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51 __ _---- -------- -------- -------- -------- ------------ 
lrarorr t h m  areas whkh we concentrated on for BSE 

1. m amounts BSE blll each sub or aflillate. Do they follow CAM? 
U not lollavlng CAM? What are they dolng? Are they at 
(rs thm FGC. Document. WP Sectlons 51 -6 and 51 -7. 

2 Thmanwnts that polentially chain through to BST. 
Wp Se*h 51-8. 

3. what Is the character of the amounts billed to BSE subs and aflillates 
Are the axpensas reasonable lor rate maklng? 
wp Section 51-9. 

me red of the workpapers in this sectlon are for Infonatlon purprm.6 and 
In many InstanCoD support the concluslons in each of these three areas. 
Theam are relerenced where support is necessary. 

Weam no( audklng the BSE subs to delermlne if they are biillng - 
acccdng to the CAM to BST. 

4w ~ s e c t l m a  of this audit. we seiected BSE sub Sunlink to audit to 
datrmlne 11 t h 9  w e  bilitng BST according to the CAM. 

Other ccmpanies that b111 BST that we selected to audit. but are n n  subs 
of B8E a n  Data Sew IN.. and Affiliates which Is a sub of BellSouth 

BellSwth Communkatlons. Inc., whkh is a sub of BellSouth Buolners 
Systems. whlch Is a sub of BST. We have atso decMed to audit the amounts 
that are altocaw to BST from the parent corporation. BEllSouth 
COlT&ltkil. 

Buslnrs Systems. whkh Is a sub of BST; Belkore whkh Is a Sub 01 BST. 

51-1 

S1-L 

314 I. 

DeocrtpllOn Of BSE, What dOer BSE do? 
Deacrtptpllon of Chalnlng. 

CompPrlson of BSE subsldlarles from CAM and from 
Organ~lonal Chart for 12/31/92. 
Determine the number of BSE subs. 

Contrscu -- BSE with BST 

a. Bellsouth Enterprfses. Inc and BST, ~nc. cowing 
Consulting. Marketlng and Support Servlces . BST saw thIs 
agreement covers BSE subs with BST Per an- to 2-023. 
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b. BellSouth Enterprises. Inc.. as agent for BellSouth 
Hoblllty. Inc. and Amerlcan Cellular Communications Cop. and 
EST. Inc. coverlng Consulting. Marketlng and Support 
W C e d .  

Contracts -- BSE with thelr own subs I I .  

s n  Internal Audlts 
51-5 Noted from ChL Workpapers 1992 CAM Audlt 

51-8 Amounts BSE is billlng each 01 their subs and other 
afflllates AND DOCUMENTATION FOR BILUNQ FOR 1992 .for 
1992 BSE Is bllllng subs a management fee and not 
following CAM. They say It Is below FDC. Staff has to prove 
that. -51-7 

51-7 
51-8 Determlnatlon of Potential Chaining 
51-9 
51-10 Documentatton of JCO Requirements 
51-11 BSE Income Statement RBconclllatlon 
51-12 BSE mblnatlon with BSC 

DISCLOSURES. CONCLUSIONS AND RECOMMENDATIONS FOLLOWTHIS PAQE. 

Anal- of Detennlnatlon of less than FDC. 

Make up of BSE charges that are In turn a management fee. 



BSEAw)lT DISCLOSURE 1 

SUBJ6cT: BEUSOUM ENIERPRISES'(SSE) BILLING TO NONREGULATED 
SUBSIDIARIES 

STA-ENT OF FACTS: 

GENERAL 

Accordhg to BSE Acountlng Mrecthre 005. Sectlon 5.01 chalnlng Is defined as 
fdhs #When e carrler obtains an asset or sewice from a nonregulated 
afflllm that has Qbtalned the asset or senrke from another nonregulded 
afftiaita* 

Sectlm 5.02 says that BSE requlres all Intercompany transactlono comply with 
the Jdnt cosl Order because costs that are Included In a chaining 
trmsrctlons that are several layers removed from the ultlmate destlnatlon can 
be dlfflcult to identify. 

BSE Account Mrectlve 008. Section 1.01 presents the rules for prlclng gcds 
and services transfed behveen regulated carriers and their nonregulated 
afllllates. 'If no prevalllng market rate exMs. Ihe prlce charged to the 
k la ted  afllllate must be based on the JCO fully UlmIbuted cootlng 

BSE does not blll BST directly. BSE bilk thelr nonregulated subs and In 
turn. wording to the Cost Allocatlon Manual at 12/31/92, the nonregulated 
subs bM EST at fully dlstrlbuted coot, market ortarlff. etc. whichever 
.ppllea 

ESE bmS their sub8Mlarles a management lee. mls fee Ir 
subsldtules weratlng expenses (weratlng expenses less coot of goods sold. 
deprdtion and managqent fee). me total management fee billed to 
sub8MlarIes for 1992 wu*_ 

In order to determlne If the management fee Is less thm FDC. BSE cakulated 
whai FM: would haw been If It had been uzed. BSEcalculated that FDC was 

.fJ I 

standards (FDC).' 
c -  

- 
- c 5  t of the 

s 1 - I, 
8 6  

< 1 a b 
A 9  - lor 1992 

As exphln%d by the company. FDC Is cakuiated as follom: BSE casts that 
a n  not pmJect coded or reWned are complied by Responsiblllty Code (RC). 
mese cess a n  then pihated to a11 sumdiules bued on subsuiuy 
opentlng acpenses. ashy  costs. marketing costs or equity and debt. 

For -le. the total costs at BSE assocalted with Human RBIOU~CBS that are 
mn pr@ect coded or retained are compiied under RC costs ~12100 to uiaoo. 
me totai of these costs are allocated to a11 BSE subs based on the 

TU4 MsrlPllng costs st BSE that are not project coded or retalned are 
compUed mer RCU61E00 to AC U61340. me total of these costs are allocated 
to all ESEsubs bated on the subsidlades marketlng costs. 

munncimcepls are used for all RC's that are not prdect coded or 
raumd. 

< \ -7 
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BSEMIDIT DISCLOSURE 1 

SLIBJECT: BELLSOUTH ENTERPRISES (BSE) BILLING TO NONREGULATED 
SUBSIDIARIES 

PSC stan addressed h areas of BSE billing to Nonregulated Suasldiarled. 
Thy are as follw: Companles billed the Management fee vs. companies used 
to CIICUIatB FDC. BSE Income Statement Reconclllatlon, Management Fee, FDC 
Calculation. Companies bllled a Project Fee, Tvpss of Expenses at BSE 
Headquatlers. 

Eleh vrlll be described separately with an apinlon from the PSC staff. 
FlW. a concIus4on and recommendation on all areas will be found at the 
end ol thls concluslon. 

1. COMPANIES BILLED THE MANAGEh'Xf FEE VS. COMPANIES USEDTO CALCULATE FDC. 

BSE subsldlarles billed a management fee were: Mobile Data. BellSouth 
Advanced Ne(worh (BSAN). BellSwth lnlomratlon NetwOrk (BIN). Sunlink, 
mISouth tnformatlon *ems. lnc. @IS), BellSouIh Advertising 6 Puailshing 
Cap. (BAPCO). LM B W .  Stevens Gnphlcs. Techsouth, Bellsoulh C6Ilular. 
BellSouth Moblle Data, Inc. (BMI). Moblle Communlcatlona Corporatlw of 
A w k a  awl alllllates (MCCA), tnternatbal opecatlons Group. and EelISoUM 
RnrvleiPl Ser.icea Cap (FINS). 

fn catadathg the FDC, the above companies were Included along with t h w  
that were not btlled a management lea In 1992. These companies were: 
Markellng Program. utecutive Sewlces. Data Sewice Flnmcial services. Inc. 
WINS). Ccfporate Health Netwk (CHN). Sclentlfk Software. Inc. (SSl). 
Cnterllbent Messaging Servlces Inc. (IntellMssg). Datasew lnternatlonal. 
InteUlgenl MedU Worldwide Wir- Trlals 0. Retained Costs at BSE and 
MkefIanmus cOQIS at BSE. 

me Company states that BSE does not bill management fees to compan~ea 
'...which fall within the fdlowlng general cakgork  (1) corpwpte 
dewkpnent en1ItIes. (2) recent acqulsltlw. (3) lntematlwl ldnt 
venture InMtmenta/intematlonally wholly owned subs..: 

OPINW 

BSE md not use the same companles to calculate the FDC as they bllled 
a Management Fee. They are no( uslng the same bask for cornpatism 
Ol wh&W bllllng FDC or I-. 

5 \dL 

1 

I, 51' 

am nabilled as Projgn cogd or considered par( of the FDC cakualtlon. 
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BSE AUDIT DISCLOSURE 1 

SUB%CT: BELLSOUTH ENTERPRISES (SSE) BILLING TO NONREGU~ATED 
SUBSIDIARIES 

In ndr to determlne that ail costs are used in the FDC CaIcuUion. BSE 
prepared an Income statement reconciliation. All costs at BSE are reconclled 
here to the Trial Balance. ThBu) c m s  are Project coded coets. Tow 
Expenses Allocated for FDC, and Costs Retained. BSE has objected to us 
h- access to thelr flnanciai records to verlfv these casts. 

WINm 

Secaum we did not have access to BSE flnanclal records. we could not 
determlne whether the lncome Statement Reconcillatlon to thelrlal Balance 
waa correct. 

Ill. MANAGEMENT FEE 

in order to substantiate the management fee billed to each subsidiaty. PSC 
staff requested financlal statements for all BSE subsldiaries whether billed 
a management fee M not for December. 1992. me Company ejected to 
prwfdlng the flnanciai statements for all BSE subridl~rlea 

OPMIOW: 

U we unnot substantlate the basls for the management fee billed to each 

that are Bwntually billed (chained through )to BST from the nonregukted 
s u W I ~ e a  u e  reasonable. All subsidiarirn would have to be billed on the 
same brsls. 

mbsktkythrwgh the Income statements. do not know Whether the amounts 

iv. ~~ccucuuno~ 
As explained by BSE. BSE costs that are not prdect coded or retained are 

subskbda as l&ed abwe bawd on allocatlon factors. 

The prknsy allocrtlon fwon for calculatlng FDC cost are subsldlary 
opent~exwnssa, salary cosls. marketlng cosls. and eqully and debt. 

PSC sWI requested documentation for the allocation factors. We were able 
to seetampany premlses. wlthout wrltlng dorm numbers, the income 
st- (or BSE. Staff traced the operation expensed used in the FDC 
c a b l a b  for 81s. BSAN. Sunlink and Data Sew internatlonal to the Income 

Makalng Costs for year end 12MIm2.. Again we were able to see this 
schebb.1 company premises. without w i t h  down numbera me tubsldiaw 
saiaryrp.ns0 waa traced for BIS and Graphics to 'BSE Salary costl for Year 

I-'. We were able to see thls whedule on company site. without 
wnl(lng dm numbera 

SlarnMI. Marketlng Exp.tISer for BIS and SteVens Graphics were tled 10 'BSE 
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BSEAUDlT DISCLOSURE 1 

SUBECX BELLSOUTH ENTERPRISES' (BSE) BILLING TO NONREGULATED 
SUBSIDIARIES 

OlWKw 

m0 allocation procedures lo determlne FDC mlght seem reasonable. but if we 
cannot audit the subsidlary amounts underlying the allocations. we cannot 
draw a conclusion on the calculation of the FDC. 

V. COMPANIES BILLED A PROJECT FEE 

BSE prwlded us with (wo lormal contracts. One Is for BSE. Inc. as agent for 
BetISwth Moblilty. Inc. and Amerlcan Cellular Communkatlons Gorp with 
BST. me second conlract was lor BSE. Inc. with BST. 

We also requested agreements that BSE has with Its nonregulated subldlarles. 
We were supplled wfth agreements in Ihe lorm of Project Desefiptlons, Project 
Budgets and Approval Forms, for only lhca  BSE subsidiaries that bill BST at 
hdty dMributed cca 0. The company objected to providing agreements 
wRh BSE subsidlarles that dld not bill BST at FDC. 

staff r&ewd the Project Deserlptlons and Project Budgets and Approval 
fm. for the projects supplied lo  us. Many 01 the projects were allocated 
10096 lo the partkuiar subsldiarles that chaln Into BST. however. m e n  out 
01 31 projects revtewed. allocated parts to different oubsldiarles. ;the 
p a a h a t  are allocated to subsldlarles that don't chain Into regulation 
w e -  Included. A ilst 01 these seven Projects lollowr lhls dlsclceure. 

