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1 DIRECf TUTIMONY 

2 OF 

3 ROBERT E. SCHALLENBERG 

4 SOUTHWESTERN BELL TELEPHONE COMPANY 

S CASE NO. TC-93-224 

6 

7 Q. Pleaae state your name and business address. 

8 A Robert E. Schallenberg, P.O. Box 360, Jefferson City, Missouri 6S102. 

9 Q. By whom are you employed and in what capacity? 

10 A I am a Regulatory Auditor with the Missouri Public Service Commission 

11 (Commiuion). 

12 Q. Pleaae describe your educational background. 

13 A. I am a 1976 graduate of the University of Missouri at Kansas City with 

14 a Bachelor of Science in Business and cfearee and major emphasis in Accounting. In 

IS November, 1976, I succesafWly completed the Uniform Certified Public Accountant 

16 (CPA) examination and subsequently received the CPA certificate. In 1989, I received 

17 my CPA licente in Missouri. I began my employment with the Missouri Public 

18 Service Coomuion as a Public Utility Accountant in November of 1976. I remained 

19 on the Staff of the Missouri Commisaion until May of 1978, when I accepted the 

20 position of Senior 1leplatory Auditor with the Kansas State Corporation Commission. 

21 In October of 1978, I returned to the Staff of the Missouri Commission. 
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1 Q. With reference to this case, have you made an investigatioa or study of 

2 the books and records of Southwestern Bell Telephone Company - Missouri Division 

3 (SWBT, SWBT-MO or Company)? 

4 A. 

S Staff (Staft). 

6 

7 

Q. 

A. 

Yes, I have, with the assistance of other members of the Commission 

Have you ever testified before this Commission? 

Yes, I have. Please refer to Schedule 1, which is attached to my direct 

8 testimony. for a list of cases in which I have previously filed testimony. 

9 Q. What is the pwpose of your direct testimony in this case? 

10 A. The purpose of my direct testimony is to address five items. The first 

11 item I will address is SWBT's new Data Center facility. Second, I will address a 

12 portion of the Staffs findings and recommendations tegarding Southwestem Bell 

13 Corporation's (SBC) parent company costs that are included.in SWBT-MO's test year 

14 expenses. Next, I will ~dress the StafFs treatment of deregulated revenues and costs 

1 S related to SWBT -MO operations. Next, I will descn'be my initial finding reganting the 

16 Fully Distributed Cost (FDC) Studies that support SWBT's purchases from affi]iates. 

17 Finally, I will address the StafFs adjustment to increase expenses related to the Service 

18 Management System 800 (SMS/800) data base. 

19 Data Center 

20 

21 

Q. 

Q. 

Why did you examine SWBT's new Data Center? 

The Company identified in its response to Staff Data Request No. 148 

22 that its new Data Center was a significant new item or significant change to normal 
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1 operations that SWBT considers that has taken place subsequent to the Staft's test year 

2 of calendar year 1991. 

3 Q. What is the Data Center? 

4 A SWBT bas constructed a new computing and data processing facility in 

S downtown St Louis. The current SWBT -MO and Corporate data processing 

6 operations are housed in the Thomas Ieffenon and International Fur Exchange 

7 Buildings located at 14 South 4th Street in downtown St Louis. 

8 Q. When will the 14 South 4th Street Data Center employees move into the 

9 new Daaa Center? 

10 A The move began in 1992 and will be completed in Febnwy, 1993. 

II (Responae to Staff Data Request No. 934) 

12 Q. What was the cost of the Data Center? 

13 A The Data Center cost $154,391,204 as of September 30, 1992. The Da1a 

14 Center increases SWBT-MO investment base by $152,126,204, representing the total 

IS Data Center investment at September 30, 1992. The amount is detamined ftom the 

16 following breakdown: 

17 

18 

19 

20 

21 

22 
23 
24 

Plant in Service 

Depreciation Reserve 

Deferred Income Tax Reserve 

(Response to Staff Data Request No. 674) 
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s 154,391,204 

(1,693,536) 

(571,634) 

$ 152,126,034 
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1 SWBT -MO is assigned an allocated share of the above investment The cuneat 

2 January 1, 1993), compensation study, which is addressed in the direct testimony of 

3 Stephen F. Doen, assigns 39.09% or $S9.S million of the Data Center's rate base cost 

4 to SWBT -MO. (Response to Staff Data Request No. 702) 

s Q. Was the decision to build a new Data Center based on an economic 

6 rationale? 

