a group of sarvices or producis—inciuding the
sulhonaed inderstale raw of relumn—among the individual services or products in that
group. In goneral. Bus prOCEsSS drecty assigns some of he costs o individual services
or prodiucts.  The remasing CoNs are aliocsied amony individual servioss or products
besed on reistve use MARRIOMBNE OF esimeins of mialive use. The resulling cost
MPPOreTards geterrang B Shars of kel Cost it is alriduted
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each service or product.® (In Telco service transactions, fully distributed cost inciudes a |
return component calculated, as required. using the authorized interstate rate of retumn,
cumently 11.25%.)

B. Valuation Meathods for the Sale or Transfer of Assetis;

(1)

(2)

(3)

{4)

"tariffed rate” — is to be used when assets are sold or transferred between a camier and
its affiliates pursuant to existing tariffs, inciuding a tariff filed with a state commission.

"prevailing price" — is to be used when non-tariffed assets are soid or transfermed
between a camer and its affiliates that qualify for prevailing price. To qualify for
prevailing price, the sale of a particular asset must encompass greater than 50 percent
of the total quantity of such product soid by an entity. Camiers shall apply this 50
percent threshold on an asset-by-asset basis rather than on a product-iine basis. In the
case of transactions for assets subject to 47 U.S.C. § 272, a Bell operating company

may record such transactions at prevailing price regardless of whether the 50 percent
threshold has been satisfied.

"higher of fair market value and net book cost” — is to be used for ali other assets soid
by or transferred from the camer to its affiliates. For each asset listed under this
classification, the camer must include the specific valuation method in effect at the date
of the CAM filing by nserting either FMV (fair market vaiue) or NBC (net book cost) naxt
to sach asset listed.

“tower of fair market value and net book cost” — is t0 ba used for ali other assets
purchased by or transfermed to the camier from its affiiates. For each asset listed under
this classification, the camier must inciude the specific valuation method in effect at the
date of the CAM fiing by inserting either FMV or NBC next to each asset listed.

C. Valuation Methods for the Provision of Servoes:

(1)

(2)

* Sun Actosrtng Sulngiaess Coter 8 %351

“tarifed rate” ursmbomdwmmmMOrMmesm

“preveiling price” - & 10 be used whwn non-tariffed sarvices ere 80id or treneferred
belween & camwr and 23 ofikates g quaily for prewaiing price. To qualify for
PG prce, e sais of 3 partouily savios must encompass greawsr than 50
Mﬁuwmmmmwwmm Camars shall apply this
0 purcers Prasti O B SEVEIR-Dy-SRrViR DESIS TEIhr than On & SeNVICe-ine basis,




in the case of transactions for services subject to 47 U.S.C. § 272, a Bell operating

‘ company may record such transactions at prevailing price regardless of whether the 50
percent thrashoid has been satisfied.

4) "higher of fair market value and fully distributed cost” — is to be used for all other
services sold by or transferred from the camier to its affiliates. For each service listed
under this classification, the carrier must include the specific vaiuation method in effect

at the date of the CAM filing by inserting either FMV or fully distributed cost (FDC) next
to each service listed.

(5) "lower of fair market value and fully distributed cost" — is to be used for all other services
purchased by or transferred to the camer from its affiliates {except that services
received by a camier from its affiliates that exist solely to provide services to mambers of
the corporate family shall be recorded at FDC, as shown below in item (6)). For each
service listed under this classification, the camier must include the specific valuation

method in effect at the date of the CAM filing by inserting either FMV or FDC next to
each service Jisted.

(6) "fully distributed cost” — is to be used only when a camier purchases services from an
affiliate that exists solely to provide services to members of the carrier's corporate

. family. In order to qualify for this classification, the services affiliate must not have any
. sales with outsiie parties.

APPLICATION OF AFFILIATE TRANSACTION RULES

The Teicos and their corporate affiiates® will comply with the Commission's affillate trensaction |
rules as outiined in the Uniform System of Accounts (USQOA), Pant 32 of the Commission's Rules and
Regulations, as modified by the Order on Reconsideration in the Joint Cost Procesding’ and the |
Accounting Safeguards Order under the Telecommunications Act of 1998, CC Docket 96-150.

Assats ranaferred from an affiiale ©© the Teico wi be recorded on Telco's books of acoount at

pravaiiing prices (PP). Where no prevaiiing price has besn estabished, the lower of fsir market value
(FMV) or the affiiate’s net book cost (NBC) will be recorted.

Assets transfermed from Teico ©© ks alfiiales will be recorded at prevailing price or tariff rate, if

appiicadle.' Otherwise. revenues wit be reconded &t the higher of fair market veiue or Teioo's net book |
N cost.

* Sen et of Corporane AMaNes @ Section Y o Bs e
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With respect to the purchase of services or assets from an affifate, Telco will record the
prevailing price or any applicable rate pursuant to a tanff or publicly filed agreement. Otherwise, Telco
will record the lower of fair market value or fully distributed cost (FDC), with the following exception.
For services Telco purchases from an affiliate that exists soiely to provide services to members of the
corporate family, Telco may record fully distributed cost. Instructions have been provided to affiliates
conceming the use of the fully distributed cost methodology of cost ailocation as contained in Section

64.901 rules. Affiliates are required to apply that method in developing the cost information needed by
Telco in complying with the affiliate transaction rules.

When Telco provides a service to an affiliate, the affiliate will be charged any applicable
rate pursuant to a tariff or publicly filed agreement. Absent such rates, Telco will apply a prevailing

price, if available.? Otherwise, services sold to affiliaies will be recorded at the higher of fair market
value or fully distributed cost.

The Telcos provide instructions, outlined below, and counseling to each affiliate for
guidance in developing the affiliate’s fully distributed costs, or the fair market value of the service:

SERVICE COSTING PROCEDURES FOR AFFILIATES
PROVISION OF SERVICES

if an affiliate provides a serwice to Telco, one of three affiliate transaction niles will apply to
Telco. First, if the affiliate provides a rate pursuant to a tanff or publicly fled agresment, Telco must
record at that rate. The second rule applies when the affifiate provides maore than 50 parcent of the
service quantity to nonaffiliated third parties at a “prevaiiing™ price. Under thase circumstances, Teico
must record expenses on its (reguiated) books equal to the affiiate’'s "prevailing” price.

if the affiiate does not have a “prevading” price. Teico rmust record expenses on its (reguiated)
books at the lower of fair market value or fully distributed cost. Fair market value is 8 good faith
estimate developed via methods routinely used by the general business community such as sppraisals,
catelog listings, competitive tuds. repiacement cost of an asset. net realizable value of an asset, sales
to third parties. eic. Except where fair market vaiue is lower than fully distributed cost, the sfiiiiate
providing the service to Teico must use FDC procedures in accordance with Section 64.901 of the FCC
Rules and Reguiations to cost the afiiate’s service.

e



AFFILIATE'S FULLY DISTRIBUTED COSTING PROCEDURES

Fully distributed costing procedures means that all costs must be considered when developing
the cost for a service. Each affiliate must consider all costs when deveioping its sarvice costs. Every
attempt shouid be made to assign direct and indirect costs prior to caiculating an allocation of generally
allocated costs. These remaining costs should comprise only a small portion of an affiliate's costs

using FDC costing procedures. These generally allocated costs should be allocated to the service
based on the following equation:

Affiliate Total Direct and
Indirect Costs for the Service = Ratio
Affiliate’s Total Direct
and indirect Costs

Remaining Generally
affifiate costs allocated to
Ratio X Subjectto general allocator = Affiliate Service

For example, assume that an affiliate provides a service to Telco. Further assume:
that the service's direct and indirect costs are $100,000, the affiliate’s total direct and indirect costs
are $1,000,000 and the affiliate’s total generally allocated costs are $10,000. The rate of retum
used in determining fully distributed costs associated with affiliate service transactions is the FCC's

11.25% prescribed rate of return on interstate services. When the affiliate calculates the FDC of
providing that service, it will amve at $101,000 caicuiated as follows:

Afiiate Service/Product

Total Direct & indirect Costs ($100,000) = Ratio (10%)
otal Dy

inchrect Costs ($1.000.000)

AffEis\e's Genersily Allocated
Ratio (10%) X Costs subject 1o general = To Affiliste Service/
aflocator ($10,000) Product ($1.000)

Fully Distnbuted Cost = $100,000 + $1,000 = $101,000

n determning the FOC derved for an afiste service, the affiiste shouid omit any
“coniibution” over and sbove FOC pius ROI as that is an inter-afillate proft markup and themsfors not
sliowsble by he FCC. This does not suggest. however. that $he afiliate wil not resiize any contribution
on the sale of service 1o Teco. For exarnpie. an afiiiate provides & servios 1o ai of s affiiates ot a
uhdﬂ@wmdm Furthir sasurme et tis $1.50 price inchudes & cost based on FDC
ROL of $1 38, pius comtribution of .14, Whan the aflliste provices this senvios
bMimi SFens. Conitne 10 Charge $1.50 par unit of sarvios, just as it Gid in the past
The cnily iring Sk will change i Bt the afilfiate mxmt mow Wil Telos that e plus RO! per unit of
serice usirng FOC procstioes & $1.38. Teloo will 20t b sllowed 1 mecored the “coniibution” smount,
ke, $.94, &3 an Slonelis agused experes. Fathee, ¥ G0 Fair Markst Vaioe is below $1.38, then
Toloo wouid e Muured 1 ounl 1o more Cin e Fair Market Vo on i raguisted dooks,
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LIST OF AFFILIATES

SBC ComVentures, Inc.

i
| Seeks and participates in various telecommunications ventures.

SBC International, Inc.

Holding company for SBC subsidiaries and affillates operating
internationally whose interests are in foreign telecommunications and
other related businessaes.

SBC Management Services, Inc.

(FOC exception applies.) Provides various administrative and support
services for the parent holding company and other subsidiaries.

SBC Operations, Inc.