OPINION: 

In order to Obtain a complete pklure of the amounts that are chained Into 
the regulated emltles from BSE nonregulated subsidiaries. In our oplnlon ll 
Is necessary to know how the determlntlon 01 bliilng to each 01 B E ' S  subs Is 
pnfrnd at. if the agreemenla we receive that are with the BSE subs that 
ani BST at FDC are equitable: we st111 do not know If 8SE subs that dona 
bUI BST are handling their fair share of projects where the projet3 Is 
atbcatad between subs chalning into BST and subs not chalnlng Into BST. 

BY wfmlrolding these agreements and how the amounts IO these other subs are 
anhrrd at. the staff cannot draw a conc~usion that the amount that is 
chained Into regulatlon ta reasonable. 

51 ' 3 

VL 'TYPES OF EWENSES AT BSE HEADQUARTERS 

agobiected to our requests lor Flnanclal statements. Cumulative General 
~.dpr. Cumulatiw Transaction Ledger. and Chan of Amounts as 01 1 ~ ~ 1 m 2 :  
mdaprintouf of i l l  disbursements over ~ 0 . 0 0 0  during IWZ. 

Mhau these financial records. we dld not have information that would 
lacllllawhe selection 01 a sample 01 expenses Items. 

s\ - 4 



8SE AIJEWOISCLOSURE 1 

S m  BELLSOUTH ENTERPRISES' @SO BILLING TO NONREGULATED 
SUBSIDIARIES 

PSCstdfc.vlewed an Inlernal Audit of '1992 Offlcer Expense Review -- BSE sl.4 ~ii~egllllll~nts,-rneaudit 

6 .- ~ 

OPINION: 

Becamwe could not have access to BSE's books. we could not select a sample 
to damnhe the lyuea of exepnses. whether they are reasonable for 
rateauk& whether reasonable Io Include In the FDC calculallon. and what 
l y p a  &-sea are thwetkally In the management fee. 

ooNcutstoN 

BSEia n~ uslng Ihe m e  number of companle~ in comparlng FDC wlth the 
Managemenl Fee. We cannot audll lhe amounts lhat make up Ihe Income 
reconclllatlm. we canna substantlate the amounts that are used Io 
ulculnte the management fee. we cannot audit the amounts that make up the 
FDC urcutrtlon that la used IO determlne whether BSE la billing ai FDC or 
l a ,  and we cannot audit the expenses on Ihe books of BSE. and we canna 
detennlnejn some of the projects how the pro]& bllllng Is establkhed. 

Becam of thls we cannot determine whether the FDC calculation Is reasonable 
lor memaklng and whether the m a n a g m  leek Mlfed to all SJW 
epuluMKurd Iherefore. whether the compulson of FDC to management fee Is 
mwmble. We also cannot draw a concluslon that the amount of projwt 
bllllngcWned lnlo reoulatlon Is reasonable. 

- 

RECOMMPIDATION: 

Mwllo*the amwnt of managemenl fee and projecl billing amounts that are 

2 addrcrsses the amounts ol Dotentla1 chalning to BST. 
chained through to BST because 01 billings from BSE subSIdlUl8S. BSE AUdll 

I 
. .  
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8SE AUMT DISCLOSURE 1 

SUBJECT: BELLSOUIH ENTERPRISES @SE) BILLING TO NONREGULATED 
SUBSIDIARIES 

S C W U L E  TO BSE AUOrr DlSCtOSURE 1 

SUBJECT BSE AGREEMENTS Wrm SUBSIDIARIES -- SCOPE UMKATlON 

PrcW DeparlmentSubsldlaty Bllled 
nu- 

E m  

E581 Do 

Accounllng Methods and Procedures--Sunlink. BSnn Svs. BSAN. BIS 

Human R m E W  -- BSAN, BIS. BAPCO. B W  CO.. SlmM Graphlcs 

EsBl99 Human Reswrces--Slevens Graphics, BSAN 

Wl99 Human Resources-BaPCO. Sunllnk. BIS 

E58200 

E68201 Human Resources -- Sunllnk 

ES8212 

I?& in 7 projecls wl of 31 that we do not have full amwnls of allocallon: 
ma!k323%. 

Human Resources -- BIS. Stevens Graphlu, BAPCO. BSAN 

Human RBtOurces -- SI- Graphlu. BIS. Sun:lnk. BAPCO. BSAN 

1 
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wuN: BST 

TEST PERIOD: TYE 12/31/92 
W E :  JULY 26, 1993 
U€l11Op: RKY 

JIILE: sunmw OF CONTRACTS 

up m. 51-3 

In order t o  evaluate the amounts bi l led by ESE to  its nonreguiated 
sutaidiarics. s taff  requested a l l  formal contracts betueen a f f i l i a t e  
comanies in  2-023. 

BST pmvidcd us uith tuo formal contracts. The f i r s t  BSE,Inc. as agent 
for  BellSouth Nobility, Inc. and Raericen Cellular Couunications Carp 
u i th  EST. The second contract yds BSE, Im. u i th  EST. Staff s u u a r i e s  
of these contracts are  on up 51-3/1 and the contracts are on Si-3/,.,and 
51-3/,.L. Rlso beiou is a brief sunnary of thc contracts. 

These contracts arc  u i t h  BST and not BSE and its subs, therefore, ue 
further r w s t e d  agreements tha t  BE has uith its nonrrgulted subs to  
determine the types of charges to a l l  nonregulated subs and i f  the 
d e t m l n a t l o n  OP bi l l ing  to  a l l  nonreguiated subs UM in  an equitable 
a m e r .  

I n  m e r  t o  wr request, the Caepany stated thst they upuld supply in  
Atlanta (2-W7(9) agreements uith the BSE subs that  b i l l  BST a t  KO. The 
CWPHIY Dbjkted to  providing agreerents ui th  BSE subs other than those 
that bill EST a t  FDC. This is pending under the Supreme Court decision. 

-. 

agreements are  in  the form of Praject Description and Project Budget 

ns and Project Budget and @prowl 

and Rpprowal forns. 

aff reviwcd the Project Descri 
forms, for the projects supplied t o  us. llany of the projects uere 
allDcated IOM to  the subsidiaries that chain into EST, houever, there 
are  a nuber  that  are allocated betueen en t i t i es  and the amounts that  
are a l l m t e d  t o  a f f i l a i k  that  don't chain into BST arc  not included in  
the i n h t l o n  p r 0 v i d e d . L  f i  4 h.+~ 
In order to obtain I w l e t e  picture of the amounta that are  chained 
intn tks r e p h t e d  en t i t l es  From BSE nowe ia&d aubsidiaries, in our 
o p i a h  it is n-ry to knou hou ihs '&@af bi l l ing  to esch 
of E ' s  aubs Is arrived at. If the sgreementa ue remiva that are ui th  
ths BSE aubs that b i l l  EST a t  fOC, are  equit&le; ue stlll do not louw i f  
%Sf nbr tha t  do nut b i l l  BST are  handllng their  f a i r  share of BE 
e. 
uUmr phs am a r r i w d  a t ,  the s ta f f  canMt drau a conclwion that  the 
aslnt thst is chalnsd into regulation is reawnable. 

By uiWb1ding these q r c c w n t s  and hou the m n b  to b 
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CMIPMY: rn 
TITLE: S M A R Y  OF CONTRACTS 
TEST PERIOD: TI3 12/31/92 
OIITE: JULY 26, 1993 
AUDITOR: RKY 

UP NO. 51-3 

. PSCSTRFF PPOCERRES: 

Staff r w i d  thc Project Ducri t ions given to  us and prepared a 
d e s c r i i t p n o t  Ush project uith the,rwaber, type, dm bil led,  budset 

Gq Staff requested invoices f r w  BSE tu all wbs for the nonths of July and 
Oct 32 i n  2-09? 0). The Coapany provided for  review only those invoices 
for  porjsct bi l ing end managesent fee for  those BSE subs uho b i l l  851 a t  
FOC. 

The bills for  July and& were agreed t o  ths Project Ocscrlptions -, supplied to m In 2-037 (9). Uhlle doing this ue fwcd cer taln projocts 
that  ue had Invoices for nhlch uo did not m c a l w  desciriptions, a te .  Me 
r tqwsted thae and received thn. The project d e s c r i p t i m  a g r d  ui th  
the invoices. 

'3 
&$j anpunt, and appmral signature. 

or+ 
5 1-3 
/ 

hen conparing SOD of the project descriptions uith the ansuer to 1 

2-091106 uhich &ac for  infornetion regardiw the var iws  
responsibi l i t ies  uadrr the variow responsibility codas uhich mere wcd 
t o  calculate tho TOC, s ta f f  noticed certain s imi la r i t i es  in the lrcasury, 
AVP and Conptmllsn. and Hum Resaurws Projects to  the FOC ailocation 
codes. Ye d.4 the colpany to  explain h w  the wrk done for the writs 
used for  the FOe d c u i a t i o n  and the w r k  dona f a r  the araunts i n  the 
~ P j b c t s  nero diwerent .  
A150 reference to SI-11. 4 

The ream5 f o r  this conparison ma¶ becauss the iwunts that are  u d  tu 
calculete the FN do not include Prnjcct Costa. Project costs  ere  billed 
separately, w t  Mder the nsnagsurnt tee. So it the Project wrk hns end 
the FDC uork dopc we the saw, the subs are b i n s  bi l led for  the sane 
thing t r i c e  undar Um mC calculation. 

-. - CI-3 

& 5t-3 - 
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CWW: BSI 
TIILE: sunnnw OF CoNTRficTs 
TEST PERIa: TYE 12/31/92 
OAK: JULY 26, 1993 
nur11Op: RKY 

UP no. 51-3 

W E F  WRRY OF CONTRACTS. 

#uth contracts enumerated the types of services to be provided by either 
parties. The contracts set forth in Section 111, 3.01 OEIERllINAIION OF 
IIIIRRS. THRT AI1 casts associated uith the services provided to the 
Parties shlll be in coiplinacs uith the rules set forth by any applicabla 
state regulatory authority or the Federal Coiiunicatins Commission in In 
The btter of BellSouthcorporation's Perianent Cost allocation lbnual for 
the Separation of Regulated and Nonregulated Costs, adopted Oacwber 28, 
1967, released January 14, 1900, and as may be subsequently aended." 



c3nPiW: BST 
TIw: SUHMRRY OF C O N T R b C l S  
E l  P m :  TYE 12/31/92 
DRTf: JULY 26,  1993 
PUoITw: RKY 

Ww1. 51-3 

Roject Department 
nuder 

E56090 

fS6100 

EWSB ~(kws ~sources--Stevcns Graphics, BW 

E S B M  Huan Resources--EaPCO, Sunlink, BIS 

E58200 

ES8201 HUMO Resources - Sunlink 
E9212 

This is 7 prujech out of 31 that yd do not have full mount!, of allocation; 
that is 232. 

Accounting kthods and Procedures-Sunlink, BSFin Svs, BSN, B I S  

Human Resourccs -- B S b N ,  BIS ,  BAPCO, Berry C o . ,  Stevens Graphics 
-. 

b a n  Resources -- BIS, 9bvens Eraphics, BAPCO, BSAH 

b a n  Ruclurces - Stavens Graphics, BIS, b l i n k ,  B W C O ,  BGAH 

13 



AUDIT DISCLOSURE 

SIBJFXT: BellSouth Enterprises (BSE) Agreements with Subsidiaries 
SCOPE LIMITATION 

STATWMT OF FACTS: 

BSB provided u6 with two formal contracts. 
Bellsouth Mobility, Inc. and AJuerican Cellular Communications Corp with 
BST. me second contract was for BSE, Inc. with BST. 

One is for BSE, lnc. as agent for 

We also requested agreements that BSE has with its nonregulated subidiaries. 
We were supplied with agreements in the form of Project Descriptions, Project 
Budgets and Approval Forms, for only those BSE subsidiaries that bill BST at 
fully distributed cost CFDC). The company objected to providing agreements 
with BSE subsidiaries that did not bill BST at FLC. 

Staff reviewed the Project Descritpions and Project 6udgets and Approval 
forms, for the projects supplied to us. Many of the projects were allocated 
1013% to the particular subsidiaries that chains into BST, however. seven out 
of 31projects reviewed allocated parts to different subsidiaries. 
that are allocated to subidiaries that don'tshain into regulation were not 
included A list of these seven Projects follows this disclosure. 

The parts 

In order to obtain a complete picture of the amounts that are chained into 
the regulated entities from BSE nonregulated subsidiaries. in our opinion it 
is necessary to know how the determintion of billing to each of B E ' S  subs is 
arrived at. 

bill BST are handling their fair share of projects where the project is 
allocated between subs chaining into BST and subs not chaining into BST. 