7 A. No. The only study performed indicated that building a new data center 

8 was uneconomic. In Case No. TC-89-14, et al., (Case No. TC-89-14), the Company 

9 indicated that this study was no longer applicable. (Rebuttal Testimony of Company 

10 witness Cynthia Brown~, Case No. TC-89-14) SWBT indicated that since the time of 
1) 

11 that study, computer operations have expanded and continue to do so that SWBT was 

12 projected to outgrow its exiSting facility at 14 South 4th Street by 1991-1992. 

13 According to S\VBT, relocation to a new facility is now the only viable alternative to 

14 maintaining effective and etF<;ient data center operations. 

IS Q. What are the problems related to the new Data Center as it relates to 

16 this case? 

17 A While the completion of the Data Center is a known event, its revenue 

18 requirement impact is not measurable at this time. The Company was unable to 

19 identify the SWBT-MO% of most of the work groups that are moving into the new 

20 Data Center. (Response to Staff Data Request No. ____.) SWBT identified that the 

21 16 employees moving to the new Data Center from leased space at the 915 Olive 

22 downtown St Louis facility presently charge approximately 12% of their time to 
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• 
1 SWBT -MO. (Response to Staff Data Request No. __) Even thouah the St Louis 

2 based work groups will be moved into the new Data Center by March 1, 1993, 

3 additional work groups will be moving into the new Data Center in mid-1993. 

4 (Response to Staff Data Request No. __) Given the lack of information, I have used 

5 16% as the Missouri allocator for the new Data Center in the Staft's initial filing in 

6 this complaint case. 16% represents the approximate General Headquarters prorate 

7 factor for Missouri. I will continue to examine future data and will modify this 

8 percentage as warranted by any new information received subsequent to this filing. 

9 Q. Did the Staff make any adjustment to expense related to the new Data 

10 Center? 

11 A. No, with the exception of depreciation and property taxes. As 

12 previously discussed, the ongoing level of Data Center expenses is not known and 

13 measurable at this time. However, it should be noted that the test year expenses 

14 include the expenses related to the 14 South 4th Street facility, as well as lease cost 

IS related to previously used leased space. Therefore, these expenses will offset to some 

16 undeterminable amount any new Data Center expenses. I will continue to examine 

17 future data related to Data Center expenses and will make an expense adjustment if 

18 warranted by new information. 

19 Southwestern Bell Corporation (SBC) Parent Costs 

20 Q. What was your ·responsibility in relation to SBC parent company costs? 

21 A. Staff witness Kelly J. Riley and I examined the parent company costs 

22 charged to SWBT. I am responsible for three areas related to parent company costs 

-Page 5-



• Direct TCidmony of 
Robert E. Schallenberg 

• 
I charged to SWBT. Fust, I am responsible for the overall findings made ~~ 

2 parent costs charged to SWBT. Second, I was responsible for the development of an 

3 appropriate allocation for the fixed cost functions perfonned at SBC. Fmally, I am 

4 responsible for identifying and supporting the disallowance of SBC parent costs 

S charged to SWBT that should not be included in SWBT -MO's cost of service. 

6 Q. What are SBC parent costs? 

7 A. This item is addressed in the direct testimony of Staff witness Riley. 

8 SBC is the corporate parent of SWBT. SBC incurs certain costs which are shown in 

9 Mr. Riley's Schedules 2 and 3. In addition to these costs, SBC inCUIJ'ed the following 

10 costs which were not reflected in its cost allocation system (CAS) in 1991: 

11 Entertainment s 114,938 

12 Miscellaneous s 4,887 

13 Contributions $1,238,314 

14 Foundation Funding $1,400,000 

IS Interest Expense s 31,160 

16 These costs are retained at SBC and not charged to any subsidiary. (Response to Staff 

17 Data Request No. 589) 

18 SBC uses its CAS to charge directly and/or allocate a portion of its costs to its 

19 subsidiaries. Schedule 1 shows the amount of costs that SBC charged to each of its 

20 subsidiaries in 1991. This Schedule shows the amount of direct cost as well as the 

21 allocated cost for each subsidiary. Mr. Riley cliscusses the CAS in his direct 
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• 
1 testimony. SBC does retain a portion of i1s costs. These costs are not cbarpd to any 

2 subsidiary and are offset against SBCs income, which is primarily dividends received 

3 fiom the subsidiaries. 