(FDC exception applies) Provides for the planning, development and
other support for the sale and merchandising of telecommunications
services and progucts.

S8C Services, Inc.

(FDC exception applies) Performs centralized administrative
support services inciuding information Technology and Billing
Support Services, Real Estate Support Sarvices, Procurement
Support Services, Human Resources Support Services, Training
Services and Financs Support Services.

: $BC Technology Resources. Inc.

(FOC exception applies) Invoived in applications ressarch; the

. preparation of general generic specifications for products; the testing
andevntuahonofmanufacmrers designs and products to determine if
thegenerdspouﬁmmmuymevmsscmidm“bohg
met; and writing applications software for computers with procassing
systems that have been designed to be user-programmed.

Southwestern Bell Intemet Services.

Internat service provider.

Telacomurucations. it

inc.

Southwesatern Beil Mobile Systems iWkdmmmoqumprm

inc.

Southwestern Bell Wirelesa inc. |wm:«mmwm.

SBC Advanced Solutions, inc. ! Data services provider.

Southwestern Bell Communucatons ftmmmam SBCS will implement inerexchangs sarvices

Services. Inc. | whan SBC Communcations Inc. receves authonty to provide such
! sarvices.

Servicas. ing. ’

i

| Souwihwesin Bell Vided Servces,

¢ Video Programming Sarvions provider.

- Divacicry pubishing 8 SUverising provider.

rwtmdwmmmmw
o onatipvs Maling $ SRDEETRGICIione natwork relishility, seourily
NW ioaianitry COMRIPEG™ in whith Telcos hive




LIST OF AFFILIATES

Telco Year 2000 Forum, LLC

Industry consortium addressing Year 2000 issues, in whichTeicos have
an ownarsnip interest,

Pacific Bell internet Services

internet service provider.

Pacific Bell information Services

Voice messaging service provider.

Pacific Bell Wireiess, LLC

In-region wireless services and equipment provider.

Pacific Bell Directory

Directory publishing ana advertising provider.

SBC Interactive

Intemet service provider.

Pacific Telesls Group

(FDC exception applies.) Provides various administrative and support
services for the parent holding company arxi other subsidiaries.

Pacific Beil Extras

Mostly inactive affiliate that formerty administered customar loyality
program.

SNET Caliular, inc,

Wireiess services and squipment provider. '

SNET information Services, inc.

Pravides yellow pages directory advertising and publishing, and
sngages in slectronic publishing and internet secvices.

Southern New England {FDC sxcaption applias) Provides various administrative and
Telecommunications Carporation | support services for the holding company and other subsidianes.
SNET America, inc.

SNET Perascnat Vision, inc,

"*"‘F"’W"_‘_‘ﬂ! service provider through carrier alliances.

SBC Telecom, inc.

Competitive local sxchange carrier. ;o

Ameritech Commaunications. inc.

(Section 272 Affiliste) Wil impiement interexchange services upon |
receipt of suthority.

Amaeritech Sarvices

{FDC excaption appliss) Provides various administrative and
support services for the parent holding company and other
subsidiaries.

SNET Diversified Group, inc.

Engages in a variety of business activities including tandem
swiiching services, customar call conter oparations, operstor
sarvicas and consulting services.

The 88C Cantar for Learning

Formarty provided training management setvices to Teicos. Listed
hare for purposes of identifying asaet transfer during 1909,
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AFFILIATE TRANSACTIONS MATRIX

FROM TELCOS TO AFFILIATES
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AFFILIATE TRANSACTIONS MATRIX
TO TELCOS FROM AFFILIATES
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COST APPORTIONMENT TABLES

The Companies' cost apportionment tables contain the methods and procedures for
allocating common investment ana expense costs {0 reguiated and nonreguiated activities. The cost
apportionment tables and a summary of tables’ development are inciuded in this section.

With respect to the application of the general allocator, this cost apportionment
method requires special consideration since it is associated with expensas that are general in nature
and can neither be directly assigned nor atiributed to reguiated or nonreguiated operations. The
Companies’ CAM only uses the general allocator wherever costs can not ba directly assigned or
otherwise attributed, either directly or indirectly. The usa of the general ailocator is justified for
certain types of expenses, such as accounting and finance, ressarch and deveicpment, and extsmai
reiations. This justification is based on two distinct premises. First, by definition, the expenses that
the general aliocator is applied to are unattributable. These expenses have no other rational cost
apportionment method available for cost atiocation purposas. Second, the Companies’ acoounting

systemns do not provide a practicable means to capture the information sufficiant to support the
developmant of a more cost causative apportionment.

Uniformity of Accounts
in order to obtain greater uniformity in LEC coat aliocator practices, the FCC issued

’minimum cost pool requirements and specific allocstion procedures for Part 32 accounts which
contain large amounts of nonregulated costs.

Oany1.1993.meFCCbmmw6me¢w. implementation of
Further Cost Allocaton Uniforrnity AADG2-42. This order directs LECs t0 revise their CAMa o the
extent necessary to distinguish property among “direct assignment.” “direct atiribution,” and'lndmct
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COST APPORTIONMENT TABLES DEVELOPMENT

Tha cost apportionmaent tables present tha following information for each applicabie
USOA Part 32 Acoount

USOA Part 32 Accounts: Account number and brief description

Cost Pool Name: Cost pool(s) into which the costs of the account are assigned or
apportioned

Cost Pool identfication: Method for apportioning the account into the defined cost
poois

Cost Pool Apportonment Method: Method of apportioning cost poois between
regulated services and nonragulated activities

Comments: Added as appropnate to explain costing methodology
Following is a brief discussion on each section of the Cost Apportionment Tables.
"COST POOLS
A cOSt pool represents a homogeneous group of costs within the USOA Pant 32

accouUM structure. A cost pool aliows further subdivision of an account as NECBSSary
o parmit analyais based on cost causstion.

or Directly Assioned represents revenues, expenses, and
irvestments wihwch can be identified to have been incumed exciusivety for reguiated
SOrvViCas Or nonreguiatad activities.

nonreguiated
on direct measures of cost-Causalion or direct analysis of the ongin of the costs
thamasives.

Al Qfhae costs ere apportioned using some mathod of ingirect measures of cost-
CRUSENION, Cf QEners! SHOCESON WS RO CEUSE! relationshiy exists.




COST POOL IDENTIFICATION

']

This description of the identification section of the cost apportionment tables presants
the basis by which an account is spiit into cost pool catagories. All investment is
allocated to cost poois based on an analysis of the costs comprising each

subaccount. All other cost poois are populatea by means of Accounting Codes.
Accounting Codes inciude:

Accounts

Subaccounts

Job Function Codes (JFCs)

Fleld Reporting Codes (FRCs)

Special Purpose Function Codes (SPFCs)
Cost Function Codes (CFCs)
Expenditura Type Codes (EXTCs)
Responsibility Codes (RCs)

Continuing Property Records (CPR)
Activity Codas

Environment Codes (ECs)

Keep Cost Orders (KCOs)

Nonreguiated Product Identification Codes (NPICs) (which are a subset of KCOs)
Equipment Category Number (ECN)
Ssparations Suffix (SS)

Tracking Code

...........C'O'.

iasdger entriss. Once e sccount transection analysis has besn compieted, the cost

poois are popuisted Uy sssgning 8d related invesImant or sxpenes amounts 10 one of
e cost pOoks Svadabie 1 the SO0,
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COST POGL IDENTIFICATION (cont.)

LB 2

Analvsis of Suliding Use

The Companies maintain a floor space inventory file of all of their buildings. This
inventory associates floor space with functions by buikiing that can be used to
separate buliding space into functional categories. These catagories inciude: Cantral

Office, Distibution Services, Network Operations. Customer Opemtions, and
Corporate Oparations floor space, and leased or rented floor space.

Once the actual floor space has bean derivad for each of the Buliding cost poois ksted
above, a ratio of that cost pool's floor space to total buiiding floor space in a
jurisdiction is deveioped. These ratios are applied to the fotal buiiding investment in a
jurisdiction to determine the levei of buliding investmant for that cost pool.

Thus a building by building analysis is parformed and the ratios deveioped by this
analysis are applied to each jurisdiction's total builkding investment within the
Companies. This study is performed at jeast annualiy.

The following account uses analysis of building use as a basis for assigning costs to

2121
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COST POOL IDENTIFICATION (cont.)

Leagehold Improvement Study

This ieasehold improvement study is conducted at least annuaily by obtaining the
continuing property record report which lists all leasehold improvements and their
amounts within a jurisdiction. These leasehoid improvements are then pooled based
on their reiated leased building location code. These leasehold improvement

categories are then used to populate the associated cost pools in Account 2682,
Leasehoid improvements.

B on Description of A ntin

An analysis of Accounting Codes is used to identify selected cost poois. Accounting
Codes are used in operations to report activities for which time and expenses are
incurred. Separate Accounting Codes are used with investment accounts to record
the capitalized investments of an account.

Accounting Codes associated with operations are assigned to specific work activities
and are reported by employees using positive time reporting procedures.

Accounting Codes associated with investment accounts are usad to identify unique
classifications of plant within an account. An example would be investment assigned
lo Embedded Investment in Individual items of Small Value which is identified within
an account by separate accounting codes.

Accounting codes are pre-assigned 1o all empioyees based on an analysis of their
nofmal work activities. When these empioyses work on other activities, their wolk is
reporied through excepton time reporting procedures.

Selecied cost poois n the foliowing accounts use tha description of accounting codes
as a basis for poo! assgnment:

1220 2411 5301 631 6540 6722
2003 b ¥ 7] S302 6341 6581 6123
2nu M40 8112 6362 654 8724
213 2441 6114 8411 6585 6725
2124 P ) 8121 6421 a8 e728
22 2882 6122 6z 6812 sr2r
212 00 813 LA 6813 er28
0 300 6124 5441 6821 7180
23 1500 G241 4512 o 7210
ax 40 a2 4532 e T80
FALD 4310 o 53 &y

e 43480 &3 554 énz 7370
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coST Pm-fﬁswrmmon (cont.)