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

If the agreements we receive that are with the BSE subs that 
bill BST at FDC are equitable; we Still do IX)t know if BSE subs that do not 

I $1-3 
r *  
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AUDIT DISCLOSURE 

SUBJEI :  BSE A G m E N T S  WITH SUBSIDIARIES -- SCOPE LIMITATION 
R.OJect Department/Subsldiary Billed 
nmber 

ES6090 Accounting Methods and Procedures--Sunlink, BSFin Svs, BSMJ, BIS 

Iis6100 Human Resources -- BSAN, BIS, BAPCO, Berry CO., Stevens Graphics 

198iga Human Resources--Stevens Graphics, BSAN 

ES8199 Human Resources-BaPCO, Sunlink, BIS 

IIs8200 Human Resowces -- BIS, Stevens Graphics, BAPCD, BSAN 
S 0 2 0 1  m a n  Resources -- Sunlink 
BSB212 Human Resources -- Stavens Graphics, BIS, Sunlink, BAPM), BSAN 

mls Is 7 projects out of 31 that we do not have full mounts of allocation; 
that is 23%. 
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\a 5 BST 
SUMMARY OF AGREPIRNTS WITH SUBS 
T(I3 12/31/92 
AUGUST 5, 1993 
RKY 

WP NO NO. 51-3/2 

I .BS?! SAID THEY WOULD SUPPLY FOR EACH SUB AGREEXENT THAT BILLS BST AT E'DC 
THE FOLLMJING: Types of Projects, Budget Form, and Approval Form. 

51-3 11. Ballsouth GXecutive 12/28/90, revised 12/31/91 
states that "Specific for the review and 

should include as a minimum:" 
6 approval process will proposed, but 

1. Complete descrition of proposed contract and/or 
transaction including frequency, magnitude, pricing 
methodology, etc. 

2.  Discussion of financial and strategic import 
BellSouth. 

3. Evaluation of alternative soiitces of supply, if any, and 

4. 
regulations as ref in ED8. 

demonstration of compliance with FCC and state PSC 

According to ED8 "the providing entity must also be prepared to produce, 
on demand, for inspection by the appropriate regulatory authorities, 
the documents necessary to substantiate the market price or the 
reasonableness of its costs. '' 

ACCORDING TO AD 10 , JOINT COST ORDER DOCWENTATION REQUI-, 
(51-10). 

Each sub w t  have initial transaction approval, general docunetnation and 
doc'm includes for FM: Pricing (updated 

Tom 

!Ben list uls four attributes and check from ED 8. 
Then get gamral doc'm (the questionnaire for each) REQUIRED FROn AD 10. 

whether received all three forms for each sub 

PDC  DIES, IF AVAIuLBLg. 

17 



CamNY: 
TITEL 
PERIOD: 
DATE: 
AUDITOR: 

i 

m 
Slll'MRY OF'AG-S WITH SUBS 
TYE 12/31 92 
AUGUST 5, 1993 
RKY I 

UP NO 

BST SAID THFI WOULD SUPPLY THAT BILLS BST AT F X  
TH6 FoLLOvrNG: Types Of pro Approval Form. 

llsouth Executive Directive 8 revised 12/31/91 states 
eu and approval process 

$3 

&!E:&? hut should include as 
a minimu:" 

1. Collplete descritl sad contract and/or 
transactlon including magnitude, pricing 
methodology, etc. 

-- x 2. Diswsslon of financial aod strategic impartantce to 
SellSouth. 

3. !&valuation of alterm lve ources of supply, if any, and I \  
1. demonstration of Fa: and state PSC 
regulations as ref in 

- .. . . .- .. . . . 
_ I .  .. . 

, 
. .  . 

reasonableness of Its costs." 

.. . . 
18 
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southern Beii T ~ I .  L * T ~ L .  EO. 
FPSC Docket NO. SZOZbO-TL 
Audit 
Date: 09/09/93 
I t a  NO. 1-097.78(1) 
Page 1 o f  1 

Raqueet,+l confidential request cent to Karen xaetz directly. ~ e :  
Ploaae provide 80 much info aa BSE bilLiag t o  W C O .  

poarible k Mami BSE Sub office or niami BST o f r i a .  

Raapon8*: T h m  “8uehoriXed monthly -* billing” mount in derived by 
dividing Uu annual budget authorization by 12. 

1991 waa The total billing from 8sE-x~ .bo - 
For authorized project budget for 

Project occurred in ,the mnths l ! r  
I7 
l g  

and totaled clightly eve- 
This mat.rlrl oonatitutos proptietaw confidential - 
businesm infezmetion and is bqlng produced eubject to a 
“Notice of Request Confidantial claasif imtion, *I 

Data Provided8 smptunbo I ‘  XI, 1993 
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OCTOBER 4, 1993 

To: KABW KAEXZ, BST. BIRMINGHAM 
FROM: RUTH K Y O W .  RffiULAToRY ANALYST. MA. MIAMI 

RE: NARK AUDIT - COSTING METHoDoLoGIES GRWP 

I BELIEVE THE36 HAVE CONFIDENTIAL INFORMATION INVOLVED IN TH6 QUESTIONS. 
TIM WILL S6ND THE OFFICUL NUMBER 

FURTHER REQUESTS: 

2-00? RE: BS6 - PROJECT BILLING VS FDC CALCULATION. 
TRBASJRY PROJECTS 

The description on Projects BO025 and 650028 state that BSE Treasury 
wilL provide Treasury services including but not limited to: daily 
banking, cash management. check processing, vouchr ppcessing. account 
reconciliation, providing short term advances for working capital. 

The inforaation pmvided in answer to 2-097.lOG states that the Treasury 
acitvities "Provides dally cash managment functions to BSB cmpanies. 
amounts in the Treasury RC are being allocated to the subs in calculating 
m. 
Why ARE BIS and SUNLINK being bi l l ed  unde.S a project for daily banking 
and cash management which is included in the management fee recovery. 

me 

2-00? RE: BSE - PROJIICP BILLING VS FDC CAIXX)IATION. 
AW fi COMPPIIOLLGRS PRQJEtXS 

A. me description of Project ES6082 states that this is for "AccoMting 
methods and procedures support for payroll, personnel and benefits." 

The lnformtlon provided in anwer to 2-097.10G.states that the AW 
CcnuptrolletB "perfow day to day accounting activities including 
general ledger, accountB payable, palroll and billing operatiom. 

Uhy is BAW being billed umkr a project when these project activities 
are included in the muagesent fee.? 

B. !the same question as Parr A but for Bs Financial Services, 
BS Information *teas, Sunlink and BS Advanced Networks. 'mls is 
project nuber gs6085. 

69 
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mwm 
OCTOBER 4, 1993 

To: KAREN KAm. EST, BIRMINGHAM 
FROM: RUTH K YOUNG, REGULATORY ANALYST. AFA, MIAMI 

m: NARK AUDIT - COSTING METHODOLOGIES GROUP 

2-00? RE: BSE - PROJ6CX BILLING VS FDC CALCULATION. 
H W  RESOURCES PROJECTS 

According to the inforamtion supplied to us in 3-063 there are two 
RC codex for Human Resources , Ul2000 (Director - W a n  Resources) and 
U12100 to U12500 (Human Resources). The amounts in these RC's at BSE 
allocated ln the FDC calculation are $3,256,491 am! $2,296,543 
respectively; total of $5,553,034, 

The project descriptions supplied to use include the following projects 
that are N a n  Resource related: Bs600l. es8198, Es6199, Es8200, 

How do these activities in t h e  projects differ froe the activities 
that are performed under the above RC's, which amouts are lncluded in 
the FIX calculation? what is the total dollars billed to sub6 for all 
these projects? 

. ES8201. and liS6212, 

5 \-3 + 
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Audit 

Page 1 

Request: RE: BSE - Provide a meeting with a representative to 
discuss the difference between project billing and 
management fee billing. 

Response: Attached is a description of how BSE recovers its costs 
through project billings and management fee billings. 
This information was provided in response to Item No. 
3-063 which was provided on June 18, 1993. 

This material constitutes proprietary confidential 
business information and is being produced subject to the 
"Notice of Intent to Request Confidential Classification" 
dated June 18, 1993. 

If after review of this information, the staff still: 
thinks a meeting is necessary, a meeting will be arranged 
upon request. 

. . . .  . . . .  . . .  . . . . . .  . . .  . . . .  . .  . . .  ., , 

.... 

. . . . . . . . .  . . . . . . . . . . .  , .  . . . .  . . . .  .;:,;. : , , .  . . . . . . . .  . . . .  . . . . . . . .  . .: . . . . .  . .  
i 

4 

0. Date Provida: August 16;1993 
. . . . .  . .  I .  

. . .  
. .  

. .  
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Bellsouth Enterprises. Inc .  ( B S E )  i ncu r s  cos ts  on behalf of i t s  
subsidiar ies .  These c o s t s  a r e  recovered through the  following: 

1. Project B i l l i n g s  

2. Management Fee 

Proiect  B i l l i n m  ' 

Projec ts  a r e  services  performed by BSE departments a t  the direct ion of a 
subsidiary.  E x e C U t i V a  I n s t r u c t i o n s  No. 10 addresses the tracking and 
b i l l i n g  of project  r e l a t ed  cos ts .  P r o j e c t  cos ts  a r e  d i rec t ly  a t t r ibu tab le  
because they can be iden t i f i ed  as incurred f o r  specif ic  subsidiaries.  
Pro jec t  numbers a re  es tab l i shed  t o  t r a c k  payrol l  and other cos ts  a s  they 
a r e  incurred fo r  the pro jec t .  I n  a d d i t i o n  t o  d i r e c t  costs ( s a l a r i e s  and 
o ther  d i r e c t  cos t s ) ,  overhead is a l l o c a t e d  t o  each project. Effective 
1/1/88, overhead is recovered by applying a -loading factor  t o  sa l a r i e s  
and wages. This method was implemented i n  1988 f o r  the following reasons: 

1. 

2. 

3. 

.. :.. . _. ---- -, 9- . 
It is an e f f i c i e n t  and c o s t  e f f e c t i v e  mnner  of recovering overhead 
type costs. 

. .  

- -  
Applying an annual average r a t e  spreads t h e  costs  over a l l  projects  
during the  year. Therefore. the amount o f  overhead costs t h a t  a 
project  receiver  i n  an ind iv idua l  month is  not dependent upon the 
l eve l  of a c t i v i t y  i n  o the r  projects. Additionally. unusual 
occurrences i n  overhead expense accounts ( la rge  one time increases o r  
decreases) a r e  spread evenly among a l l  pro jec ts  instead of being 
absorbed by only those  p r o j e c t s  a c t i v e  i n  the month. On an annual 
basis ,  each p ro jec t  receives its f a i r  share. 

During 1988. wa8 the p ro jec t ed  annual'overhead percentage tbt 
t o  recover  e l l  overhead typa costs. 

An annual study is conducted t o  ensure t h a t  the b i l led  overhead percentage 

s tudy  (1988 through 1992) t h e  b i l l e d  r a t e  is less than the actual.  

a r e  i n  compliance. 

does not exceed t h e  a c t u a l  overhead percentage. For a l l  years of the  

FBlKB3W 682788 
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Management Pee 

All other costs are defined as corporate function costs. These are costs 
that are not identifiable to specific subsidiaries but rather a're incurred 
on behalf of all or several BSE subsidiaries. The costs are incurred by BSE 
Headquarters staff in perfonning the normal functions associated with a 
holding company. 

Effective 1/1/87. BSE recovers corporate function costs through a 
management fee paid by each BSZ subsidiary. This fee is computed as 
follows: 

, I  

.. 

Subsidiary adjusted operating expenaes 

w e e  Paid to BsE 

* computed as Operating Expenses Lesa'Cost of Goods sold, 
Depreciation, and the current month management fee 

. >  

 his method of 
for the ,following reasons: 

1. It is an efficient method to compensate BSE for providing t h e h  - support functions. 

2. The amount can be adequately anticipated by the subsidiaries and B W .  

3. The management fee provides incentives to the subsidiaries to control 
costs. ny reducing subsidiary operating expenses, the management fee 
can be lowered. 

5 .  Computation of tho monthly foe is relatively simple to compute and 
therefore does not.require extensive tracking and apportionment of 
corporate functions costs via the BellSouth Information and 
Accounting System (BIAS). 

. "1 
In determining the management fee percentage to apply against 
operating expenses, several factors were analyzed. . 'Y 

i. 

1. BSE-lip corporate functions costs (1.e.. total operating expenses less 
costs to be recovered under project billings) were projected for 
1987. 