4 The SBC costs charged to SWBT are, in effect, an affiliated purchase by 

5 SWBT. These costs represent a significant affiliated transaction. The amount of 

6 affiliated purchases in total for SWBT -MO and the SBC cost portion of these 

7 purchases for SWBT-MO for the period 1989-1991 are as follows: 

8 

9 

10 

11 
12 

1989 

1990 

1991 

Total Affiliated 
Purchases 

$56,318,137 

$54,133,894 

$54,330,457 

13 (Response to Staff Data Request No. 222) 

% SBC Costs 
of Afliliated 

SBC Costs Purchases 

$22,680,202 40% 

$18,458,037 34% 

$16,433,502 30% 

14 During 1989-1991, the total affiliated purchases have been relatively stable while the 

15 SBC costs charged to SWBT -MO have declined. SBC is the second largest source of 

16 affiliated purchases for SWBT -MO. Schedule 2 shows the SBC charges to SWBT -MO, 

17 by account in 1991. Schedule 3 shows the relationship of the SBC cost centers to the 

18 accounts shown on Schedule 2. Bellcore is the only affiliated source that exceeds the 

19 SBC costs charged to SWBT -MO. Therefore, while the SBC costs are declining, they 

20 still represent a significant cost to SWBT -MO. 

21 Q. Does a contract between SWBT and SBC exist that defines the services 

22 to be provided? 
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A No. The Company provided the following explanation repnfiDg the 

2 SBC/SWBT relationship in its response to Staff Data Request No. 145: 

3 The services provided to Southwestern Bell Telephone Company 
4 (SWBT) from Southwestern Bell Corpo1..Uon (SBC) are not defined by 
5 a contract These services are perfonned by SBC under the normal 
6 parent/subsidiary relationship. 
7 
8 The SBC affiliate transactions comply with the Federal Communicatioa 
9 Commission's (FCC) affiliate transactions rules expressed in its Report 

10 and Order in CC Docket No. 86-111 and incorporated into Parts 32 and 
11 64 of the FCC's Rules and Regulations. Pursuant to these transaction 
12 rules SWBT developed a Cost Allocation Manual (CAM), subsequently 
13 approved by the FCC, which provided a detailed list of the services 
14 received from SBC by SWBT. 

15 The above response shows that the documentation of the SBC/SWBT relationahip is 

16 not in a contract, but is reflected in SWBT's Cost Allocation Manual (CAM). The 

17 above response also shows that the FCC affiliate transaction rules apply to the SBC 

18 costs charged to SWBT. 

19 Q. Docs SBC operate under any incentives that increase concerns that a 

20 portion of SBC costs charged to SWBT will not be necessary and reasonable? 

21 A. Yes. SBC expenses that are charged and reflected in SWBT's regulated 

22 operations increase SBC overall income and cash flow (Response to Staff Data 

23 Request No. 152). This is caUsed by the fact that customer rate levels will produce 

24 revenues to cover these costs, thereby eliminating the negative or downward impact 

25 of these parent costs on SBC earnings. SBC costs that are included in earnings 

26 incentive plans would also have a positive impact on SBC earnings. This incentive 

27 in itself does not prove that SBC costs charged to SWBT are unreasonable. Discussing 
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1 the existence of this incentive merely points out that SBC can produce increuina 

2 positive impacts on its earnings for every dollar of its costs that it can receive 

3 regulatory consideration by charging to SWBT. 

4 Q. Docs decreasing SBC charges to SWBT-MO since 1989 show that SBC 

S is not influenced by the earnings motive to charge more costs to SWBT? 

6 A. Not ncccssarily. The dccreaaing SBC charges arc largely a product of 

7 SBC expansion of its non-regulated subsidiaries and its usc of relative size allocators. 

8 The relative size allocators will be discussed later. SWBT's employee downsizing and 

9 the related size allocator also contributes to the decreasing trend In light of thcac 

10 factors, it would be extremely difficult for SBC to justify increasing or even 

11 maintaining the same percentage of costs charged to SWBT over time. However, the 

12 earnings incentive wouid still encourage SBC to usc approaches that minimize and/or 

13 retard the rate of declining charges to SWBT. 