Analysis of equipment inventory records is parfonned when an account cannot be
disaggregated into homogeneous cost pools using other detatied information. This

disaggregation assures maximum direct assignment of costs to regulated services
and nonregulated activities.

The equipment inventory records are analyzed in those instances when thay heip to
identify equipment dedicated to either regulated services or nonregulated activities.

Analysis of equipment inventory records is the basis for assighing costs to selected
cost pools in the following accounts:

2211 2220




COST POOL IDENTIFICATION (cont.)

Cost Pool Equals Account

When an entire account is considered homogeneous, it is assigned to a single cost
pool. A cost pool can be directly assigned to regulated services or nonregulated
activities. If the cost pool cannot be directly assigned, then it is aliocated on some
other basis. The specific allocation method used depends upon the account involved,

Selected cost poois in the following accounts use cost poo! equals account as a basis
for assigning costs to poois:

1410 2421 5000-5270 6511 7320
1438 2424 6531 7330
1438 2426 6562 7340
1500 2431 6563 7350
2002 3200 5280 7360
2005 3410 6113 6565 7510
2111 3420 6780 7520
7110 7530

3600 6215 7130 7610

2122 4040 7140 7620
2215 4120 6351 7220 7630
2321 4370 6424 7230 7640
235 6426 7250 7910
6431 7310 7990

Afer determaning the directly assigned cosis for an account. those costs are removed
from the account talance. Then # the remainder of the account is considered
homogeneous, £ i3 sssgned o 8 cost pooi. The cost pool is then allocsted according
10 ks specficatons

Selechad COSt poois = the foliowing SCCOUNIS USe BOCOUTY Lalsnop less amounts
BN 10 B direct Cot OO §S 8 LESE 15T SSSIGNING COStS 10 Pools:
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COST POOL IDENTIFICATION (cont.)

This methodology is used when the residual portion of an account is assigned to 8
single cost pool, after exciuding a homogeneous group of costs which are directly
assigned or allocated. The exception group of costs will be assigned to a cost poot
(or pools) and directly assigned or ailocated according to its specifications, while the
residual account balance will be directly assigned or allocated. according to its
specificafions.

Selected cost pools in the following accounts use account balance less amount
assigned to the cost pools as a basis for assigning costs to pools:

2123 2220 6124

lysis of No A s Re s - SWBT

An analysis of no access reports is performed by jurisdiction on a monthly basis. The total
number of hours associated with no accesses will be calculated by muitiptying the number of
no access reports by the average duration time of a no access cali. The average duration
time is derived from a special study conducted monthly. o
The no access hours wili be divided into vanous accounting codes in proportion 1o the
quantity of no accesses reported in the month. Finally, the no access hours charged to each
accounting code wid be muitiplied by an average labor rate per hour by state for its main
account. This process creates the No Access Cost Pool in the following accounts:

6411 6421 6423




COST POOL IDENTIFICATION (cont.)
i Tr Found R - SWBT

Analysis of no trouble found reports is performed by jurisdiction on @ monthly basis. The total
number of hours associated with no trouble found will be calculated by multiplying the number
of trouble found reports by the average duration time of a no trouble found call. The average
duration time is derived from a spacial study conducted monthly.

Tha no trouble found hours will be divided into various accounting codes in proportion to the
quantity of no trouble found reported in the month. Finally, the no troubie found hours
charged to each accounting code will be multiplied by an average labor rate per hour by state

for its main account. This process creates the No Trouble Found Cost Pool in the following
accounts:

6411 6421 6423

Computer Usage

A special study is conducted at least on an annual basis to assign mainframe
computer investment into several cost causative categories. Mainframe computer
usage is the basis for developing the cost pools of mainframye computer investment
which then can be apportioned by directfindirect measures of causation. For
minicomputers a review of the accounting records is performed to determine
computer usage. For general purpose computer and information management
expenses billed to the teicos by the affiiiate providing support services, actual
compiuter usage basad on the services affiliate biliing detall will be used to
assign costs to cost pools.

Fab ) 6124 6724

leeat Brrually 40 6aCh e wil e SKEGNE0 10 T Sarsd CoN pocis based on the
nature OF expecind une of Pwe Droperty Bem.
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COST POOL APPORTIONMENT METHOD

This description of the apportionment method section of the Cost Apportionment
Table presents the method which a pool is apportioned between regulated and
nonregulated activities. Whenever possible, cost pools are established using
accounting codes to provide for the direct assignment of costs to regulated services
and nonregulated activities. When a cost pool cannot be directly assigned, then an
allocation must be made. If direct assignments are not available, then direct
measures of cost causation are used {0 make apportionments. Indirect measures of
cost causation are used when no direct method exists. Finally, when there are no
direct or indirect measures of cost causation available, either a marketing allocator or
a general allocator is applied. In some instances direct assignments to regulated or
nonreguiated occur in an account where a direct cost pooi does not exist. This is due
to either reconciliation activity at year end, or exception time reporting in an account
where it is not expected. Since these occasions are infrequent and not regulany
expected, direct cost pools are not established. The bases for the apportionments in
the Cost Apportionment Tables are outlined below. (Please refer to Section VII for
sampling apportionment methodology description.)

Assigned to Nonregulated

Whenacostpodssndenhﬁedasmwmdexdusm&yforncrmdatedacﬁwﬁes then
a direct assignment to nonrequiated is made.

Selected cost poois in the foliowing accounts have a direct assignment to
nonreguiated activities as a basis for allocating costs:

1220 24N 6114 6411 6612 6727
2003 2423 122 6421 6813 6728
2114 2441 6123 6422 6621 7180
2123 2690 6124 6423 6822 1180
2124 3100 6211 6441 6623 7210
21 6212 6512 8111 7540
212 €20 6532 6112 To%0
23 e 6533 6721
2232 280 & 6534 sra2
2311 $301 &M 6535 613
oM 5302 &34 6540 6724
2351 6142 &3St 6581 eras

o €32 6811 erae
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COST POOL APPORTIONMENT METHOD (cont.)

When a cost pool is identified as incurmed exciusively for reguiated services, than a
direct assignment to reguiated is made, Saiected cost pools in the foliowing accounts
have a direct assignment to regulated servicas as a basis for allocating costs:

1220 2421 4370 6311 6611 7160
1438 2422 4370 6341 6812 7240
1438 2423 5000-5270 6362 6613 7310
1500 2424 6411 6621 7320
2003 2426 6421 6622 7330
2114 2431 6422 6623 7350
2123 2441 5301 6423 6711 7380
2124 2681 6112 6424 6712 7370
2211 2690 6114 6426 6721 7540
2212 3100 6431 6722 7610
2215 4040 6122 6441 6723 7620
2220 6123 6512 6724 7630
2231 4120 6124 6532 6725 7640
2232 4310 6211 6533 6726 7910
2311 4340 6212 6534 6727

2321 4360 6215 6535 6728

2341 6220 6540 7110

2382 6231 6561 7130

2411 6232 7150

Common network investment that is not utiized at tarl? rates s apportioned to
nofrvequiated on the bass of peak norveguisied redative forecastad annual usage
over a three ysar forecast penod. A Miosegment is g unit of measire usad o
forecast the usage capacty on 8 packel twich. Kiosagments repressnt a manner by
MWW&MWMmum ™

preeguiated s made by dividing nonreguisted kiosegments by
mwnﬂ&m This forecasiing protess is used ©O apporton &

memmnmu 212
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COST POOL APPORTIONMENT METHOD (cont.)

Peak Forecasted Annual Usage - 128-byie segments - Pacific

Common network investment that is not utiized at tanff rates is apportioned to
nonregulated on the basis of peak nonregulated relative forecasted annuai usage
over a three year forecast period. 128-byte segments is a unit of measure usad to
forecast the usage capacity on a packet switch. 128-byle segments represen: a
manner by which regulated services and nonreguiated activities can be differentiatsd.
The appotionment to nonregulated is made by dividing nonregulated 128-byte
segments by total 128-byte segments in the peak year. This forecasting process is
used to apportion a selected cost poal in Account 2212,

Common network investment that Is not utifized at tanff rates is apportiocned to
nonreguiated on the basis of peak nonreguiated relative forecastad annual usage
over a three year forecast penod. Cpu cyciss is a unit of measure usad to forecast
the usage capacity on an anaiog switch. Cpu cycles represent a manner by which
regulated services and nonrsguiated aclvites can be differentiated. The
apportionment to nonregulated is made by dividing nonreguiatad cpu cycies by tolal
tpu cycles in the peak year. This forecasting process is used to apportion a selected
cost pool in Account 2212, Digital Electronic Switching, and Account 2211, Analog
Swilching.

Common network investment that is not utiized at tart rates is apportionad to
nonveguiated on the basis of peak nonmequiated reistive forecasted annual usage
ovar a three year forecast penod Cpu seconds is a unit of measiuse used to forecest
the usage capacily on a digitst switch. Cpu seconds fepresent & manner by which
reguisted sarvices and rorvequiated aciviies can be difererdiated. e

spportionmant 1o nonreguiated 8 made by Gividing nonveguisiad cpu seoonds by total
cPU saconds in the peak ysar. This g prooess i usad to apportion a

foracesting
selected cost pool in Account 2212, Digitel Electronic Swiohing, and Accoumnmt 2211,
Anaiog Electrorsc Switching.

mmmmamwnmmuhwub
W & Fe yel fOreCIEt Derod, mnwammumu
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COST POOL APPORTIONMENT METHOD (cont.)

Common network investment that is not utilized at tariff rates is apportioned to
nonregulated on the basis of peak nonregulated relative forecasted annual usage
over a three year forecast period. Call volume is a unit of measure used to forecast
the usage capacity on operator systems. Call volumes represent a manner by which
regulated services and nonregulated activities can be differentiated. The
apportionment to nonregulated is made by dividing nonregulated call volumes by total
call volumes in the peak year. This foracasting process is used to apportion selected
cost pools in Account 2220, Operator Systems.