2. Subsidiary adjusted operating expenses were projected for 1987. 

3. Given the results of items 1 and 2, it was datemined that a factor 
.rc 

of- of subsidiary operating expenses would result in a break even 
1 position for BSE-HQ during 1987. 

I4 
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Neither the methodology nor the factor have changed since implementation Of 
this method of coat recovery. Less than- Of BSE-HQ's costs chain into 
regulation through affiliated transactions. Because sbke of BSE-HQ'S 
billings to subsidiaries do chain into regulation. the portion -that chains 
must be in Compliance with the JCO. Therefore. an annual study is conducted 
to evaluate BSB-HQ's management fee billings to its subsidiaries. Because 
the JCO allows an affiliate to recover all its incurred costs under PDC 

costs on a fully distributed cost basis to either BSE subsidiaries or to I! 
retained pool (in the case of HCA activity). Corporate function costs 
(non-project coded costs) are reviewed to determine their origin and an 
appropriate allocation methodology based on cost causative principles. 
These results are corpared to the actual management fee billings. For all 
years of the study (1988 through 1992). the results prove that BSE-HQ 
significantly underbilled its subsidiaries when all BSE-HQ incurred costs 
are apportioned. 

7 

principles, the study allocates ALL actual incurred corporate function - 

c 

Based on the results of BSE's annual studies, BSE is in compliance with the 
Order because the management fee and overhead rate do not exceed fully 
distributed cost. 

. . .  

. .  . .  

9- . 
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Bellsouth Enterprises, InC. (BSE) i ncu r s  cos ts  on behalf of its 
subsidiar ies .  These c o s t s  a r e  recovered through the  following: 

1. Project B i l l i n g s  

2. Management Fee 
4 

Profac t  - B i l l i n a s  . 

Pro jec t s  are services perfonned by BSE departments a t  the direction'  of a 
subsidiary.  Executive Ins t ruc t ions  No. 10 addresses the tracking and 
b i l l i n g  of project  r e l a t ed  cos ts .  P r o j e c t  c o s t s  a r e  d i rec t ly  a t t r ibu tab le  
because they can be i d e n t i f i e d  a s  incurred f o r  spec i f ic  aubsidiaries. 
Pro jec t  numbers a re  es tab l i shed  t o  t r a c k  payroll  and o t h e r ~ c o s t s  as  they 
a r e  incurred fo r  the pro jec t .  I n  add i t ion  t o  d i r e c t  costs ( s a l a r i e s  and 
o ther  d i r e c t  cos ts ) .  overhead is a l l o c a t e d  t o  each project. Effective 
1/1/88. overhead is recovered by applying a m  loading fac tor  t o  s a l a r i e s  
and wages. This method was implemented i n  1988 f o r  the following reasons: 

1. It is an e f f i c i e n t  and cost e f f e c t i v e  manner of recovering overhead 
type costs. 

a1 
.- .~ _. -----, 

i . 

-- -. 

2. Applying an annual average r a t e  spreads the  costs over a l l  projects  
during the year. Therefore. the amount of overhead cos ts  ,&t a 
project  receives  i n  an ind iv idua l  month is not dependent upon the 
l eve l  of a c t i v i t y  i n  other p ro jec t s .  Addition.ally. unusual 
occurrences i n  overhead expense accounts ( la rge  one t h e  increasea o r  
decreases) a r e  spread evenly among a l l  p ro jec ts  instead of being 
absorbed by only those p r o j e c t s  ac t ive  i n  t he  month. On an annual 
basis ,  aach p ro jec t  r ece ives  its f a i r  share. 

' 3.  During L988, 60% waa the projected annual'overhead percentage t h a t  
was necessary i n  order  t o  recover  a l l  overhead type costs.  

33 
. .  

An annual study is conducted t o  ensure t h a t  the b i l l ed  overhead percentage 

s tudy  (1988 through 1992) the b i l l e d  r a t e  is less than the actual. 

a r e  i n  compliance. 

does not exceed the a c t u a l  overhead percentage. For a l l  years of the 

76 
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Hanaqement Fee 

All other costs are defined as corporate function costs. , i  These are costs 
that are not identifiable to specific subsidiaries but rather ate incurred 
on behalf of all or several BSE subsidiaries. The costs are incurred by BSE 
Headquarters staff in perfoming the normal functions associated w i t h  a 
holding company. 

Effective 1/1/87. BSE recovers corporate function'costs through a 
management fee paid by each BSE subsidiary. This fee is computed as 
follows: 

- 

Subsidiary adjusted operating expenses 

Monthly Management Pee Paid to BSE 
X- z 

------.----.-----.-.-..--------..-.-.-- 
Computed as operating Expenses Less 'cost of Goods sold, 
Depreciation, and the current month managqment fee 

This method of recovering Corporate functions costs was 
for the following reasons: .- ... 

? 

I. It is an efficient method to compensate BSE for providing thebe 

2. The amount can be adequately anticipated by the subsidiaries and BSE. 

3. The management fee provides incentives to the subsidiaries to control 
costs. By reducing subsidiary operating expenses, the management fee 
can be lowered. 

support functions. - 

4. The management fee provides incentives to BSE Readquarters staff to 
control costs. 
the excesn costs must be borne by BSE Xeadquerters. 

If corporate function costs +xce.d the management 

5. Computation of the monthly fee is  relatively simple to compute 
therefore does not,requira extensive tracking and apportionment of 
corporate functions costs via the Bellsouth Informstion end 

: t Accounting system (BIAS). 

In determining the management fee percentage to. apply against 
operating expenses, several factors were analyzed. 

1. BSE-lrQ corporate functions Colts (i-e.. total operating expenses less 
costs to be recovered under project billings) were projected for 
1907. 

2. subsidiary adjusted operating expenses were projected for J987. . ' 

3. Given the results of items 1 and 2. it was determined that a factor 
of- of subsidiary operating expenses would result in a break even 

/ 

position for BSd-HQ during 1987. . .  

77 



Neither the methodology nor the factor 
this method of cost recovery. Less than 
regulation through affiliated transactions. Becauae sbke of BSE-HQ'~ 
billings to subsidiaries do chain into regulation. the portion-that chains 
must be in compliance uith the JCO. Therefore, an annual study is conducted 
to evaluate BSE-HQ's aanagement fee billings to its subsidiaries. Because 
the JCO allows an affiliate to recover all its incurred costs under F M ~  

costs on a fully distributed cost basis to either BSE subsidiaries o r  to a 
retained pool (in the case of XLA activity). Corporate function costa 
(non-project coded costs) are reviewed to determine their origin and an 
appropriate allocation methodology baaed on cost causative principles. 
These results are c q r e d  to the actual management fee billings. For all 
years of the study [i988 through 1992). the results prove that BSE-HQ 
significantly underbill9d its subsidiaries when all BSE-HQ incurred coats 
are apportioned. 

ve changed aince implementation of 
% Of BSE-HQ'S costa chain into "OI 7- 

principles, the study allocates ALL actual incurred corporate function - 

Based on the results of BSE's annual studies. BSE is in Compliance with the 
Order because the management fee and overhead rate do not exceed fully 
distributed cost. 

- --.-,, *' . .r .- 
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.. . . . 

.. . . ... 

. . ., 

F81KR3U 002702 78 





i&Z o,old, 
Southern Bel l  Tel. h Tel. Co. - FPSC Docket No. 920260-TL 

Request: 

Responsy- 

Audit 
Date: 08/24/93 
I t e m  No. 2:097.106 
Page 1 o f  5 

We would l i k e  t o  interview people who are knowledgeable of the 
type o f  work performed under the fol lowing RC codes a t  BSE: 
A. Human Resources - RC U12000; 
8. Legal - RC U41000; 
C. 
0. President - UOE000; 
E. 
F. 
6. 

Please provide the wr i t ten  response you said you would give us 
instead o f  an interview before the interview requested i n  2-097.21 
t ha t  i s  tentat ive f o r  September 1 or  2 i n  Atlanta. 

AVP and Comptrollers - RC U71000; 

AVP Regulatory - RC U71000; 
Marketing Costs - RC U61E00 t o  RC U61340; 
Treasury - U73000 t o  U73110. 

The fol lowing are representative l i s t s  OS functions p e r f o t % W - - = * ~ ~  
during the period subject t o  the audiT i n  the BSE-HQ organizations 
specified. These l i s t s  are not a l l  inclusive but should give an 
overview o f  the d i f fe ren t  types of work ac t i v i t i es  performed i n  
each group. 

A. Human Resources 

- Develops and administers benefi ts and compensation f o r  
of f icers,  key managers and other employees, including 
analyses o f  t o t a l  compensation issues f o r  key positions f o r  . .  
BSE subsidiaries. 

- Directs planning a c t i v i t i e s  f o r  established companies, s ta r t  
ups and acquisit ions t o  include merger and acquisit ion due 
diligence. 

- Develops, implements and coordinates pol ic ies and monitors 
a c t i v i t i e s  af fect ing a l l  ESE international operations and 
locations. 

- Plans, designs, implements and administers domestic benefi t  
plans f o r  ESE companies. 

- Develops and implements Quality Programs a t  BSE Headquarters 
and wi th in  a l l  BSE companies. 

u I A l O c r ,  c 0,A 3’- 
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Southern Bel l  Tel. 6 Tel. co. 
FPSC Docket No. 920260-TL 
Audit 
Date: 08/24/93 
Item No. 2-097.106 
Page 2 o f  5 

Response: (HR) - Administers EEO, performance appraisal, sa la ry  and wage 
plans, relocations and staffing f o r  BSE companies. 

- Coordinates Employee Assistance Program planning and services 
f o r  BSE and subsidiary employees. 

Any costs ident i f iab le  a being caused by speci f ic  subsidiaries, 
(e.g., staf f ing,  benefits, etc. f o r  International subs) are 
project  b i l led .  Other general costs are subject t o  Management Fee - 
recovery. 

B. &g& 

- Provides legal  representation, advice and counsel t o  BSE, i t s  
departments and subsidiaries. 

- Because most legal  services were associated with speci f ic  
matters o r  organizations, the substantial majori ty o f  
departmental expenses were-bsigned and project b i l l e d  as 

rred. For example, attorw%andAqal 
e project  

b i  11 ed t o  projects e s t a b W s l K d - f o r - e a z h ~ i m i  1 arly, 
time spent and expenses incurred i n  representing speci f ic  
subsidiaries were pro ject  . b i l l e d  t o  the affected subsidiary. 7 L& c/L/’OOo Departmental administrative expenses not at t r ibutable on a 
project  basis became par t  o f  BSE Headquarters’ costs which 
were included wi th in  charges subject t o  the BSE Management 
Fee. 

- A representative l i s t  o f  en t i t i es  and matters charged by BSE 
Legal through the BSE project  b i l l i n g  process includes: 

4 u w t k A  ation; L.M. 
Berry; S t e v m g e n t  Media 
Ventures: BellSouth infonnation Systems; Sunlink; BellSouth 
Advanced Networks; BellSouth Cellular; BellSouth Mobil i ty; 
In te l1  igent Messaging Services; BellSouth Marketing Programs; 
BellSouth International (and individual foreign a f f i l i a t e s ) ;  
MCCA; BellSouth Mobile Data; etc. 

- w. -*c_ *, , - - -  
A u e n s e s  associated wi th  speci f ic  acquis i t i  + @,J- 

r c c * J C + u ~  
&&7 *+ 

* &. Mergers and Acquisit ions (on an individual mat te r  basis); 

81 



Southern Bell Tel. & Tel. co. 
FPSC Docket No. 920260-TL 
Audit 
Date: 08/24/93 
Item No. 2-097.106 
Page 3 o f  5 

$9 Response: C. AVP and Comotrollers 
I -% 

V 7 /O' 6 
- Establishes overall BSE accounting policy. Reviews and 

evaluates pol icy decisions on operations and resolves 
internal control issues. 

Implements new and maintains current financial and personnel 
systems methods and procedures for BSE's non-regulated 
entl ties. 

- Directs the consolidation and financial reporting of all BSE 
subsidiaries. Provides technical accounting support. 

- Directs the BSE company wide accounting for mergers, 
acqui si tions and divestitures. 

8- / I  - 

. .. 

i' - Performs day to day accounting actuities including gene&-, 
ledger, accounts payables, payroll, and billing operations. 

Provides accounting support~ervices for BSE International 
subsidiaries. 

- 

Projects are utilized to identify and direct charge for costs of 
activities performed for individual subsidiaries (e.g., G/L, A/P, 
payroll, etc.). Corporate development costs are charged to 
projects retained at ME. Other costs o f  a general nature are 
subject to Management Fee recovery. 

vcr L O O 0  D. President - Ag - Oversees all aspects of BellSouth Enterprises, Inc. 
activities and operations including: organization structure 
and force management, overall strategic business planning, 
financial management, corporate development, 
etc. 