14 Q. Were these rllnccms called "cost of service manipulation" in the 

IS previous SWBT complaint case, No. TC-89-14? 

16 

17 
18 
19 
20 
21 
22 
23 
24 
2S 
26 

A Yes. In my direct testimony in that case, I stated that 

"Cost of service manipulation" is an action by an affiliated company or 
group of affiliated companies in dealing with a regulated company, or 
an action by a regulated company in dealing with an affiliated company 
or group of affiliated companies, that increases the cost of service of 
the regulated company in order to increase overall corporate profits. In 
Southwestern Bell Corporation (SBC), the regulated company is SWBT. 
Cost of service manipulation will occur when (1) SWBT provides a 
product and/or service to an unregulated affiliate and/or to a dcrcgulated 
below-the-line service at less than full market value (contribution 
diversion), and/or (2) SWBT buys a product and/or service from an 
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1 Ulll'eJUiated affiliate and/or buys a deregulated below-the-line service 
2 which is not its best possible altemative (expense padding). 

3 The SBC cost issue is an example of item number 2 cited above. The Southwestern 

4 Bell Regulatory Incentive Experiment (SBIRE) agreement used the term "earnings 

S manipulation" for this situation. A commonly used term m regulation is "crosa-

6 subsidization". I view the three terms to be synonymous. 

7 

8 

Q. 

A. 

Has the Commission previously addressed the issue of SBC costs? 

Yes. In its Report and Order m Case No. TC-89-14, the Commission 

9 determined that both directly charged and allocated SBC costs are appropriate for 

10 inclusion in SWBT-MO's cost of service. Based on that decision, the Staff baa 

11 included allocated SBC costs in this case. However, the Commission had noted that 

12 the Staff had conducted. no study of the correctness of the allocation method or 

13 reasonableness of any of the involved charges. The scope of the examination in this 

14 audit was to determine or euure that the allocated SBC costs met three criteria. First, 

IS the cost being allocated to SWBT-MO are for necessary functions (i.e., SWBT or 

16 SWBT-MO would incur these coats on a stand alone basis). Second the costs being 

17 allocated to SWBT -MO are not duplicative of functions performed by SWBT. Third, 

18 the allocation process is reasonable and equitable. Meeting these three criteria should 

19 ensure that SBC costs charged SWBT -MO are reasonable and necessary. 

20 Q. Do the parent costs charged to SWBT in 1991 meet the Staffs three 

21 criteria? 

22 A. No. 
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Q. What were the specific findings that resulted ftom your and Mr. Riley's 

2 examination of pumt costa charged to SWBT? 

3 A. The following is a list of our findings regarding parent costs charged to 

4 SWBT: 

s 

6 

7 

8 

9 

10 

II 

12 

13 

14 

IS 

16 

17 

18 

19 

20 

21 

(1) SBC's use of an investment/employee allocation factor is 

inequitable and unreasonable to SWBT. 

(2) SBC's investment and employee allocation factor is 

inappropriate for certain cost centers. 

(3) SBC's actions in items 1 and 2 have the impact of overstating 

its geneml allocator, thereby overstating the allocation of certain 

CODDDOn costa. 

(4) SBC employees are engaging in non-SWBT activities (e.g., 

Telmex) and failing to remove the associated cost ftom cost · 

categories allocated to SWBT. 

(S) The costs rclatc?Cf to certain SBC employees and activities are 

CUil'Ciltly charged to cost centers which are partially allocatal to 

SWBT. These costs relate to cost ceiiters that are either 

retained by the Parent or charged below-the-line by SWBT. 

(6) SBC's definition of benefit is too broad and results in cost 

assignment to SWBT for activities that are either unnecessuy 

and/or duplicative of SWBT functions. 
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(7) SBC has incumd JUaber than necessary expenditurea by 

2 choosing an affiliate with a higher bid or not bidding out the 

3 service. 

4 There are other concerns that exist regarding parent company COltS charged to 

S SWBT. However, these represent the only issues that the Staff is pursuing in this 

6 case. These additional concerns, if proven to be problems, will be punued in the 

7 determination of the 1992 and/or 1993 customer credits under SBIRE. 

8 Q. Why is SBC's use of an investment/employee allocation factor 

9 inequitable and unreasonable in relation to SWBT? 