Peak Forecasted Annual Usage — Octets — Pacific and SWBT

Common Network investment that is not utilized at tariffed rates is apportioned to
nonregulated on the basis of peak nonregulated relative forecasted annual usage over
a three year forecast penod. An octet is a unit of measure used tc forecast the usage
on a portion of the signaling system network. Octets represent a manner by which
sefvices accounted for as regulated and those accounted for as nonregulated can be
differentiated. The apportionment to nonregulated is made by dividing nonreguiated
octets by total octels in the peak year. This forecast process is used to apportion
selected cost pools in the foliowing accounts:

2212 2231 2232 2422 2041

For those accounts where relative value of salaries and wages is specified as the
basis for appostioning costs between reguiated services and nonreguiated activities, a
nonreguisted percentage s daveloped from the current month salaries and wages in
a specified group of accourds. The nonreguiated percentage is developad by aividing
the nonreguisted salanes and wages in the specified acodunis by the t0tal saianes
and wages in the accouns

o ] LSS MNWWW m"m
dwwmmwmwwwmmm
mhmmmmmmmdhmm For example, the
: ectors Cost Pool in Actowrd 1220 s epportioned based on the relstive
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COST POOL APPORTIONMENT METHOD (cont.)

When Accounts 2111 through 2690, Telephone Plant In Service (TPIS), are used as
a basis of apportionment. the related accumulated depreciation and amortization in
Accounts 3100 through 3600 and related occurmenceas in Accounts 2002 through 2007
are also included in the allocator. The inclusion of accumuiated depreciation/
amortization and occurrences in 2002 through 2007 are determined on an FRC by
FRC hasis. For example, if the salaries and wages in Account 2212, Accounting
Code 377C are the basis of apportionment, then the accumulated depreciation and

2002 through 2007 occurrences related to Accounting Code 377C are aiso included in
the allocator.

Relative value of salaries and wages is used to apportion reguiated and nonregulated
costs for selected cost pools in the following accounts:

1220 2682 6534 - 6621 6726
2114 6124 6611 6622
2681 6532 6612 6711

6533 6613 6724

The relative value of current year salaries and wages allocairs are calculated the
same as the relative vaive of cument month salaries and wages aliocators (see
previous expianation). The terminology “current yaar” is used to be consistent with
the Uniformity Order: any portion of cument year can be used and still comply with the
Order. This CAM uses current month salaries and wages.

2112 221

expenges (Acoount 6112 thwough 6585) wil incorporate the
e vehizh 5 sliocaied baseo on forecasted paak demand.

howewet, &nd OfEr nONPaM reisled costs, are 10 be

skocated W m w reintive reguisted and notveguisied use. The amount
appottioned 1 norveguised would be caltudating by Gividing the norveguisted cument

{monh, wiess m wated) actunl wie of Owtsin desirwisd shired network
PweNimend by Bw i corent tonlh, WSS OB indicsied) actusl use and
han appiying P rass 1 U B vislue of S OB DOOL.




COST POOL APPORTIONMENT METHOD {cont.)

The Uniformity of Accounts established a single cost pool for no access reports and
no trouble found reports. Seventy-five percent of the ratio of regulated trouble counts
cleared to total trouble counts cleared is calculated. This caiculation apportions the
Common-No Access/No Trouble Cost Pool in the following accounts:

6311 6341 6362

nt Requiated and Nonrequlated Investment Val

This allocator is used to apportion costs which are deemed {0 have an indirect
relationship with certain types of investment. This allocator functions in the same
manner as the "Relative Investment” allocator detailed below which is based on the
retationship of nonregulated investment to total investment.

It differs from the “Relative Invesiment Value" allocator in situations when that
allocator is determined by forecasted ievels of investment. Many plant related
expenses (Account 6112 through 6565) wili incorporate the concept of forward-
jooking allocation because they will be indirectly aliocated on the basis of plant
investment which is aliocated based on forecasted peak damand. Maintenance
expenses, however, and other non-plant related costs, are to be aliocated basad on
cument relative reguiated and nonveguiated use. In those situations, the "Cumment
Reguiated and Nonreguiated investment Value" sliocator uses the actual levels of
investment as detarmined by the “Curment Reguiatad and Nonreguiated Use” atiocator
listed earlier instead of forecasted levels of investrment.

The sccounts that are aliocated with usage data are those listed previousty under
*Current Reguiated and Nonreguiated Use.”

Current reguiated ang nonreguiated investment values are used 10 apportion selected
co8t poois in the foliowng accounts:

1220 2005 B/ 6124 7280 7580
2002 ba¥q 200 T4 S
2008 2124 4100 ew 7530
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COST POOL APPORTIONMENT METHOD (cont.)
Reigtive invastment Value

For those accounts where relative investment value is specified as the basis of
apportioning costs between regulated servicas and nonhwegulated activities, a
nonreguiated percentage is developed from a specific investment component. The
nonreguiated percentage is developed by dividing the nonregulated investment in the
specified accounts by the total investment in the accounts. Accounts allocated on
rejative investment provide for a direct causal apportionment.

The amount apportioned to nonreguiated would be calculated by multiplying the ratio
of nonregulated investment to total investment by the total value of the cost pool. For
exampie, the Garage Work Equipment Cost Poof is apportioned based on the relative
investment value of Accounts 2112 and 2114, The nonreguiated ratio is the total
nohregulated investment amount in those accounts divided by the total amount of
investment for Accounts 2112 and 2114. The nonreguiated ratio is then muttiptied by
the costs in the cost pool, and the resuit is apportioned to nonregulated.

Relative investment value is used to apportion reguiated and nonreguiated costs for
selected cost poois in the following accounts:

2114 3420 6122 6561 6724
2124 3500 6123 6562 6728 -
2681 3600 68124 6563 7340
3100 6112 6511 6564 7520
3200 6114 63531 6565

3410 63535 6721

The basis for assgrung costs 10 COS! poois in Accourt 2121 Buildings, the Operating
Rent Cost Poois m Account 6121, Land and Buiding Expense, tw Capital Lease Cost
Poohhmmi mmmmmwmmmm
mmmwmwumuwmm




COST POOL APPORTIONMENT METHOD (cont.)

An apportionment to nonregulated would be made by dividing the previously allocate«
nonregulated salaries and wages in the 2000, 3000, 6000, and 7000 series of
accounts by the previously allocated salaries and wages in the account series.

1410 4100 6113 6611 6723 6728
2124 4310 6124 6613 6724
2212 4340 6212 6623 6726

For those cost pools where the relative value of regulated and nonregulated
dispatched reports is specified as the basis of apportionment, a nonreguiated
percentage is developed by dividing the nonregulated dispatched reports by total
dispatched reports. The nonregulated percentage is muttiplied by the totat costs in the
cost pool and the resulting amount is atiributed to nonreguiated. This methodology is
used to apportion the No Access Cost Pools in the following accounts:

6411 6421 6423

The No Trouble Founa Cast Pools in the accounts listed balow are apportioned based
on the relative vaive of reguiated and nonregulatad repeat reports following no trouble
fourdd. A repeat report is created when a technician relums (o a job after no trouble
was found on the ital vist. A nonreguisted percerdage is created by dividing
nonreguiated repeat reports by the total. The No Trouble Found Cost Pools in the
following accounts are atinbuted with this method:

6411 6421 6423

by £ vaim of D cost pODI
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COST POOL APPORTIONMENT METHOD (cont.)

Directory Space - SWEBT

The White Pages Advertising Cost Pool's common expanses in Account 8622,
Number Services, are allocated based on the ratio of the nonreguiated business
advertising space in each state to the total space in the associated state's White
Pages directories. The Directory Listing Cost Pool's common costs in Account 2124,
General Purpose Computers, is allocated to regulated and nonreguiated based on the
ratio of the nonregulated business advertising space for each processing center to the
total space in the associated processing center's White Pages directories. The St
Louis processing center aliocator is a combined ratio for the four northem states, The
Dalias processing center allocator is the same as the state allocator used above.

ate and Local Income Taxes and

The common cost pools in Accounts 7220, 7230 and 7250 are allocated based on
operating book income before income taxes less interest expenses.

The Operator Systems Directory Assistance Cost Pool's tommon expenses in
Account 6622, Number Services, are allocated based on the matio of
notwegiuiated call work volumes to tots! call work volumaes,




COST POOL APPORTIONMENT METHOD (cont)

® Analveis of Customer Bils

Every line on a bill Is identified as regulated, nonreguiated. or common. Tha linss
which are either regulated or nonreguiated are used to apportion biling expensss
accordingly. The common lines are allocated to nonregulated bassd on the ratio of
nonreguiated lines appearing on a bifi, to the total number of regulated and
norreguiated lines. This method provides a means {o apportion the costs of retrieving
data for and producing customer bills.

2124 6124 6623 6724

of Pool

The relative value of cost pooi(s) is used as a mathod of apportiohment when one
cost pool is aliocated based on others. An assignment to nonreguiated is made by
developing the percentage of nonreguiated costs in the spacified cost pools to total
costs in the specified cost poois and applying it to the vaiue of the cost pool to be

s*ctedcostpoolsmmmﬂovmgammtsmappuﬁmedbaudmmemm
value of cost pools: .
2111 2123 6121 6564
@ 2124 6124 6623
3500 T24

The apportionment method for Account 7150, Gaing or Losses from the Disposition of
Land and Artworks, (s basad on the servios Be of the ssset being dispossd. When an
asoet has been joinfly used i the provision of reguiaied servioss and noveguiated
aciivities. ¢w g or 1083 & alotated bosed on e relutive smount of tme the ssaet
was Inciuded i ¥w ride base divided by e el paiod of Bme the assst was in




COST POOL APPORTIONMENT METHOD (cont.)