Coordinates with executives in BellSouth Corporation to 
ensure that BSE operations are consistent with BSC corporate 
policies and plans. 

- 

All activities in this area are of a general nature and are 
subject to Management Fee recovery. 

ea 



Southern Bel l  Tel. & Tel. CO. 
FPSC Docket No. 920260-TL 
Audit 
Date: 08/24/93 
Item No. 2-097.106 
Page 4 o f  5 

Response: E. AVP Requlatory 

- Assesses potent ia l  impact on BSE and i t s  subsidiaries from 
any proposed federal o r  state leg is la t ion.  

- Coordinates and develops appropriate responses t o  a l l  
regulatory requests re la t ing  t o  a f f i l i a t e d  in terest  
transactions involving BSE en t i t ies .  

- Monitors and evaluates national trends on s ign i f icant  
regulatory and leg is la t i ve  issues, formulates appropriate BSE 
strategies, provides advocacy f o r  BSE positions. 

- Develops l eg i s la t i ve  and regulatory po l i c ies  f o r  BSE and I t s  
subsidiaries. 
recomnendations f o r  Senior Management regarding such pol i d e s  
and strategies. 

- Performs research and analysis on issues sensit ive t o  BSE and 
i t s  subsidiaries concerning proceedings before the FCC. 
Coordinates with other BellSouth en t i t i es  i n  developing 
appropriate action plans/responses i n  those proceedings. 

Evaluates strategic options and develop 

- -----, e -  
9- . 

A l l  functions are o f  a general nature which cannot be 
i den t i f i ed  t o  a speci f ic  subsidiary, therefore, none o f  the 
costs o f  t h i s  organization are pro ject  b i l led .  

F. Marketi no Grouo 

- Provides corporate oversight f o r  marketing functions wi thin 

- Provides subject matter expertise on marketing issues f o r  
BSE's subsidiaries. 

3a - Coordinates e f fo r t s  o f  BSE subsidiaries' marketing 
organizations f o r  major market research information systems 
development and s lmi lar  projects. 

UGI €60-6 a l l  BSE subsidiaries. 
CLt  3 +o 
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Southern B e l l  Tel .  & Tel. Co. 
FPSC Rocket No. 920260-TC 
Audit 
Date: 08/24/93 
Item No. 2-097.106 
Page 5 o f  5 

Response:(MKTG) - Coordinates BSE subsidiaries' national accounts ef for ts.  

- Performs marketing due di l igence f o r  corporate merger and 
acquisit ion ac t iv i t ies .  

Most ac t i v i t i es  are o f  a general nature whose costs are subject t o  
Management Fee recovery. 
ident i f iab le  t o  speci f ic  subsidiaries, e.g., merger and 
acquisit ion ac t iv i t ies ,  spec i f ic  market research act iv i t ies ,  etc. 

Projects are charged f o r  those costs 

6. Treasury 

V730'0  7% 
L, 73 / I O  

- Provides f inancial  support t o  BSE companies i n  establishing 
t h i r d  party debt financing. 

- Provides equity funding o r  corpora* advances t o  B E  --+--- -. '17 companies. 

- Oversees the capi ta l  structure o f  BSE companies t o  ensure 
compliance with overal l  corporate objectives. 

- Provides da i l y  cash management functions t o  BSE companies. 

- Coordinates a l l  foreign exchange transactions between BSE and 
i t s  subsidiaries. 

Most Treasury functions are o f  a general nature whose costs are 
subject t o  Management Fee recovery. However, certain costs (e.g., 
equity funding, spec i f ic  cash management transactions, etc.) may 
be project  b i  11 ed t o  appropriate subsidiaries. 
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S i t 4  Z O O d  WVO0:Il E6-62-50 

Southern B e l l  T e l .  h Tal. Co. 

Audi t !  
Dote: 08/24/93 
It- NO. 2-097.BC 
Page 1 of 1 

FPSC Docket NO. 920260-TL 

Requests Uhy aren't aome 85E subs billed u managemmt fee? 
Provide a separate answer for each sub not billed a 
mane.qement fee. 

Rasponset As per G a r y  Grace's discussion with Ruth Young, the 
requested information w i l l  be made available for review 
i n  Atlanta, Georgia on September 8-10, 1993. 

Dote Provided: 5ept-r I, 1993 
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CMPANY: , EST 
TITLE: SUHARY (K IHTmHAL AUDITS 
TEST PERIOD: TYE 12/31/92 
DATE: JULY 26. 1993 
n u o m :  RKY .. 

CON81 YP Ho. S I 4  

Internal Audit 821-23-396-9, OCTOBER, 1992 OFFICER EXEPNSE 
RNIEY -- B E  ALL DPARTlWTS 

Hou many executives a t  BSE take advantage of th i s  financial canusling? L9 List tha mounts paid s w r a t a l y  to  CIL, RYM Corp and CreativC Financial Grwp -' . 
4 for  the year 1992. 

Ara Urse  charges that  are  coruidered vages and subject to  FICA, FUTA and 
incme tax nitholding a l lwated  as par t  of thd ianagncnt  fee to  BSE 
subs? If so, huu wch in 1992 to  each sub? 

Prwide cow of ESC Financial Canusling Plan e f fec t iw 1992. dfi 

Yhst is the Research Study for? Yhat expsnsas ucra i m r r e d  i n  1532 by 
BSE enployees for  t h l s  research study7 Hou uem t h a e  expenses handled? 
MWC &sa allocated as part of thd USE nanagment fee? Is so, tw u ~ h  
i n  19% t o  each sub? 

i J *f 
/ Y 



COIIPIWY: 
TITLE: 
TEST PERIOO: 
ONE: 

. RUOITOR: 
w f f l .  

BST 
% W R Y  OF INTERNAL AUDITS 
TYE 12/31/92 
ALY 26, 1993 
MY 

51-4 

Provide a list of a i l  spouses that w e  paid for  in  1992 and the alounts 
and reasons for t r a w l .  
allocated au part  of thp USE aanagmnt  fee? is so, hou auch in  1992 to 

?- each sub? 

Plesss provide anawrs on or before our neetings in Atlanta, h g u r t  17 
and haw a repmsentat iw available i n  Atlanta a t  Dur aeetings t o  discuss 
this .  

Hou uere these expenses handled? Mere these 

-- 

PSC west 2-097, i tens  1,2,3,4,5 and 6 mere objscted to  by the Coapany. 
The Eensral Ledger, the Cwulatius Transation Ledger, the Chart of 
ACcwnts. and a print o f a l l  d i s b u r s a m t s  wer S50.000 during 1992 w l d  
haw enabled auditors t o  taka e SMph of the typos of expenses incurred 
by BSE. Theat reguests uere objected t o ,  thorefore, ue have no idea of 
tho types. of cxpcnses in  the aaMgalsnt tea; or whether any of  the the 
aimw expensea uere a part of the aanagenent fee. 
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COIIPW: EST 
TITLE: SUWMY Of INTERNAL AUDITS 
TEST PERIOD: TYE 12/31/92 
DATE: JULY 26, 1993 
~UOITOR:  RKY 

UP NO. 5 1 4  
Internal Audit ESE -Affiliated Transactions - CDnptrollers 
821-10-04-6-9, septslber 30, 1992, up 51-4/2 

C L  tested the pricing of products and services from effiliatea to 
determine if in cwliance uith XO and follouing CAM. Companies tested 
uere: 851; EMP (EEUSOUTH MARKETING PRDGRAHSS); B1S (BELLSOUTH 

* 

i IWFWIIIRTIGN SYSTOIS); EXEMlTlUE BERUICLS; WRU) YIDE YIRELESS TRIRS 
t. ( W W ;  E R I ,  BES; EELSOUTH MBILITY; EM!; TSI(TECHSW1H WBISHINC 

SERVICES, iNC.); BIM (EELLSWTH IWILE DATE) 

o ral results,'controls in place to ~ d e  sure in compliance uith XO; 
.&e h uero billing in excess o f  FOC, uem,refunding by end of year. 

,&- 

$ 

As stated in 51, ud are not auditing the ESE subs to determine if they 
are billing according to the CAN to EST, but hw end uhat types of 
expenses BSE billed their subs uhich then billed EST. 

b foliou up an this pert. 
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AUDIT DISCLOSURE 

SUBJECl': 

Sl'ATaENT OF FACTS: 

TYPES OF WENSES AT BELLSOUTH ENTBRPRISW 

Psc staff reviewed internal  audit, B21-23-39-A-S, OCTOBER, 1992 OFFICER 
m S E  REVIN -- BSE ALL DEPARTMQUTS. 
This internal audit revealed three trpes of expenses a t  BSE as follows: 

c(wpAwy RESPONSE TO OUR -S AM) OUR OPINION 

Financial Counseling Plan. 

BSE stated tha t  t h i s  w a s  provided t o  15 officers i n  BSE and its subs and 
objected t o  providing the amounts paid. The answer t o  the request stated that 
none of t h e  expenses are allocated t o  BSE suhs; that BSE sub6 pay a managments 
fee based on a formula. 

However, staff contends that i n  order t o  determine i f  BSE is billing a t  FCC 
or  less,  BSE performed certain calcultions and allocated certain expenses t o  
come up with PDC and cmpared that t o  the management fee. As we could not 
audit t he  specific type of costs and determine the specific amount6, we 
cannot determine vhether t h i s  w a s  included i n  the PDC calculation, whether it 
would make an impact on t h e  FDC calmlation, and whether it is reasonable for  
ratemaking. 

c 
1(1- Y 
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AUDIT DISCLOSURE 

SUBJFCI: l W E S  OF EWENSES AT BELLSOUTH ENTERPRISES 

Participation in Mayo Clinic Research. Study. 

The Company says that only one employee participates in this study 
which involves a very small population of individuals who have a rare 
disease, and the expense is maintained at the BSE sub level. 
BSE declined to provide the dollar amounts. 

Without access to the books, we cannot determine if these costs are 
retained. 

,I spougal Expenses. I 
The company stated that BSE tracks the cost of any spousal expenses for 
retention by BSE-HDP. BSE declined to provide the requested list of expenses* 
and objected to providing. 

R-TION: 

As we cannot determine if these costs are included in the FDC calculation 
Cothe subsidiaries. and we cannot determine if theyerereasonable for 
ratemaking. theentire amount of the management fee that is chained through to 
BST from billing from BSE subsidiaries should be,disallowed as recommended in 
Audit Disclosure . Audit Disclosure addressed the amounts of potential chaining. - 

L 
6 

t 

ip 
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WfflY: 
TITLE: 

? 

The JW provides g u i d e h s  that pnwnt Wbridy of nonrcgulatad 
activities. The XO requires the filing of a cr\n vith tho FCC. Tb 
CAN identifia affiliates and pricing methodology with BST. 

Each BSE sub is individually msponsibla for XO complianec. In the 6% 
Headquarters Coqtorilers' Oepartient, the Financial lccounting llattsrs 
staff has wersigh~-Msponsibility for BSE subs.' 

SCOPE: 

Purposs: Is BE i n  campliencs with the XO by folloving the 
CAN. Are there controls to ensure future compliance. 

---- 

Procedures: 

25 
s6 

a7 
28 
2 9  
S d  
3 1  
3z 
33 

41 
RESUTS: 94 -----____ 
O.nr.41. conirolr i n  d a c e  to make sire i n  compliance vith JCO. 

$ 





BST 
RNIEY OF INTERNAL lWOITS 
BSE AFFILIATED TRANSRCTIOHS - CONPTROLLERS 
B-21-1O-oI--A-S 
EWRT OAK 9/39/92 
RKY 
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. cownnr: us1 
TITLE: ReJIEU OF IHTERHAL AtmIlS 
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COnPnw: 
TIRE: 

RST 
RNIN of INTERNAL AUDITS 
BE - #FILIATED TRWSMTIOHS - COWTROLLERS 

REWRT WTE 9/30/92 
MY 

B-n-io-o+--A-s 

hw wch to mho? This Is part of chaining? 

Rwiid Budget to.ktua1 for ES projects for AIM 1992 billed i n  July 
1531. 

Project codes are used t o  track expenses that are either billed or 
retaired by bSE Hadquarters. 
related expenses uhich ere then billed through the Solmon A i l  syste 

If a project's cost are 125; o f  ths orlsinallv budseted amount. 