10 A. The investment and employee allocation factors are discussed in Mr. 

II Riley's testimony. These allocation factors are applied to SBC's COltS that do not 

12 reflect either a cost causative or cost benefit relationship. The following SBC 

13 activities are allocated to SWBT based on either the investment or employee factor: 

14 

IS 

16 

17 

18 

19 

20 

21 

(011) 

(012) 

(014) 

(015) 

(016) 

(017) 

Average Investment Factor 

Shareowner Services (026) 

Annual Meetings for Shareowners (027) 

Compliance with Securities Law (028) 
and Exchange Requirements 

Investor Relations (029) 

Earnings Requirements (030) 

Interface with Securities Rating (031) 
Agencies 
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Pension Asset 
Administration 

Savings Plan Administration 

Employee Training and 
Development 

Compensation Planning and 
Administration 

Benefit Planning and 
Development 

Human Resource Planning 
and Staffing 
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(0 19) External Audit 

(020) Corporate Economic Analysis 

(021) Financial Research/Marlcet 
Analysis 

(061) Cash Management 

5 (068) Financing Projects 
6 

• 
(032) Employee Information 

(071) Corporate Services - Food 
Services 

(072) Corporate Services -
Automotive 

(077) Senior Management Benefit 
Payments 

7 The 1991 investment factor and employee factor for SWBT were 79.3% and 87.55%, 

8 respectively. These factors are inappropriate for certain of above cost centers. This 

9 will be further discussed later in this testimony. The investment factor is based on the 

10 ratio of dollars of equity invested in the subsidiaries with any positive retained 

11 earnings. This factor is not related to and is inappropriate for allocating the above cost 

12 centers. For example, the biggest coit center in the investment category is 

13 Sbareowners Services. The following description defines the activities related to these 

14 costs: 

15 01100 ShMOOwner Services 

16 The purpose of Shareowner Services is to perform functions associated 
17 with: 
18 
19 Issuance and transfer of stock; 
20 Stock certificate recordlceeping; 
21 Disbursement of dividends; 
22 Administration of shareowners plans (e.g., DRISPP); 
23 Issuance of shareowner newsletters, annual reports, shareowner 
24 research, etc.; 
25 Special shareowner projects (e.g., stock split). 
26 
27 (Source: Response to Staff Data Request No. 44) 
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1 The above description shows that these costa are caused by the number of shamnvncn. 

2 not the amount of dollars invested. Another example is the Annual Meeting for 

3 Sharcowners. Below is the description of this cost center: 

4 01200 Annual Meeting for Shareowners 
5 
6 This cost center includes all activities related to the lllllual 
7 shareowners' meeting. This includes, but is not limited to, plllllling 
8 and preparing for the meeting and all functions related to the hosting of 
9 the meeting. Some examples are: 

10 
11 Arranging for and renting facilities; 
12 Providing security for the meeting. 
13 
14 (Source: Response to Staff Data Request No. 44) 

15 The cost of the Annual Meeting for Shareowners is not caused by the dollars of equity 

16 invested in a company. This cost will not double if the dollars of equity double. 

17 The use of the investment factor on these types of cost centers is not indicative 

18 of the cost causative factors related to these costs. The use of the investment factor 

19 

20 the basis of "the bigger you are$ the most cost you will be allocated". On a size basis, 

21 SWBT will receive most of the cost under this methodology. SBC finances some of 

22 its foreign expansion primarily with debt (Response to Staff Data Request No. 693) 

23 For example, SBC financed its $80 million purchase price of Telmex with $400 

24 million of debt financing. (Response to Staff Data Request No. 693) Also, SBC 

25 finances its United Kingdom Freedom Phone business with roughly $6 million in debt 

26 and $3 million in equity. (Response to Staff Data Request No. 755) Further, the 

27 target debt ratio (i.e., % of debt in capital structure) for SWBT is 42°"', while it is 
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•• •• for SBC's International Operations subsidiary (SBHI). The coaesponctina 

2 equity percentages arc 58% for SWBT and •• •• for SBlll. (.Respoale to Staff 

3 Data Request No. 692) The equity investment factor leads to SWBT CIOSHUbsidizin& 

4 SBC foreign expansion in two ways. First. cost centers allocated by the equity 

5 investment factor will overallocate those cost centers to SWBT in relation to 

6 international expansion equity because •• 

7 •• Second, the above overallocation will in tum overstate the aeneral 

8 allocation factor resulting in additional cost allocation to SWBT. 