An apportionment to nonregulated would ba made by dividing the previously aliocatsd
nonregulated current month salaries and wages in the 2000, 3000, 6000, and 7000
series of accounts less the spacified cumrent month salaries and wages identified in
the Cost Pool Matrix by the related previously allocated current month salaries arnd
wages.

Cost Pools in the following accounts use this method of apportionment to allocate
nonregulated costs;

2121 2124 6122 6724

2122 2681 6123 6725

2123 2682 6124 6726
Troubie Reports

The Subscriber Line Testing Cost Pool in Account 6533, Testing Expense is allocated
between regulated services and nonregulated activities based on trouble reports.
Trouble reports are identified as either reguiated or nonreguiated. The nonregulated
trouble reports are muitiplied by a dispatch factor to determine the number of trouble
reports which were known 10 be nonreguiated before dispatch. This ratio of
nonregulated trouble reports to total trouble reports is multipliad by expenses in the
cost pool and the resuiting amount is apportionad to nonregulated.

weightad nonreguiated
memwmhammmw
the total inwestment in thal fiekd reporting code in the pool being aliocated.
Acoounding codes afocated on relative weighied usage of investrmanmt provids for a

ammmdwwwmmeMd
the cost pacl  The roneguinied weided usagde is ceicuimed by surening i the
MWMNMWMWWMMWW
ppuisied usage of Bw indvidul) coMmponenis
@ph sam of tw Wisl of the pooied

ang




. COST POOL APPORTIONMENT METHOD (cont.)
The marketing aliocator is used to apportion cost pools of marketing expenses for
which no other cost causative cost apportionmant method exists. Tha marketing

allocator is based on directly assigned and aliocated marketing costs obtainad from
selected cost pools in accounts 6611, 6612, 6613, and 6623.

The marketing allocator is used to apportion marketlng expenses in cost pools in the

following accounts:
6811 8613 6722
6612 6124 6724 |
General Aligcator
The general aliocator apportions cost pools for which no other cost causative cost
apportionment method exists.
**  Accounts which have selected cost pools apportioned using the general afiocator
inciude:
2124 6512 6722 6727 7140 7370
. 4360 8712 6724 6728 7160
6124 6721 6725 6780 T240

am anz e 6wt










Comenents

Central Ofice Cost Pool

Network Oparalioos - Network
Adrninistrationd Teating Sulpood

Metwors Opasalions -
Enghaeing Subpoct

Notwork Oparatven - Oibar
Mutuarh Opwathsn Sulg

Arsalysis of mokor vehicls records.

Analys:s of rich ;

Analtyss of molor velucie reconds

Analysiz of molor veliche rRcoRds.

Araiysis of moie weicie cacoeds.

b of WEEe: vaNCA .

Indirectly atiributed based on relative value of
Contral Ofice current yaar satacies and
wages in Accounts 2240 through 2232 and
Accounts 6211 fwough 6232,

indirecly altnhuted based on relatve value of
Destribution Services curreny? year salatles
and wages in Accounts 2310 twough 2441,
and 6311 Fwough 6441

incwecity alrkasted based o retatve valon of
Cable and Wirs Facllien current yeer
salpvins 3rd wages i Accounls 2411
Ewough 2447, and 64 11 Swough 6441

Incwwctly atwibuted based on relative value of
Matemk Adwinishalion/Tesling Currenl yaar
salanes sed vages i Acooonts 8532
Twough §5M.

Indeecty Sinibuted based on rotatve velue of
Engrmesing O your salanms ant wages
 bn Aot 538

ety SRS Ll th rolabve velon 3
O Nutunh. Oparsors cumard yoer
wties aed suet i Acooseis $115
g SIDE aeal G547 Dwwhs £571

The Companies do not have Motor
Vehicles which can be directly
assigned. Not applicable (Uniformity
- Cost Pool not in use).

The Companies do not have Molor
Vehicles which can be

. Not applcable {Uniformity
- Cost Pool nolt in use).

Thes pool is used by SWBT

This pool is used by SWEBT.

This pooi 15 used by SWEBT

g%
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USOA Part 32 Accounts Cosl Pool Neme Cost Pool identiicalion _Cos) Pook Apposionenent Methed Comments
2123 Ofice Equipment Direct Cost Pool Based on descripion of accounting | Direcliy assigned Yo nonreguiated This pool is used by SWBT.
(Cont.) : codes.
Oice Equipment Cost Pool Account balance jess amounts Indirecily attribuied based on company Includes offics support equipment
assigned 1o olher coat pools. current month salaries and weges, axciuding | and company communications
salarles and In Accounts 2211 systems,
through 2441, and 6211 through 6441.
Embadded Small Valus Cost Based on descripiion of sccounting inciracly altributed based on selative value of | iIncludes embedded investment to be
Pool codes. the oihar cost pools in Account 2123, Ofice | amontized over 5 years per CC
Equiprnent {exciuding the Embeaded Smat Docket 95-60, beginning 1/1/98.
Vakse Cost Pool). This poot is used by SWBT.
2124 General Purpose Direct Cosi Pool 8ased on descriplion of accounting Directty assigned io regulated This pool is used by PB and SWBT
Computers codes NG Compier Uzage.
Direct Cost Pool Based on descrphon of acoounting Directly assigned to nonfeguiatet This poot s used by PB and SWBT.
Doges arud COMPRANE UBIHE.
Dicactly Atiributed Regulsted Basad on description of acooaling Divecly atfiritnasted 2 regriated This poo! is used by PB and SWBT.
codies 30xi COmpinr uSage.
Diracity Atributod Norseguisted | Based on descriplion of acomniing DOvecly stribeted o norwogrtoiod. Thiz pool is used by PE and SWBT,
Cotan 2t QIMERAN USADS.
Inlormation Sarvices Coss Pool Based on gescapton of scomarding Divacly 2Buied o roguiated arxt Thiz pool 15 used by SWBT.
codes and Campuine SOEpS. apnwageining baser? on: Account 126,
ticmmnpiien Sarvices: InvasIment Laepe.
Biling Coat Puck Dused o= Senciplun of SOCOWENG | Munecly afvintes DSt o pmyTe of Tiis poot is used by PB.
Sodes ek SEREWAE RIS L -3
Juint Cout Pont Snpd oo Dacrpioe of Sczoapling | dextvncly sttt DRSS oo St Compary | This poct i3 uned by PB
S Nt AU SRS e angrills Suiaal el wmpnt Joa N
SN Lt el SENNL ANE SRS
At SETE.S., Cantiwnm Snevices.
ko)




Cost Pool Name Cozt Pool idestificalion Cost Pooi Apportionment Method Comments
2124 Ganersl Puspose Network Faciltties Cost Pool [Mmmdm Indiveclly attribuied basad on current This pool is used by SWBT.
Computers {Cont.) codes and cormpuler usage. reguisiec and nonraguiated invesiment value
of cably and wire facities invesiment in
Accornts 211 throogh 2232 and 2411
through 2441.
Outside Plant Mainlonsnce Cost | Based on deacriplion of accounting indirectly attributed based on relative value of | This pool Is used by SWBT.
Pool codes and compuler USage. Cabie and Wire faciliies current month
salscies and wages in Accounts 2411
through 2441 and 6411 through 6441,
Distribution Services and Station | Based on description of accounting Indirecily atributed based on relative vatue of | This pool is used by SWBT.
Connections Cost Pool codes and compuler LYaRe. distribulion services and station connections
current month salacies ad wages in
Accounts 2311 through 2441 and 6311
Bwough G441
Signaling Cost Pool Basad on descriphon of accouning Dwectly altntastod based on Curent reguiated | This pool is used by SWBT. This
codes and COMpuUler Usage. - use of signaling investrment | paneral purpose compuler
in Account 2212, Dhgitel Electronic Switching. | invesiment is used fo count usage of
centtal office signading investment
Microcomputers Cost Pool Bassd on descripion of acxouniing indiracly atiributed Dased On COmMpany
codes. Comrert e saleriey Srd wOpEs, exthading
sakaries arxd wages in Acoounts 2211
Swough 241 arxt 6211 Swough Gadt
Embedded Small Vatug Cost Based on Jesciphon of apcoriing Incieectiy atributed dased on reiptive valoe of | inchudes embeaded mvesiment o be
Poot codee. " Cont Pooke e Enbeddnd smorkzed over 5 yesrs par CC
Smalt Vokes wrut Pw Microcompoters Cont | Docket B85-80, beginning 1/1/98.
Pouk) i Accort 7508, Gorst Pupons
Comgrters.
Opwvatore Cost Poce Duanne or: Saniptces of s iog: ey sliinG bownt o reiabve satus of | Thes pott IS usad by NG
e Opmulion cuvart menlh SaNes v
; wRPee I Aozscen 211 24t €I
: Potngh: DALY, 3evt Arcaxriy Pwough
o
Curerst Cpertiong ok Pom Sovat oo Amgie ol sooseting | Sevwas M Toun o i el Oy BWET.
W