The I(sII (CAI system captures 011 

supplemental project papers are nqulrcd. The foilwlng project d e s  
are used by E: 

E8 : used for hilliry4o 8% aftiliatcs 
E= wed for tracking $poses; msb retained by BSEW 
ME urad for b i l e  Data only 
IIC: uaed for tracking lbbiie Data cosb that are retaincd ty B W Q .  
Cowed for capturing coprorate development costs; retained try 

I 

ssnog. 

E$ RND 110 are the only tuo project codas rned for rweily recognition 
prrrpoaes. 

Ruditor obtained copier af the follwlng donnmks: 

3. 8% Budget to ktwl for S p l i t  Projects 

Set copy of 0-2.0 a d  0-2.1 from Internal h d l t  
slws hw sudlted, w s b l d  parallel test. 

If project billlng Is i n  additlon to mgit fee, ue need to flnd out hw 
.uJI t o  each 6% YA for the pa r ,  to determine hw much Is chsincd In 
additlon to m g d  fee a d  flnd art vhat the charges are that are 
Included i n  the project b i l l i ng  to determine If they ere reasonable for 
ratemkiq. 

99 
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a5 discussed In paiagraphs 4.01 through 4.04. 

Uhenwer possible coats rharld he directly assigned tu subs using the 
project billing systei. 

Projects are serviws which are perforlsd by 
the SSEHp depts either at the direction of a sub(ES), &a direction of BBE corwrate ngat, or 
in conjunction uith 9 a m i c e  prwidsd to a non-affiliate, and due to the nature of tha t w r e q u i  
cost identiticetian and billing considerations: 

see EO 10 for descirption of  calssificationa for projects. - 
E% sub or atfillate funded 
Ec: Corporate functions costs which detailed tracking is desired. 
EM: Contract with non-affiliate tor apecitlc services. 
EF: flau thru billing : Expenses paidy be EEuHp on behalf of a sub 
uhich ore chargeable 100; bock to sibub. 
ED: corporate development (mergsrs and acquiritiang, RID, to be 
reimbursed by E%. 

Section 4 is not i n  this part o f  internal &it. 

Can get project budset and approval tom ewalira project. 

Part of this &it u s  on w e t  transfers. haset transfsn 
are mat partof NARK scape. 

RCC 
~ e r y  small mount o t  r e w w  , JUW 1992 ws Prices 

33 
RCC has a 50/u) m r s h i p  uith Alto1 Mil of Little Rock, Arkansas. 
lhis mpsY, is Mt lt@t m d  by USE and 8% 6des not h a w  coipleta 
mtml or rlgniticant OWT thls sub. No further testing dona byyoad 
caparison of prlm. 
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CRPMY: EST 
TITLE: REUIEU OF IHTERNlK &QUOITS \ \ 

w no. 

IHTROWCTION psc staff get executive inst no 4, Jection 3 

Exaeutive Instruction No. 4 ,  Section 3 outlines the general guidelines 
for preparation of wplcyae exponas wuchers. 
R h o ,  IRS sets forth dauisntation gulddines fur expaaser. 

Corporate Policy says that Offiders he rciakurbursed for remonabls and 
necessary business expenses. 

SCDPE 9- . c .- 

-_ To deteraim If Officers expenses agreed uith Corporate SuidcIines and 
IRS regitlatiom. 

Fm the 12 month period of Swt 1992 throush llus 1992, 341 e m n s e  w d e r a  

I t r n  UIst wrn not of slgnlflcrnt business risk are i n  a aansguent 
latter under separate ewer. 

This letter revealed the follnuing voucher errors i n  Enterprises: 
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IS THIS M ff TM MMS THAT EETS INTO lKllT FEE OA STllYS 
BEHINS I N  Wp. 

8% has a financial Cwnaullng Plan and applies to execs rho are e level h i g h  
than aanagcient pay CrM 8 and are a ieibcr of the Olrmtive Croup. 

i%C‘&s this b e c w  hey feel the exec rill spend less time on their personal 
reaponsibiities of financial planning if this as pravided to tb. 

... :<. 
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PSC - couent 

hou many exec t o  USC -- REFER TO RM( 
Hoy RRE MSE CHARCES AwlCATm FROH USC TO EST. YHllI WS TO THE STnW? 
SHOW) THE MIEPAYER BE PAYIN mR THIS? YE lHfl? 
Hw Mrn EXEMl RT B6E - 
YHRT ARE THC AMMlTS MwRm A1 8% - ARE THIS PM1 
Gf THE H6Hl FEE, WE ARE THESE CHMKS? 

PSC NOTE - R E M  EXECUTIVE IHSTRUCTION MI EXPMSE KNHRLS 10 
MTERHINE YHAT puESlION3 TO ASK. .* + 

HDlfS FROR b1TRI8UlE TESTS 

PSC Dote -- Is this appropriate charges for ratepayers? 
how 8uch mas charged In 191 and 1992. uhst Is the study for? 
vhst amunts mere passed thm@ t o  ME sds? 

Fxecutive Instructlon 4,  section 5 page 10 talks about the 
contributions and donatiom, atc. that arc allovable by B6C and USE 
execs. 

Eat section and look a t  what theyt allnued t o  be reidwrsed Find out 
rhst cot& this goes t o  and hw much ma charged i n  BE€ for 1992. iw 
much oP thls uent out as wmt Psa to subs? Jlovld ths ratepayer bo 
paying tor this? 
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I 

o(IILVCTI0wI NO. 4 
ScFnOw a 

September 1988 ' 3.25 Tnve l  e x p e w  w s i o n e d  by permanent transfer or ah employee should be 
vonchcrcd in accordance with instructiOIIs contained in Section 10 of this 
Inrtrunion, 

As a general rule, tnnsportatioo and other travel cxpenres of the spouse 
accompanying an employee when acting as 8 representative of the Company will 
not be borne by the Company. However. if the prucncc of the employee's 
spouu is nccuury to serve a bona fide businus POrpOIe on oscarions such as 
governmental or aademic functions or eonventiona and meetings of professional 
or8anintions, such expenre may be reimbursed to the employee. The voucher 
rhonld cover cxpadi turu  for both the CmPlOYCe and spouse in the nsual 
detai l  M r  reference to the fact that cxwnscs of the spoose are included 
and a clear cxphoation u to businus rcuon which u u b l i s h a  that the 
spouse's preacncc served a boo. fide burin- p u r m  Such supporting 
documenu l a  are ordinarily required should be submitted Vouchers covering 
cxpcndituru for a spouae require the following approval: 

a. Normal approval level is required if the only expenses vouchered for the 
employee's SWOK are the spouse's pro-rata of coats for functions of the . 
convention, such as banqneta. or for other ;atheriuga. such 8s for 
dinner. of the employee with one or more businen auociates during the 
progress of or in conjunction a t h  the convention or meeting. 

3.26 

b. N o m i  approval level is required for tnnsporutlon expenau only 
covering a visit by 10 employee's apouc WhcD (1) a visit is raken in 
l i 8  of so auchotizcd trip home by 1. employee and (2) the spouc's 
tnvel is psrmimd by gnidclinu which Lave been approved by a Vice 
haident. 

Other cxpeoxa incurred by tbc SDOW doring a visit arc not vonchcnhlo. 

e. Vicc President or higher level is reqnired if any apouse's expenses other 
thai  tholo suted in a & b above are vouchercd 

Vouchen covering the costs of an cmployce's rpoluo attending functions at the 
home loat ioo when the spouse's praeoce is ncoclpry to serve a  bo^ fide 
bosincn pur- m y  bo approved at the nnrnul approval level if the only 
cxueoscs v o u c h e d  ue the rpolue'r pro-nta of w*o for fnnccions sur u 
k o 4 M  or other mthcrhu inch u for dinner, with one or mom bnsincn 
uweiue& 

Expoom OC the awuI of a Pioneer officer. Executive Committee member. or 
member rcqnircd to attend a Pioneer fnnctioo in in off1d.l apoc i ty  shall bc 
reimbuncd by the Pioneer organintion aod om by the comp.ny. A b  ex-- 
of the sponse of * Company officer or of other mn1gement pcnonncl invited to 
attend Pioneer Illcctiop in an official capacity (official goats) shall bo 
reimbnncd by the C h e e r  o t p u i u t i o a  aod not by the Commoy. 



M: KAREN KAETZ. BST. BIRMINGHAM ,, ; b '  . 
FROM: RUTH K. YOUNG. FPSC. MIAMI 

RE: CONRDEN~AL aumoNs FFOWCOSTING MEMOOOLOGIES GROUP. _-__-_-- ______-- -------- -------- ---------- -----___ -_______ 
These are the questions regardlng BSE Internal Audlts that contaln 
ConMentlal Text. These are the only cq~les you WIII gat. Tlm WIil not 
send them. Tlm wlll sand a general question through the QM program 
wlthwt the ConMentlalTa(. 

2-007 RE BSE tntemai Audit 821-23-39-A-S. OCTOBER. 1992 OFFICER 
EEPNSE REVIEW -- BSE ALL DEPARTMPCrS 

I 1 2  
. / 3  
f Y  

2 7  2r 
2 9  - 30 

.* . a 
1. How many ~ x ~ c u t l y I s  at BSE take 
L i s  the amounts paid saparatdy to 
for the year 1992. 

2 Are these charges that are considered wages and sublect to FICA. FUTA and 
Income tax WIlholdlng alloCated as part of the management fee to BSE 
suM If so, how much In 1992 to each sub? 

3. Provlde copy 01 BSC flnanclal Counsallng Plan ellactive 1992 

31  
3% 
33 

107 

4. m a l  IS the Research Study foR What exparues ware lncumd In 1992 by 
BSE employees for VIIS research study7 How ware these expanses handled? 
Ware these allccated as pan of the BSE management fee? Is so. how much 
In 1992 10 each sub? 

C. Accordlng to Ihe Internal Audlt stated above. the summary of results 



5. M e  a llsl of dI spouses that were pakl for In 1992 and the am nls 
and reasons for travel. How were these acpenseo handled? Were &E 
dlocptd a6 pati of the RSE management fee? Is so. how much In 1992 I@- 
each rub? 

b. Please prarlde 9118w8rs on or before our mwtlngq In AtlanlaTAuAuguJt 17 
and haw a representathm Ivlllable I!! Atlanta at wr .mlngs  to dlacuss 
this. 

- - ----.. 
4 .z 

I i 
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or&x to substantiate the macasement fee billed to each subsidiary. PSC 
staff r-sted financial statements for all BS6 subsidiaries whether billed 
a m-gement fee or M t  foe December. 1992. The cJX.pany objected to 
Droviding the financial statement6 for all BSE subsidiaries. 

1 1 1  I i i i - i  i i i  i i- I I  

WGmEmFgB 

I€ we m t  substantiate the basis for the manapamt fee billed to each 
subsidiary through the 1TYp.e stateaents, we do m t  know whether t k  amounts 
that are eventually billed (chained thrOUSh )to BST from the MNegUlated 
subsidiaries are reasonable. 
s u e  basis. 

All subsidiarles would have t o  be billed on the 
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CWARE YITH KHT FEE. 
PERIOD: TYE 12/32/92 
om: WUST 3, 193 
mIToR: RKY 

UP w. 51-1 

RY opinion of har EST CMC up uith FOC for comparison to ianagewnt 
fee. this opinion cones frm tho CIL workpapers ue requested and needs 
to be verified uhen in Atlanta. 

This Is broken doun into a parts. 
I. In a 8% Incme statement reconciliation, it appears that BSE is trying to 
shou us all costs that are mt project coded, not retained by BSE are included 
in FK. Mded to the3 costs are project coded costs, retained wsts, then 
subtract wt project'coded costs in the managesent fee. The total agras uith 
the Imae Statement expenses. See up 51-11 for this reconciliation. 

This I n m e  Statement reconciliation includes the 

. 

- 
a. Total expenses allocated under FOC allocation. 
This line aaount agrees uith the total FDC in up 51-7/1 and 
51-7/2. 

11. It appears that USE calculates the FDC in the follouing manner: 
(this mC is then conpared uith the actual fees billed to subs (See up 
51-6 for actual tees billed to sub). 

YP 51-7/3 is US'S procedures for calculating the FDC cost. 
This UP says that "the priaary allocation f&ms far lost BSE-HO ocsts 
are sub operating expanses, sal 
debt.' -l-k & o*rmg.?/v. 

costs, marketing costs, or equity and 

Explanation follous: 

- Up 51-7/2 is e comparison of the fOC alocation uith the actual billed. 
f 9/30/92. The total mgmet 
iscussion of the Hanage nt Y SI- p '7. 3 / 

5 " 
fee billed e of 9/30/92 is 8 
fee is on 51-6. Discussion o 

The total fOC allocation is 

is on SI- f, . 