9 The same problems that exist with the averaae equity investment factor exist 

I 0 with the average employee factor. Again. the average employee factor ia a relative 

11 size factor and is not indicative of the cost causative factors related to the cost centers. 

12 Each SBC coat center is profiled in Schedule 4. This schedule will discuss the 

13 allocation factor used by SBC and the appropriateness of that factor. In general, the 

14 coat centers that are allocuw based on investment or employee factor have costs that 

15 are fixed in nauare and would be incurred by any publicly traded company. 

16 Q. Why is the use of the investment/employee size allocaton inequitable 

17 to SWBT when applied to costs that are fixed in nature? 

18 A. Normally, the size allocator methodology is justified by the assertion 

19 that the telephone company (i.e., SWBT) is incuning less cost than it would if SWBT 

20 were on a stand alone basis. For example, SWBT is paying approximately 200/o (100% 

21 - 79 .3%) less for the annual meeting for shareowners than it would on a stand alone 

22 basis. Also, SWBT is paying approximately 13% (100%- 87.55%) less for pension 
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1 plan administration than it would on a stand alone basis. In other words. it might be 

2 claimed that SWBT is receiving a 200/e and 13% discount for the costs of the annual 

3 shareowner meeting and pension plan administration, respectively. 

4 The inequity in the methodology is shown when one examines these same cost 

S centers from the perspective of SBC's other subsidiaries. For example, the 1991 

6 investment and employee factors of SBC's Mobile subsidiary is •• •• and 

7 •• ••, respectively. Therefore, Mobile is receiving an •• •• and •• •• 
8 discount for the costs of the annual shareowners meetings and pension plan 

9 administration, respectively. The cause for Mobile receiving these substantially greater 

10 discounts than SWBT is because of the usc of relative size a11ocators for costs that arc 

11 fixed in nature and applicable to any stand alone company. 

12 Q. Do you have any rccommcndations on how to correct this inequity? 

13 A. Y cs. These costs should be allocated to each SBC subsidiary, based on 

14 the number of subsidiaries, :Jr a "business unit" approach. Under this approach. each 

15 subsidiary would pay less than they would on a stand alone basis. This approach 

16 would allow each subsidiary. to share equally in any benefit from centralization. 

17 Further, this approach would prevent SWBT from paying more than the other SBC 

18 subsidiaries for the same service. SBC's present methodology is akin to charging 

19 someone $30 for a book because they are twice as big as someone else who only pays 

20 $15 for the same book. Every subsidiaey would pay an equal amount for the same 

21 service if these costs are allocated based on the number of subsidiaries. 
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Q. How many subsidiaries do you propo~e to divide the cost center by 

2 under your "business unit" approach? 

3 A Four. This numbers was derived by developin& groups CODSisting of the 

4 Parent Company and its 1991 income producing subsidiaries. These groups aze 

S developed ftom a total population of 11 companies. These companies included in the 

6 

7 

8 

9 

10 

11 

12 
13 

groups are as follows: 

1) Parent Company (SBC) 

2) Southwestern Bell Telephone 

3) Yellow Pages 

4) Gulf Printing 

S) Mobile 

6) Mast 

7) Metromedia Paging 

8) Southwestern Bell Enterprises 

9) Southwestern Bell Intemational 

10) Asset Management 

11) Southwestern Be 11 
Telecon11nmicatious 

14 It was considered that the SBC fixed coats should be allocated by the above number 

lS of companies. However, allocators for the four groups were developed to be 

16 conservative. The four groups are as follows: 

17 

18 

19 
20 

21 

1) 

2) 

3) 

4) 

Parent Company 

SWBT, Yellow Pages and Gulf Printing 

Mobile, Mast, Metromedia Paging, Southwestern Bell Enterprises, and 
Asset Management and Southwestern Bell Telecommunications 

Southwestern Bell International 

-Page17-



• Direct Testimony of 
Robert E. Schallenberg 

• 
1 The groups were developed based upon categorizing the eleven companies into the 

2 following groups of activities: 1) parent company operations {e.g., acquisition, 

3 divestment, and investment}, 2) the telephone operations, 3) the national non-telephone 

4 company operations and 4) international operations. 

s Q. What SBC cost centers use an inappropriate allocation factor? 