2211 Analog Elecironic
Switching

2212 Digitai Etectronic
Swiiching

Cost Pool Apportionmant Method Commenis
Direct Cost Pool Based on description of accounting Directly assigned to reguiated. This pool is used by PB and SWBT.
Direct Cost Pool mm,ﬁadww Directly assigned o noncogulated. This poot is used by SWBT.
Analog Cost Pool Based on description of accounting Directly attributed based on peak forecasted | This pool is used by PB and SWBT.
codes. annusl usage. P8 usos cpu cycies; SWBT uses
messages. SWBT's investment is
frazen.
Direct Cost Pool Based on description ol accountng Directly assigned lo requiated
codes
Direct Cost Pool Based on descapbon of accounbng Dwectly assigned to nonregriated Thss pool s used by PB and SWBT.
codes.
Packet Swiich Cost Pool Based on description of accounting Owec®y atirxsted based on: peak forecasted | This pool s used by PB and SWBT.
ondas. annusl usage. P8 uses 128 byte segments. SWBT
uses kitosegments.
Signaiing Cost Pool Based on descriplon of accouniing DEectly pubuted based on pesh lorecested | This pool s used by PB and SWBT
codes. srwnsl sage-OLtels.
CODAR Cos! Pool Based on dencriplion of sccourting Piracy athdnied based on lovecasied PB uses cpu seconds; SWBT uses
codes vl ape messages; NE uses COE wage
shudy. SWBT's investwent is froren
Joirt Automsted ARt Oihar | Aviipn oF peopariy tecads Eachy st & norwaguisins Tz pocd s usad by NEB.
aucsied or gauh Swhthetet arwws
onage siwesiart Soen.
Avtomated Ataraaet Dok Antrgnn: ok L SalmcBy ARaRNE DNt TR COTREY T pod i wwes try NB
Communizniions: St e o b IRk | SR S SR SNE S
g A A

bid
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USOA Past 32 Accour's Cost Pool Neme Cost Pool denfiicaion Cont Pool Apportionment Mathod Comments
2311 Station Apparatus Disect Cost Pool Basad on description of accournling Direclly assignod 10 regulated. Includes reguiated investment for
codes. station apparahss for 911 emergency
., systerns. This pool is used SWBT,
Direct Cost Pool Based on descriplion of accouning | Diraclly assigned & nonfeguiated.
codes.
mmmm Direct Cost Pool Cost pool equals account. Disectly assigned Yo reguiated. ‘This pool is used by PB.
2341 Large PBX Direct Cost Pool Based on deacription of accounting Directly assigned 10 requiated. Regutated investmenl inchides
oodes. Cusiomer Pramises Equipmant for
911 emorgency sysiems and
embedded {as of 1/1/83) investment
in centrex secvice (Plexar |t consoles.
This pool 15 used by SWBY
Direct Cosl Pool Based on descriplion of sccounting Dwectly ssugned 1 norvegeiated This poal s used by PB and SWBT
codes.
2351 Public Telephone Direct Cost Pool Cost Pool equels account. Divpclly assigned % aonregedatod
Torminat Equipment
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USOA Part 32 Accounts Cost Pool Nemw Cosl Pool kKiertiicalion Cost Poot Apporionment Method Comments

3100 Accumulated Outside Plani Cost Pool Basad on description of accounting indirectly altributed based on relative
Depreciation {cont.) codes, Ivesiment value of Outsica Plant in

Accounts 2411 SwouGh 2441,
General Supporl Asset Cost Pool | Based on description of accounting Indivecty attribuled based on relative
codes. invasiment value ol General Supnort Assets
In Accounts 2112 through 2124, axchuding
aqual access.

3200 Accomuilated Accumulatad Depreciation Cos! Pool equals account. Indirectly atiritxsed based on the relative The cost podt structure for
Depraciation - Property Future Use Cosi Pool investiment value of Account 2002, Property accumulated depreciation is different
Held For Futur Heid Jor Future Telecommunications Usa. than Telecommunications Piant In

Service. Mass asset depreciation is

Telecommunications Use

3410 Accumulated
Amortization -Capitalized
Leases

3420 Accumulated
Amortization - Leasehold
Improvements

3500 Accumulated
Amortization - intangible

000 Accamulntud

4040 Cuntormer Dupunits

Accumuialed Amortization -
Leases Cost Pool

Accumulated Amortization -
Bulidings Cost Pool

Accumstated Amoriizalion
Intangibie Cost Poot - .

Cos! Pool equals account

Cost Pooil equals account.

Bavec on description of

Based on description of
meeuniing coles.

Sased or: devcyiption of
seewiing opive.

Cant Prms oupanie Svaes.

Chen ot epulis auvenet:

Indwectty attinbuled based on the relative
nvestraent value of Accoury 2681, Capital
Leases

indwectty aftuboted Dased on elalive
rrvostment vakso of Account 2682,
Leasehold Imoroverments.

incirectly sttritnted based on setative
Frvestmnent vaioe of Accoent 2090,
Itangiblen, sxchuding the Network
Sohware Cost Pool and the Senersd
Pourpose Computer Soltware Cost Pool.

{ireclly sttrinded Daved o0 retative
walue of S0 Notwnrk Soltecare Cont Pooi
W Acomet 2000, Stangthine.

trsed which does no! require the
same levei of detail as the
mvesiment accourts. This poolis
rarely used by PB

This pool is used by PB and SWBT

il poekt it ravely wused by PE. i

Lompriey’ mwamsTNg gervion:
SO ST Seposis. {




USOA Paet 32 Accounis Coml Pool Neme Cost Pool identiication Cost Poci Apportionment Method Ce s
4100 Net Current Deferved | Ptant Cost Pool Based on descripiion of accounting indirectly aliribuled based on current
Opersting income codes. reguiated and nonreguiated invesiment value
Taxns of Accout 2001, Total Ptant in Service.
Non-Ptard Cost Pool Basad on description of accounting Indirectly atiribuied based on company
codes, curent month salaries and wages.
4120 Other Accrued Diract Cost Pool Cost Pool aquals account. Directiy assigned 1o regutated. Amounts in this account will be
Lisbitties axchuded from ratemaking in the
separations process; thus allocation
between regulaled and nonregulated
Is nol necessary.
4310 Other Long-Term Direct Cost Pool Account transacton analysis Directly assigned to reguialed Arnounts i Bus cost pool will be
Liabllites oxciuded from ratemaking in the
Separations process; thus allocation
between reguialed and novrequiated
is not necessary.

IndirecZy atriuted based on company This cost poot is used in ratemaking.

crent month salares and woages.

OwscBy zasgned 1o ropsaied includes defarred operating laxes
essociatod with exesal accesy
netwcrk reconfiguration, Thes poot is
used by SWET.

ey poinind Dol o Aconart 2001

Yol Mgt in Sevvion.
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USOA Part 32 Accounts Cost Poot Name Cast Pool identtication Cot Pool Apportionment Method Comments
$112 Motor Vehicle Expenss | Direct Cost Pool Based on descripbon of accounting Direcity assigocd 10 regulated. This pool ks tmed by NS il SWAT
codes. .,
Direct Cost Pool Based on description of accounting Direcily assigned o nonfegetated. This pool is used by NB and SWBT.
codes.
Common Cost Pool Based on descriplion of accounting niractly attributed based on relative Represents the remaining expenses
codes. Investment value of the common cos! pools after clearances to construction
{exciuding the Distribution Services and accounts and other plant specific
Cenirat Offica cost pools} in Account 2112, expense accounts.
6113 Aircralt Expense Common Cost Pool Cost pool equals account indirectly attibuted based on company The Companies do not have Aircrafl
current month salanes and wages. investment.
6114 Tools and Other Work | Direct Cost Pool Based on description of Dwecily assigned to reguiated
Equipment Expense sccounting todes.
Direct Cost Pool Basad on description of Directly assigned 10 nonreguizted. Thit pool is used by PB and
accourting Codes. SwaT.
Garage Equipment Cost Pool Based on description of indirectly sitriduted based on relative
. sccowlting codes. vwnstenet vatue of the Gerage Work
Equipment Cost Fool i Accoun? 2114,
Yool znd Other Yok Equipment.
Common Tools Cost Pool Based on doscription of divactly sttritnted Dased on relative The cost pool halance represents
stemanting codes. vepsnent vaiun of T Ofher Work e remaining sxpensce after
Egutpement Caut Poot in Accocwe 2114, clearance to construction
Touls st Other York Eoutpment. accourts and other plant specific
expense accoums. This pool is
ased by SWET.
Spectst Tosks Dietributhes: Swsed on deetipiion o My alributes Desed on retelive The cost pool halance represents
Sorviems Oont Pyd Seveurting codns. Svestwent velue of P Bpectel Tonts- Sw romatning expewses sfter
M iion Serviore Sont Poet i lomranoe 1o Construction
Arvawt 3554, Yool and U8 Work scoounts snd ofver placl specific
Exnipmers expevne sttowds. This pood is
wsed by BWEY.
1 e Wit Sapaipmnnt Svett Dunad an-duripies of w’nﬂ-m o powt & usps by NE and PB.
T
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—___ USOA Past 32 Accounts Cost Pool Namo Cost Pool kienkBcalion Cost Pool Apportionment Method Comments
7180 Other Operating Other Operating Gains and Based on descripion of accounting General Allocalor and Accoundt Transaclion
Gaing And Losses Losses Cost Pool codes and Account Transaclion Arwlysis™*
Analysis.
7210 Operating invesiment Direct Cost Pool Based on descriplion of accounling Directly assigned to nonreguiated. This pool is used by PB.
Tax Crodits - Net codes.
fnwvestment Tax Credit Cost Pool | Based on descripton of accounting Indirecily atinbuled based on the current
codes, reguiated and nonreguisied invesiment value
of Account 2003, Telecommunications Plant
in Service, less Accound 2590, Intangibles.
7220 Operating Federal Federal iIncome Tax Cos! Pool Cost Pool equals account Dweclly attnbuled based on operatng book
tncome Tax income before mcome taxes less inlerest
expense
7230 Operating Siate And State andd Local Tax Cost Pool Cost Pool aquals actound. Deroctly attribasted based on operaig book This pool 1s used by PB and SWBT
Local income Taxes income before ncome taxes less witerast
P,
7240 Operaling Other Tanes | Direct Cost Pooi Based on doscripion of accouniing Direcy assigned 1o reguiated This pool is used by NB and SWBT.
codes.
Property Tax Cost Pocl Bascd on doarpdion of acomadng ruboucly afbdudod busod on e orrend
codes. suppdiated end noreeguiated bwesheert value
of Accuusis 2111 Swtugh 2082, Aconst
S0, Ineaiiieies. 30 Atciard 2002
Peaparty Mot Ior Fulure
Talscommuonicalionn Use
Groes Receipie Tax Cout Puct Baned on descsiplion of Sccewrivg ulvuctly Slted based o culaien vailue of
onles rpvtus s Acossrds SUBT Sesugh SN0,
o ooeBecitily srae ¥ Acctemits 5307
vl ST, s OO Aewars sl
SPRsns T8 Sclijucs W Drons Pwceysts
Tome  Acoesrs 5390
Otr Tanas Cout Posd
7290 Provighn For Ostoned | Dotwnst Tum Cnt Pt
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USOA Part X2 Accounis Cost Pool Name Cost Pool ideniiication Cost Pool Appoctionement elhod Comments
7620 Extracedinary Direct Cost Pool Cost Pool equais account. Directly assigned 1o reguiated. Amounts in this account will be
Income Charges . excluded from ratemaking in the
. process; thus allocation
between reguiated and norrequiated
is not necessary. The Companies
rarely use this accotml.