(Reponsibllity Code). Thee costs are then allocated to a l l  
subsidiarias based an the factors stated a h ,  e.9. sub operating 
expenses, salary costs, marketing c a b ,  etc. 
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cowAm: 
TITLE: 

pfR100: 
DATE: 
AUDITOR: 

UP NO. 

EST 
HOY ME WllPPm CALClil-LRTED FDC TO 
CDllPARE UITH NCHT FEE, 
NE 12/32/92 
AUGUST 3. 193 
RM 

51-7 

From C U  wrkpapers ue f m d  the tollwing. 

DIRECTDR M HUMH RESOURCES. 

u i t h  the Director of Human Resources 

'9 allocated to ESE subs based on the subsidiaries s a l a r w s  f mm a 

added to  that is *Dir+ Reports, Project coded Costs" t 

this is RC U12000. These cmts uere /' 
px column celled "Allocatin o w  r '- ' ); 

. ... 

- 
addad to this is direct reports : project ocded ct 
a total of Those totals are broken dOun 

t a l  t o  colc Q uith the FDC t o  
e& sub. Thls is called allocation of functional costs. There is a 
fumtional cost for each sub that has a salary cost of their wn. 

P '. 

The total costs at 8% associated u i t h  Human Resources at 9/30/92 mere 
this is  RC U12100 to U12SMI. 

These costa uera allocated to 8SE subs b a d  on the subsldiaries salary expenses 
fm a cohnn called Wocatin of Direct Rwrts" ( f ind  wt uhat thls is); this 
is the same as the Director of h a n  Rnnrrces, Howmr, here the Direct 
Reprots Project Coded are rot added t o  the total  t o  come up uith a I for 
allmsting 8% functional costs. ~ 

, 

project cwkd cwts uas 
This total is broken dom into subs. R I for e 

to  the U12lM) to  ~12500  
This is called allocation o 

cmt for eaeh sub t ha t  has a salary cost of &air '- wn. 

Yhat are thase h e n  REewrces Expenses? hat types of cxpanses~ are 

% 147-1 ~ W / D C G )  
tz, LJ-& 51-7 

T- 
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9 

CMPANY: EST 
TITLE: 

PERIOD: TYE 12/32/32 
ORE: RUGUS1 3, 193 
RUOITOR: RKY 

UP 110. SI-? 

PRESIOMS 

HOU THT COHPANY CALCULATED FOC TO s i  
COHPARE UITH HGHT FEE. 

Tha to ta l  costs a t  USE for  the President are-These costs  are  

not give the to ta l  dol lars  of each subs operating expenses. The wrkpapera that 
uc hava from CK only haw the t of each sub t o  the total. These t are  then 
applied to the IC UOEMlO of T k a  is a functional cost  for  each sub 
tha t  has a t of operating expenses. 

These nay be i n  CLL u o r k p w r s  but ue apparently have not requested 
t h n .  

b a t  is RC UMWO, uhat typn of expenses are  included in  USE hers. 

a l lmated based on the Subs qmrating expemes. The uorkpapen tha t  ue haw do 

q l3 <k 
p *.c. 

d-69,;-f& /0(6> -L XI-7 
-ti HARKETINC COSTS 

4- 

- 
a t  BSE sssociated ui th  marketing as of 9/30/92 Yere 

These uere RC KIEW t o  RC KINO. 

These costs  mere allocat$ to  USE subs based on tho subsidiaries 
marksting costs. 
uas 

(1-q lhe to ta l  coluin of i a n k t i n g  costs from each w b  

2 $L 
2-4 

R t of sa& subs costs  to tha total cost Is 

Them is a functional cost for  a i l  subs uho hava 
Is applied to  the to ta l  of rC U61Ew t o  RC U61340 

The to ta l  c a t s  a t  8% associated with Traawry as of 9/#1/92 ydre 

b e  ucre RC (cannot read th RC's on CIL wrkpapsr). 

These costs mere allocated to USE subs baaed on the subs YTD avg dsbt 
and equity. Debt and equity ucre wed as treasurey personnel oversee '9 boc&ecping for Ulase accounts. 

3 8  

4 0  

The total for  al l  subs for debt and wity as of 12/31/91 end as of 
9/30/92 and tho nrsrage of the tuo are  not readable on the page 
provikd t o  w. Homer, a t of each t o  the to ta l  
that t uas applied t o  the Treawry Costs a t  USE of- come up 
ui th  tb a m *  t o  al locate  t o  each wb for  FCIC purposes. 

s caldulated and - Uhat type of charges are  i n  th 



. .. 

WbW: EST 
HW IHE WWANY CRLCULATEO mC IO rm: 

WE: AUNIGWT 3, 193 
WDITOR: RKY 

COWME UITH ncnr FEE. 
PERIOD: TYE 12/32/92 $ 1  

UP Ho. 51-1 

_---- 
WERALL 

These are the five largest items that CII audited i n  their uorkpapers. 
There are 44 different RC cede combinations that are allocated. Ne do 
Mt have any uorkpapers supporting these except for the five above that 
w e  found in C L  uorkpapers. 

., 

total FDC allocated 

Ue do not know thetypes of charges i n  all these RC because uere uere 
not permitted to see the WE financial stateaenb and ledgers. 
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L i  
According to ESE Acwnting Directive 005, Section 5.01 chalning is defined re. 
follovs: "Yhen a carrier obtains an asset or service fro8 a nonregulated 
affiliate that has obtained the asset or service f r m  another ranregulated 
effilaite." 

Section 5.02 says that ESE requires ell intercwpaw transactions w l g  ulth 
the Joint Cast Order beceuse costs that are Included in e chaining \.lo transactions that arc several layers reiawd fra the ultilate dastinatian can 
be difficult to identify. 

BSE Account Oircctivc 008, Section 1.01 presents the rules far pricing saads 
and sarvices tranafered betueen regulated carriers and $heir nonregulated 
affiliates. *If m prwai1ing;iarket rate exists, the price &r& to the 
rgulated affiliate aust bc bscd on the JCO full! distrlbvted casting 
standards '(FDC). 

BSE does not bill BST directly. BSE bills their nanreguleted Jubs and in 

subs blll EST at fully distributed cast, market or tariff, ctc. uhichcver 
appliea. 

gJ0 

- - - L-2 

. .  

SI#' turn, according to the Cost Allocation Hanual et 12/31/92, the ranregulated 

-7 +-, 
r .. .c '.. _ .  

?. . I 

BSE bills their subsidiaries a management fee. 
subsidiaries operating expenses (operating expenses less cost of goods sold, 
depreciation and 
subsidiaries for 1992 was 

This fee is- of the 

total management fee billed to 

a-l 

a+ 
7 In order to determine if the management fee is.less than FLX. BSE calculated 

if it had been used. BSE calculated that mx: was 
for 1992 a7 

COMPANIES BILLED THE M N A G W D I T  FEE VS. COMPANIES USSD To CALCULATE FLX. 

BSE subsidiaries billed a management fee were: Mobile Data, BSAN, BIN, 

Cellular, 8MI. MCCA, International operations Group, and FINS. 

In calculating the FDC, the above companies w&e included along with those 
that were not billed a management fee in 1992. 
Marketing Program. 6xecutive Services, DPINS. CEN, SI, IntelWsg. Dataserv 
International, Intelligent Media. YWW Trials, Retained Costs at BSE Md 
Miscellaneous costs at BSE. 

The Company states that BSE does not bill management fees to companies 
'*...which fall Within the following general categories: (1) &&mate 
develoment entitles. (2 )  recent acquisitions, (3) international joint 
venture investments/internatioMlly wholly owned pubs..." 

sunlink. BIS. BAPCO. IM Berry, Stevens Graphics, Techsouth, Bellsouth 

These companies were: 
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AUDIT DISCLOSURE 

SUBJECT: BELLSOUTH ENTERPRISES' (BSE) BILLING TO NONRIWLATED 
SUBSIDIARIES 

BSE INCOME STATPlENT RECONCILIATION 

Part of BSE's billing to their subs includes Projects that are specifically 
coded to the subs for which the work was being performed. This is in addition 

are not billed as Project costs or considered part of the FDC calcualtion. 

In order to determine that all costs are used in the F E  calculation, BSE 
prepared an income statement reconciliation. 
here to the Trial Balance. These costs are Project Coded Costs, Total 
Expenses Allocated for FDC, and Costs Retained. BSE has objected to us 
having access to their financial records to document these costs. 

'to the Management fee. BsE also retains certain costs at hea-arters that 

All costs at BSE are reconciled 

MANAG- FEE 

In order to substantiate the management fee billed to each subsidiary, PSC 

a management fee or not for December, 1992. 
providing the financial statements for all BSE subsidiaries. 

J' /'L staff requested financial statements for all BSE subsidiaries whether billed 
The_company objected to 

t 

AS explained by.BS6. BSE costs that are not project coded or retained are 
compifed ty Responsibility Code (RC). 
subsidiaries as listed above based on allocation factors. 

These costs are then allocated to all 

The primary allocation factors for calculating FDC cost are subsidiary 
operating expenses. Salary costs, marketing costs, and equity and debt. 

PSC staff requested documentation for the allocation factors. 
to see on company site, withut writing down numbers, the income state for 
BSE. 
BIS, BSAN, Sunlink and Data Serv International to the Incone Statements. 
Marketing Expenses for BIS and Stevens Graphics were tied to "BSE Maketing 
Costs for year end 12/31/92". 
company site, without writing down m&ers. The subsidiary salary expense 
w a s  traced for BIS and Graphics to "BSE Salary Costs fo Year end 12/31/92.". 
we were able to see this schedule on company site, without writing down 
nmters. 

We were able 

staff traced the operation expenses used in the FDC calculation for 

Again we were able to see this schedule on 

C 
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AUDIT DISCLOSURE 

SUBJECT: BELLSOUTH ENTERPRISES’ (BSE) BILLING TO NONREGULATED 
& i  

SUBSIDIARIES 

TYPES OF EXPENSES AT BSE HEAWUARTERS. 

BSE objected to our requests for Financial statements, Cumulative General 
Ledger, Cumulative Transaction Ledger, and Chart of Accounts as of 12/31/92: 
and a printout of all disbursements over $50,000 during 1992. 

without these financial records, we did not have information that would 
facilitate the selection of a sample of expenses items. 

P s c  staff reviewed an Internal Audit of “1992 Officer Expense Review -- BSE 
All Departments.“ 
for ratemaking purposes. See Audit Disclosure for details. 

The audit revealed certain expenses that were questionable 

OPINION: 

COMPANIES BILLED THE W A G M E N T  FEE VS. OOMPANIES USED TO 
FDc. 

BSE did not use the same companies to calculatezhe FDc as they billed 
a Management Fee. 
of whether billing FDC or less. 

6 (\- They are not using the same basis for comparison 

BSE INCOME STATDIENT RECONCILIATION 

Because we did not have access to BSE financial records, we could not 
determine whether the Income Statement Reconciliation to the “rial Balance 
w a s  correct. 

KANAGmmTFKE 

If we cannot substantiate the basis for the management fee billed to each 
subsidiary through the incme statements, we do not know whether the amounts 

<l-L that are eventually billed (chained through )to BST f r w  the nonregulated 
hubsfdiarle6 are reasonable. All subsidiaries would have to be billed on the 
same basis. - 

The allocation Procedures to determine FDC night seem reasonable, but if we 
cannot audit the subsidiary amounts underlying the allocations, we cannot 
draw a conclusion on the calculation of the FDC. 



AUDIT DISCLOSURE 

SUBJECT: BELLSOOTH ENTERPRISES' (BSE) BILLING TO NONREGULATDI 
SUBSIDIARIES 

. i  
TYPES OF MPENSES AT BSE HEADQUARTERS. 

Because we could not have access to BSE's books. we could not select a smple 
to determine the types of exepnses. 
ratemaking, 
types of expenses are theoretically in the management fee. 

CONCWSION 

whether they are reasonable for 
whether reasonable to include in the FDC calculation, and what 

BSE is not using the same number of companies in comparing FDC with the 
Management Fee. We Cannot audit the amounts that make up the income 
reconciliation, we cannot substantiate the amounts that are used to 
calculate the management fee, we cannot audit the amounts that make up the 
FDC calculation that is used to determine whether BSE is billing at FDC or 
less, and we cannot audit the expenses on the books of BSE. 

Because of this we cannot determine whether the FDC calculation is reasonable 
for ratemaking and whether the management fee is billed to all subs 
equitably, and therefore, whether the comparison of FDC to management fee is 
reasonable. 