7630 Current Income Tax Direct Cost Pool Cost Pool equals account. Directy assigned o regulated. Amounts in this account will be
Effect Of Extra- Ordinary exciuded from ratemaking in the
Terms - Net Separations process; thus aiocation

between reguiated and norregulated
is not necessary. The Companies
rarely use this account.

7640 Provision For Deferred | Direct Cost Pool Cost Pool equals accoun Diwectly asssgned 1 requiated Amounts in s accoun! wall be
Income Tax Effact Of exchuded rom ratemaking in the
Extraordinary Hems Separations process; thus aliocalion

between regulated and nonregulaled
is not necessary. The Companies
rarety Use this account

7910 income Effect Of Dirnct Cost Pool Cost Pool squais sccount. Direcly ats:igned 10 reguitated Aesounis in his accowd will be
Juriadictional Ratemaking sxciuded fom catemaking in the
Differances - Net Sepearaticeys prooess; thus allocation

belween reguisted and nooregulated
s not PECeEsSaryY.

T990 Norwegniaied Nel Dirsct Cost Pool Cost Poot sl Sooo. Oirachy suvigned & roreagriatec The Companies rarely use this

income BOooS.




SECTION Vil -TIME REPORTING PROCEDURES

TABLE OF CONTENTS

A,

TIME REPORTING METHODS USED TO ALLOCATE EXPENSE TO PART 32 ACCOUNTS
This saction details the time reporting methods used to drive expenses to the correct Part 32
accounts and to meet the Part 64 requirements for separating regulated and nonregulated
expenses.

STUDIES FOR PART 64 ALLOCATION OF MARKETING AND SALES EMPLOYEES'
EXPENSE

This section details the studies that are used to allocate the cost pools within a Part 32 account

to regulated and nonreguiated fo meet Part 64 requirements. They are not used to drive payroil
expenses to Part 32 accounts

TRAINING
This section covers the training methods that are used by Nevada Bell, Pacific Bell and
Southwestermn Bell Telephone Company.

MONITORING AND CONTROL
Thisssection covers how the monitonng and control requirements are met.

RECORD RETENTION
Record retention requirements are stated in this section.

ALLOCATION OF NONPRODUCTIVE TIME
This section details the allocation of nonproductive tme.

ALLOCATION OF COMBINATION TRAVEL TIME




A._TIME REPORTING METHODS USED TO ALLOCATE EXPENSE TO PART 32 ACCOUNTS

This section of the Companies’ CAM describes the methods used to assign salary and wages o
regulated and nonregulated operations. Job functions are used to directly assign or attribute costs
whenever possible to regulated and nonregulated activities and to a specific Part 32 account. When
an entire function cannot be directly assigned or attributed, time reporting is used to assign costs to
reguiated or nonregulated activities. Two time reporting methods are utilized: Positive Time Reporting
(PTR) and Exception Time Reporting (ETR). Chart 1, at the end of this section, displays which method
is used by each functional work group. The chart aiso displays for which employee groups sampling is
utilized in conjunction with time reporting to aliocate to regulated and nonreguiated.

1. Positive Time Reporting
This method of time reporting assigns labor costs by identifying and reporting time for all activities
on a daily basis. Positive time reporting drives payrol expenses to the appropriate Part 32
account. Network Operations and engineering labor forces use this method. Employees that
positive time report use several time reporting accounting codes. Positive time reporting will be in
one-quarter hour increments. There are two types of Positive Time Reporting. They are
Conventional Positive Time Reporting and Sampled Positive Time Reporting.

&. Conventional Positive Time Reporting ~ Nevada Beli, Southwestem Bell, Pacific Beil

Emwmmmmmmmmwwmmwwofm
time, in fifteen-minute increments, on a daily basis.

b. Sampied Positive Time Reportng - Pacific Bell, Enhanced Time and Distribution Procsss
(ETDP)

Sampled positive time reporting is used for empioyees who consistently report their ime o
the same accounting ciassfications and whose activitiss are predominanty classifiable o
expense accounts. The sampie is designed 1o provide an sfiocation of employees’
time/doliars 10 an expense account, which is within +/- 3 peroentage points at the 95% level
of confidence. Empioyeas whose activities are classfiable 10 construction (Capital acoounts)
report by conventiona posstive time reporing.

Emgpioyees covered by sampled posiive Bme reportng are suddivided intd geographic
chusters Dased uDon e funcions and 10D Wles. Each custer is individuaily sampled
Mummwmmmuum For 6w mondhly




The namaes of the selected employees are forwarded to trained Time Reporiing Analysts
who conduct the actual sample procadure. The seiected employees complete activity iogs,
which identify how their time was spent during the sample period. The Analysts, using
interviews, randomly verify completed logs. A review of the quality of the reporting (e.g.,
completeness, detail, and match to source documents) is aiso performad,

The activity data is then compiled and converted into the appropriate accounting
classifications. A percentage distribution for each cluster is developed from the previous
three-month period and is input up front into the time reporting system for all employees in
each ciuster. Employees in the ETDP population who are not selected to be sampled, report
only actual time paid (such as a normatl eight-hour workday or paid time off) without
identifying any distribution to activities. The expense related to paid time, by both sampied
and non-sampled employees. is then distributed to Part 32 accounts based upon the
percentage distribution of the employees’ cluster.

Any work outside of normmal job activities, such as uniquely required regulated and
nonregutated product/project tracking, contracts, and other special projects not captured in
the activity logs, are reporied using conventional positive time reporting. The positive time
reporting drives the expense to the Part 32 accounts and to regulated or nonreguiated
products/services as required based on the cost assignment data that is input.

2. Exception Time Reporting

Exception time reporting is the method by which empioyees report tithe only when engaged in an
activity outside their routinely assigned functions. Exceptions to normat work activities include time
paid but not worked (e.g., vacations. holidays, and paid excused workdays), as well as uniquely
required reguiated and nonreguiated product/project tracking, contracts, and other special projects.
The accounting system assigns costs t0 both the exception reported and routinely assigned
functions as follows:

ats tion ts
sociated reed ining
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Exoeption tme reporing wdi be n 8w 1050wing inCrempres:
o  Southwesterr: B2 ang Nevada Ball 15 mones.
o Pagilic Dok canatng eTDicyers 13 mrsass. clw epioyees 1 hour
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a significant shift in employee job functions occurs. It is the responsibility of the employee's
department head to insure that the accounting information is accurate. Accurate dally time
reporting is each employee's responsibility.

Establishment of accounting codes associated with nonregulated activities on the employee's
payroil record will be utilized only in selected instances where the time spent on nonregulated
activities remains stable. This method of capturing nonregulated payroll expenses is applied on an
individual basis. For example. a product manager who month after month spends 80 percent of
his/her time on a nonregulated activity can utilize this method to properly record payroll expenses
by indicating on the mechanized employee payroil record that 80 percent of histher time should be
assigned {o the nonregulated activity each pay period. If this product manager then worked on a
special regulated project for a period of time, exception time reporting would be used to assign that
time to the appropriate requlated account code.

B. STUDIES FOR PART 64 ALLOCATION OF MARKETING AND SALES EMPLOYEES'
EXPENSE

This section details the studies that are used to allocate the cost pools within Part 32 accounts 6612
and 6623 to regulated and nonreguiated to meet Part 64 requirements. They are not used to drive
expenses o Part 32 accounts. Chart | displays the vanous sampling methods and the employee
groups for which they are used.
n

For the marketing and sales empioyees, tha costs associated with their routine job functions are
assigned to the appropriate pool within a specific Part 32 account by Accounting Codes assigned to
the employees. Various allocabon methods are used to distribute those cost poois to reguiated and
nonveguiated. The allocation methods are applied 10 poois for specific accounts in the Cost Allacation
System (CAS) processes.

1. For Sales empioyees - Pacfic Bed. Enhanced Sales Time Reportng System (ESTRS)

This aliccation method uiixes 8 tme study 1 sliocate the regulsted, nonreguiated and
administrative ne of direct sales personned within Acoount 6612.

The sampiing scheme « desgned © have each empioyes in the sampie population selected
once per quartr. The sampie penod i 2 Cays. The starting dste of the sampile period is
rendomiy chosen The empioyvees ' be sawgied cunng each month ere seiecied using &
rendom nusbed prodess.




The selected sales personnei complete daily logs detailing their regulated. nonregulated and
administrative work activities. The Trained Time Reporting Analysts review these logs. After
being reviewed, this information is used to compute a three-month rolling average of reguiated,
nonregulated and administrative/nonproductive percentages. The administration time is loaded
on the reguiated and nonregulated time based on the percentages calculated. The percentages
are used to allocate the cost of ali the empioyees in the ESTRS population.

The employees in the ESTRS population who were not selected to be sampled, report only actual
time worked without identifying any distribution to activities. The total paid time, inciuding pald time
off, is then distributed to regulated and nonregulated based upon the resuits of the percentages
distribution from the three-month roliing average.

Any exceptions to normal work activities, such as uniquely required reguiated and nonregulated
product/project tracking. contracts, and other spacial projects, are repoited using exception time
reporting. The exceptlion reporting drives the expense to the Part 32 accounts associated with
the exception code used.