RBCOEMWDATION : I 

Disallow the amount of management fee that is chained through to BST because 

of Potential chaining to BST. 
< \ of billings from BSE subsidiaries. Audit Disclosure addresses the mounts 
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Southern Bell T e l .  6 Tel. Co. 

Audit 
Date: 03-01-93 
Amended Response to 
Item No, 2-?26 
Page 1 of 1 

+ 
FPSC Docket NO. 920260-TL I 

~equeet: Coopers and Lybrand workpapers, Binder 34, Page 96, 31 
contained a company prepared schedule comparing an 
estimated JCO allocafion'to actual BST billing. HOW did 
you determine the dollars in the "Total JCQ Allocationu1 
column? Provide explanations and documentation. 

Response: Subject to our clarification with Ruth Young on March 11, 
1993 that this request is V!oncerning a comparison of Jco 
allocation to actual BSE billing to its subeidiarias,1' we 
are submitting the following response to this request. 

The referenced scheduled, titled 118ellSouth Enterprises, 
Inc., AllOCatiOn of Corporate Costst1 compared the 1991 
BellSouth Enterprises, Inc. (BSE) charges to its 
subsidiaries, based on a management fee formula, to the 
fully distributed Costs (FDC) which it could have charged 
to its subsidiaries. The column titled "Total JCO 
Allocation" represented the cost allocation which would 
have resulted had BSE-HQ used the FDC method to bill its 
subsidiaries. The column titled "Total Billed Management 
Fee" represented the actual costs billed by BSE-HQ to its 
subsidiaries based on BSE's management fee formula. 

The comparison showed that BSE-HQ actually billed less 
costs to its subsidiaries using the management fee method 
than they would have billed using FDC. BST benefits from 
BSE's use of this methodology when they received billing 
from a BSE subsidiary at FDC beaauae the BSE subsidiary's 
FDC includes BSE-Hqs Costa billed using the managament 
fee methodology which is less than what would have been 
billed using FDC. 

Date Provided: April 15, 1993 
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Southern Bell Tel. & Tel. Co. 
FPSC Docket NO. 920260-TL 
Audit 
Date: 03-01-?9 
Amended Response to > 
Itern NO. 2-0026 
Page 1 of 1 

I. 

contained a company prepared schedule comparing an 
estimated JM allocation to actual BST billing. now did 
you determine the dollars in the "Total JCO Allocation" 
column? Provide explanations and documentation. 

Coopers and Lybrand workpapere, Binder 34, Page 96, 31 

Response: In i t s  response on March 8, 1993 the Company stated that 
it vould provide a response or a status report o.n March 
23, 1993. The Company is still in the process of 
gathering the requested information and will provide a 
.response or a status report on April 7, 1993. 

Date Provided: March 24, 1993 

i 
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Southern B e l l  T F l .  & T e l .  CO. 
FDSC Dockat NO. 920260-TL 
A u d i t  

Item NO. 2-0026 
Page 1 of 1 

Dater 3-2-93;. . >. 

~ c q u a c t :  Cooper6 and Lybrand r o r k p a p e r s ,  Binder  3 4 ,  Page 96 ,  31 
con ta ined  a company prepared  schedu le  comparing an 
e s t i m a t e d  JCO a l l o c a t i o n  t o  a c t u a l  BST b i l l i n g .  HOV d i d  
you determine the d o l l a r a  i n  t h e  "To ta l  JCO A l l o c a t i o n "  
column7 Provide  e x p l a n a t i o n s  and documenta t ion .  

Response: The Company i s  g a t h e r i n g  t h e  r eques t ed  i n f o r m a t i o n  and 
expects t o  provide  t h e  informat ion  or a s t a t u s  r e p o r t  on 
March 23, 1993. 

Date Provided: Harch 9, 1993 

. .  . .  
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BSE 
SUHKARY OF PROJECT COSTS 
FOR USE IN ALLOCATIONS BASED ON 
*JANUARY 1, 1992 TO DECEMBER 31, 
f i l e  name: PRJ1292 
over@ $.- 

PROJ R PORTING FOR COOPER \Ul - 
= I  

- 
PROJECT COMPANY 
NUMBER BILLED SALARIES 

"COMPOSITE OF DIRECT REPORTS" 
1992 

L2000 DIRECT 
D 

OVERHEAD OTHER EXP TOTAL 

N -3 

u1 

.................... 
ES8201 rNT,'L 
ES6001 KISC 
ES8198 HISC 
ES8199 HISC 
ES8200 TECHSOUTH 
ES8202 RETAINED 
EC PROJECTSRETAINED 
CD PROJECTSRETAINED 

.- .... I' . 

c 
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UUUARY OF PROJECT COSTS 
USE IN ALLCXATIONS BASED ON "COUPOSITE OF DIRECT REPORTS" 

JANUARY 1, 1992 TO DECEMBER 31, 1992 
' file name: PRJl292 g Overhead Ra - 

PROJECT REPORTING FOR BREWER(U71000 DIRECT REPORTS):U71100:U71200~ 
~71300; u i i 4 0 0 ;  ~ 1 1 5 0 0 ;  V I  C 600; , u1170 J U71800: Up-900)  
PROJECT COKPANY 
NUMBER BILLED SALARIES: OVERHEAD OTHER EXP TOTAL 
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SUNMARY OF PROJECT COSTS 
FOR USE I N  ALLOCATIONS IIASED ON "COMPOSITE OF IIIHECT REITII1'I'S" 

f i l c  name: PRJR!)2 

co 
JANUARY 1 ,  1992  TO SEPTKHQER 3 0 ,  1 : ~  0 

Overhead Rat.c 7R.  16% 
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8 :I 
u7.Jc: BSE # 
"p'q v t i  ' 

poudullo w b  * *- BellSouth Enterprises, Inc. 
a.i% Analysts of a Management Fee L qw I For Compllance Wlth The JCO wp'''"-̂ 4 

@ -  
1. Review the BSE-HQ Corporate Structure for changes in reporting structures, 

division of responslbilities, or functions performed by each group. If significant 
changes have occurred, update the allocation methodology to ensure all costs 
are allocated using the best cost causative method available. 

Review the current list of BSE-HQ subsidian'es. If new subsidiaries have been 
added since the last study, they must be added to the LOTUS spreadsheet. 
Additionally, all changes as identified in P1 above must be made to the LOTUS 
spreadsheet. 

Obtain a Sequence 17 (Trial Balance) from BSE Accounting Services, 
consolidating worksheets from FAM-Consolidation staff, and the payroll and 
marketing costs summary from the JCQ coordinator. Input the management fee 
billed to subsidiaries obtained from the.%equence 17 into the spreadsheet. 

The primary allocation factors for most BSE-HQ costs arhubsldiary operating & 
expenses, salary costs, marketing costs, or equity and debt. This information 
can be found in either the consolidating schedules or the marketing and salary ~ 

costs summary. Enter this information for the period under review into the 
LOTUS spreadsheet. Refer to the following pages: 

w ? p  
Request BSE Accounting Services to run the following reports generated from K 3 & h  
Information Expert (IE): 

2. 

3. 

- .  F, ._ 
4. =z 

#I=== 
&4 

I 

5. 

Non-project coded salary expenses 
Non-project coded other expenses 
Salary and non-salary expenses for ES pr&cts 
Salary and non-salary expenses f6r EC projects 
Salary and non-salary expenses for EB projects 
Salary and non-salary expenses for CD projects 
Salary and non-salary expenses for MC projects 
Salary and non-salary expenses for MD projects 

Tab E 
Tab F 
Tab G 

'' Tab H 
Tab I 
Tab J '8 

Tab K 
Tab L 

- Note: Information Expert is an MSA report writing package that gives the user 
the capability to generate reports with specified parameters. 

Reconcile the IE reports to the general ledger to ensure all costs have been 
identified (See WIP A-3). 

6. ,The IE reports for non-project coded costs indudes those costs that are subject 
to recovery through the 2.1% management fee. The report contains two major 
sections: (1) non-project coded salary and wages (see Tab E) and (2) non- 
project coded G&A expenses (see Tab F). These reports are In order by RC. It is 
important that salaries and wages be separately identified due to the fact that an 

/( 
- 

3 7 .  
. 

m n m  
WHICH SHOULD uoi EL n'jum m UNAUIHOR~ZED 

PERSONS IT IF wvi s0,E-r FOR ~ S E  sr- 
W M M  CONTAINS PROPRIOAW I N F W M L M  

EMPLOYEES S i  OLSOUln OR BaLSOUMWBUWdlQ 188 
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overhead loading must be applied to salaries only. Enter the costs from these 
reports into the LOTUS spreadsheet (See Page A-9 for an example of the Table 
where these costs are entered byrRC). 

7. 'EC" projects are used as a means to track certaln types of costs for cost 
identification purposes as well as costs related to specific foreign subsidiaries 
which cannot be billed currently. The costs which used for tracking 
purposes only are subject to recovery through the 

of non-project coded costs (Tab E and F). See the memo behind Tab H for 
procedures In analyzing and allocating .EC project costs. 

management fee. 
Because the costs have been project coded. they WI ? I not appear on the reports 

8. Obtain a copy of the M D  BSHQgeneral service bill for the period under review 
as well as the January bill (December actuals) to BSE (See W P  A-8). The M D  
bill and the January bill must be added together in onler to account for each 
period slnce the BSC general services bill Is issued one month in arrears. 
These bllls from BSHQ represent the allocatlon of their corporate function costs 
using the JCO allocation requirements. Each bill Identifies the total amount due, 
as well as a detail of the costs by department. Because each 'I1 Identifies the 

af the cos ts bv BSHQ deDartment, for purposes of the 
are allocated first to BSE dewmerits and then to BSE subsi aries according to 
how that department's costs are allocated. The detail from each BSHQ general 
service bill must be entered into the LOTUS spreadsheet.JSee Page A-7 for an ---_ . 
examplb of the Table where these costs are entered). 

,thesecosts .+ 9 
I- =;. : 

. .  President's 

- allocator. 

10. Several RC's are allocated based upon a composite of their direct reports. An E. ,,: ;,:,( , example is RC U7E000, VP-Finance (Ron Dykes). The costs incurred by Ron 
Dykes are allocated to BSE subsidiaries based upon the allocation of total costs f.; , .i 

(project coded and non-project coded cokts) of his direct reports (RC U71000, i;.;<,- 
AVP & Comptroller, RC U72000, Director-Financial & Business Planning, and 11,-~--.. 

L.. I .. . _ _  . ,. , . 
E':. .. .2;: U71000, U72000, U73000 is obtained from the LOTUS spreadsheets. The 

allocation of project coded costs to subsidiaries is obtained from the IE Reports -,*. ... 
obtained in step 5 above (See Tabs G-L). These reports are In order by RC and e?:.+) 
list each project which the RC charges costs to. The reports have two sections: c; '-) 
(1) project coded salaries and wages and (2) project coded GbA expenses. All 
project coded costs for the direct reports of any RC which uses "composite of 
direct reports" as an allocation methodology must be summarized from these IE 
reports. Pages N-2 through N-6 summarizes this Information for the applicable 
RCs. This information is entered into the LOTUS spreadsheet for the applicable 
RC's (See Page A-36 for an example of how this Information is entered for RC 
U7E000). 

" -. 

RC U73000, Treasurer). The allocation of non-project coded costs for RC's 
r - .  
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9 11. In billing out project billed cost, BSE-Ha uses an overhead rate o 

-. 
and occupancy type costs are included In / I  

BSE's ovehead me. The dollar amounts of the items included in overhead are 
obtained from the re Rs behind Tab E (for compensated absences) and Tab F 

are coded to EC probas for tracking purposes. 

allocated costs do not exceed adual wsts Incurred (See Page A-2 for an 
example of this reconciliation). 

13. The final step in the revlew process is to compare the actual management lee 
billed to the allocation of costs to subsidiaries as prescribed by the JCO. See 
Page A-1 for an example of this comparison. Forthose subsidiaries that bill fully 
distributed costs (FDC) to the regulated affiliates. the management fee cannot 
exceed the ailocations as detennined thmugh thls shrdy. Those companies that 
bill FDC directly Into regulation am Identified In the CAM. Those companies 
bill FDC in a chaining transaction are not identi(wd In the CAM but also must be 
considered as welL If the management fee exceeds the amount as allowed by 
the JCO, steps must be taken to ensure that the excess amount does not enter 
regulation through WlEngs by the BSE subsidiary. This may include a refund of 
the excess amount to the subsidiary oilnstmuions to the subsidiary to retain the 
excess amount and not bill it Into regulation. 

(lor G&A type costs p" nduded in overhead). Additonally. some overhead costs 

12. After the analysis is completed, a raconciliatlon must be performed to ensure that 

1 ,  . 
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