. For Sales employees — Southwestem Beli, Time Reporting Activity Coniroi System (TRACS)

Tlﬁulbcaﬁonnm»duﬁlizuaﬁmswytommmhd.mbdand
administrative time of direct sales personnel within Account 6612.

One twelifth of the employees are seleciad each month. mmbyoummausma
random number generator. All employees are studied once each year for a full month.

During the study month, the sales personnel complete a mechanized form detailing their
Information provided incliudes:

o Customer

Time spent on contact - HoursiMirisies

Products discussed with the customes

Month/dayiyear

The information is reviewed by 8w TRACS coontiinators and stored in 8 centrel datebase locstion,
The nlormation @ uwsed o cormpuie monfhdy reguisied, nonreguisted and edministrative/
nonproductive pevceniages. Ths deil wil be fatiored ivio a Tres-mord: rling average of
wmww The sdeinistative trve is loaded on the reguisted and
nonreguisted Dased on the preoentages caicuisied. This percentage distibuion i IOt i the
CAS syetuemn. mwnmmmmmmammz which cortaing
the exparaas of ail esgicyess wilh i Fuaoion Codes of 2200 s 2201
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3. For Service Representatives - Pacific Bell, Sales Channel Study

This method of allocating non-exception reported time utilizes a time and motion study to aliocats

the reguiated, nonreguiated and administrative time of service representatives within Account
6623.

Company statisticians use a statistically valid method to randomly seiect the monthly sample size
by stratum. Each sample is then generated using a random number generator. Employees that
have been sampied previously are not eligible to be sampled more than once in the same calendar
year, )

A time and motion study is performed o determine the percent of time spent onh each activity. The
results of the study are used to determine the percentage of activities, on average, that are
devoted to regulated products/services vs. nonregutated products/services. The administrative
time is ioaded on the regulated and nonregulated producis/services based on the results of the
study.

The resuiting percentage is input into the CAS system. It is applied to the costs in the Service
Order Cost pool in account 6623. This pool contains the expense for the paid time, including paid
time off, of the service represaniatives.

Any exceptions to nommal work activities, such as uniquaty required regulated and nonreguiated
product/project tracking, contracts, and other special projects. are reported using excaption time
reporting. The exception reporting drives the expense to tha Part 32 accounts associated with
the exception code used.

. For Service Representatives - Southwestern Bell, Custormers Operations Expense Study

This mathod of allocating non-exception reportad time utikzes a work study procedure 10 allocate
the reguiated, norveguistied and administrative tme of service represantatives within Account
6823

This is & shucly based on 8 work sampling procedure. The work study is done annually. The
compary statisician uses & statstcally valid method © deserning the offices 10 be studied and the
times at which the cbservetions shouid be rmade. Whan sn offics is studied. 8l employess in the
sample popuiaion eee ncluded

The aclivilies of empioyess in The seletisd 0fhoes e observed &t the predelsrmined tmes
twoughout B Gay. mmamMmmmmhmdMu\
verage. Bt 7 GavOLRD ) FOgUiNI DRGKILARNACES VA mwmmm
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Any exceptions to normal work activities. such as uniquely required regulated and nonregulated

. product/project tracking, contracts. and other special projects, are reported using exception time
reporting. The exception reporting drives the expense to the Part 32 accounts associated with
the exception code used,.

5. For Service Representatives - Nevada Bell. Sales Channel Study

This method of allocating non-exception reported time utilizes a time study to allocate the
regulated, nonregulated and administrative time of service reprasentatives within Account 6623.

All employees are inciuded in the study. A iist with ali employees IDs is provided, and the person
doing the study continually recycles through the list every day for one week.

incoming calis are monitored and tallied to identify the nonreguiated and regulated work activities
performed.

The results of the study are used to determine the percentage of activities, on average, that are
devoted to reguiated products/services vs. nonreguiated products/sarvices. The administrative

time is loaded on the reguiated and nonreguiated products/sarvices based on the resuits of the
study.

The resuiting percentage is input into the CAS systam. it is appilied to the costs in the Service
Order Cost pool in account 6623. This pool contains the expense for the paii time. including paid
time off, of the service representatives. ‘

Any exceptions t0 normal work activities. such as uniquely required reguiated and nonreguiated
product/project tracking, contracts, and other special projects, are reported using axception time
reporting. The exception reporbng drives the expense to tha Part 32 accounts associated with
the exception code used.

C. TRAINING

Training & designad 0 rase the empioyees’ swarentss of the tme reporting requirements of this
RarwR.

Mathods include:

o Training dotsavmens Covanng Sysiem Changss Tt see sard B8 raguired 10 sysiem usen.

Providing seeisicons ¥ 8l S000uning endrunie.

o Inilil attrd COUR TaaNAg B Jven 1 New DosiBep e ropotting empicyees who Suppornt
PONSgUGing aciivites.

iariifind,

»

W % Seteied 84 tsoncasing by & SeSEIREMR OF 63 VEINND nesds are
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e Annual time and expense reporting policy letter from upper management, which is provided to
all employees,

D. MONITORING AND CONTROL

Time reporting monitoring is achieved through review and verification procedures.

e Periodic intemal and external audits are conducted to ensure compliance with time reporting
procedures.

¢ Departmental managers perform periodic reviews of payroll time reporting and accounting
classification code accuracy.

Control is achieved through the management approval process for time reporting.

E. RECORD RETENTION

All relavant records, including time sheets and required supportive documentation, are retained for a
minimum of two (2) years, per the "Crder on Reconsideration”, CC Docket No. 85-111 (released
October 16, 1987) paragraph 90.

F. ALLOCATION OF NONPRODUCTIVE TIME

The Companies have subdivided the FCC definition of nonproductive time for clarification. il is

classified into two categones. nonproductive time and administrative time.

s Nonproductive Time 15 paud time off from work. Nonproductive me consists of the following
items: vacations. holidays. and paki excused workdays.

¢+ Administrative Tima consssis of productive activities on the job that are not chargeable to a
specific type of telephone plant. product, sefvice or job function. Exampies of administrative
time include. staf! meetings and acivities not specified 1o reguisted or nonregulated
producis/services.

1. Positive Time Reporeng Employees

EW m paioem w and m Cpershong functions repornt m nonproductive

-8




2. Exception Time Reporting Empioyees

a. Nonproductive time

Nonproductive time for all employees using exception time reporting (ETR) will be allocated to
nonreguiated activities based upon a ratio of all costs reported to nonproductive payroll codes
to total payroil costs of employees using ETR. The CAM develops the following nonproductive

ratio:
Total Nonproductive Costs of ETR employees = Nonproductive
Total Productive Costs of ETR employees ETR Ratio (NETR Ratio})

For sach accounting code with nonregulated directly assigned wages, the amount of expense
that would have been assigned to nonregulated using the NETR Ratio is calculated by
multiplying the NETR Ratio times the productive wages. This amount is compared to the
amount that was actually assigned. If the actual amount assigned, is less than what would
have bean assigned by the ratio, the difference is assigned to nonregulated and subtracted
from regulated. If the amount assigned is more, nothing is done.

b. Administrative Time

The administrative time percentage, as determined by a study, is muitiplied against applicable
wages that had been exception reporied from a direct reguiated account to a nonwegulated
accounting code. The resuiting amount is moved from a direct reguiated cost pool to a direct
norveguiated cost pool. For example, a marketing empioyee for whom reguiated accounting
codes have been sstablished, exception reports time t0 @ nonweguiated tracking code. The
reported nonreguiated time is rwiltiplied by the administrative time percentage. An applicable
amount of additional expense is deducied from reguiatad expenss an: assigned to the
nonraguiated tracking code

G. ALLOCATION OF COMBINATION TRAVEL TBAE

In order to comply with the Uniformaty Order (described in Section Vi-1), SWEBT wil uliice the following
procedures for aliocstion of combinaton Favel Sme. On a monviy basia, sn amount equat 10 50% of
combination taved payroll cost will be removed foen reguiated cost and charged (o nonrepuisied cost
These payroil costs reisted 10 Ui adrweguinsied porkion of combinaion tavel time will be computed by
wmnwuwwummmmmwm
muwmmmm The sverage techwician's hourly abor rsie will be
rultiplied by Svampe Tevel e e ke ar D mustipied by the count of combinetion jobs. The
msmmmwuwwm mmwﬁmmwm
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CHART 1

TIME REPORTING AND ALLOCATION METHODS BY WORK GROUP

Positive Time Reporting Tima
Work Group in USOA Allocation by Allocgtion Methods
Expengse Accounts Conventionat Sampied Accounting Code Using Sampling
%;gﬁﬁmﬂc
O NONMGT
instelistion NONMGT NONMGT
Maintenance/Rensk NONMGT NONMGT
Engineering MGT & NONMGT
PLANT NONSPECIFIC
Proitioning NONMGT MGT 3 NONMGTA
Network Admin. NONMGT MGT & NONMGTA
Testing NONMGT MGT & NONMGTA
Plant Oper. Admin. NONMGT MGT & NONMGTA
Enginaening Admin. MGT MGT & NONMGTA
CUSTOMER OPERATIONS
Product Management MGT & NONMGT
Saies * - =z MGT & NONMGT MGT & NONMGT
Product Adveriising MG7T & NONMGT
Cali Compiletion MGT & NONMGT
Number Services MGT & NONMGY
Customer Services MGT & NONMGT NONMGT
Wmm
MOT & NONMGT
Planning MGT & NONMGT
Acoorgng & Fieancs ST & NONMGT
Exismal Relatiora MOT & NONMGT
Hurman Resourcos MGT & NONMNGY
informastion Maragesraed MGT & NONMGT
Legel MGT & NONMGY
Procurement MIGT & NONNGY
Rasearch & Developensed MGYT & NONISTT
Othwr Gurarst § Ackries. MOT & NONMOT

ges usrg ETR i 0w plwd romspaoiiic

work groups represent clancal end
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