6 A. There are 20 cost centers that I feel the use of the investment or 

7 employee factor is inappropriate. The discussion of the cost center procedures is 

8 contained in the cost center profiles shown on Schedule 4. 

9 Q. How does SBC overstate its general allocator? 

10 A. The general allocator is derived by the ratio of direct charges and costs 

11 allocated with an investment and employee factor. SWBT's share of the SBC direct 

12 charges is approximately 30%. The SWBT's 1991 general allocator is 71.4%. SBC 

13 increases the general allocator by excluding the costs directly charged {retained) to the 

14 Parent Company. This approach understates the costs related to the Parent Company 

IS because the Parent Company doe& not recognize any of the general overhead costs that 

16 make these activities possible. 

17 There are two other major causes that result in overstating the general allocator. 

18 The use of the relative size allocations (e.g., investment/employee factors versus a 

19 business unit approach) will cause the g~neral allocator to be higher because the 

20 investtnent/cmployee factors are significantly higher than the business unit ratio. 

21 Second, cost centers that inappropriately use the investment/employee factor will 
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1 overstate the general factor because these dollars will increase the weipt given to the 

2 inves1ment/employee factor. 

3 Q. What is the basis for your finding that SBC employees are engaging in 

4 non-SWBT activities and failing to remove their costs from cost categories allocated 

S to SWBT? 

6 A. The Staff received a partial listing of SBC executive meetings involving 

7 use of the Executive Dining Room that took place in 1991. (Response to Staff Data 

8 Request No. 941) These meetings were provided the period January, 1991 to July 31, 

9 1991, for the test year. An examination of these meetings showed SBC employees 

10 attending meetings regarding specific subsidiaries (e.g., Telmex) and charging their 

II time to cost pools that allocate their time to SWBT. For example, on June 3, 1991, 

12 a meeting regarding Telmex operations took place at the Executive Dining Room on 

13 the 41st Floor of One Bell Center. (llesponse to Staff Data Requeat No. 941) The 

14 meeting was attended by the Group President-International OperatioDa, SBC's Vice 

IS Chairman and Chief Financial Officer, and SBC's Senior Executive Vice Praident and 

16 General Counsel. (Response to Staff Data Request Nos. 941 and 18) 

17 The following is a breakdown of what cost centers these individuals charged 

18 their time to during 1991. 

19 

20 

Job Tide 

Group President 

Time Charged to Cost Center 

100% Subsidiacy Support & Projects 
to Southwestern Bell-International 
(751.5) 
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1 
2 

• Direct Tetdmony of 
Robert E. Schallenberg 

• 
Vice President & Chief Financial 100% Office of Chairman (3600) 
Officer 

3 Senior Executive Vice President & 100% Office of Chairman (3600) 
4 General Counsel 
5 
6 (Source: Response to Staff Data Request No. 707) 

7 SWBT would not receive any costs charged to Subsidiaries Support & Projects to 

8 Southwestern Bell-International (75 15). However, SWBT was charged 71.4% of the 

9 costs to the Office of Chairman (3600). 

10 Q. What is the basis for your finding that SBC employees and activities are 

11 charged to cost centers that are allocated to SWBT that relate to cost centers that are 

12 either retained by the Parent Company or charged below the line at SWBT? 

13 A SWBT does not and has indicated that they contin~ not to seek rate 

14 recovery of SBC costs related to Legislative Advocacy (5200) and Southwestern Bell 

15 Foundation (6200). However, a review of the Board of Directors Meetings and Board 

16 Committee Meetings Minutes indicate that activity in these areas take place at these 

17 meetings. The SBC Board and/or its Committees consider I'CCOIDIIlellda, conduct 

18 c:tiacussions, and vote on approval on matters concerning political contributions and the 

19 Foundation's strategy and budget. (Response to Staff Data Request No. 66) The 

20 expense of the SBC Board of Director Committee Meetings arc charged to the Board 

21 of Directors cost center (3700) and are allocated to the SBC subsidiaries. (Response 

22 to Staff Data Request No. 799) SWBT's share of these expenses is 71.4%. The total 

23 cost of the Board of Directors Cost Center was $2.2 million in 1991. 
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• Direct Testimony of 
Robert E. Schallenberg 

• 
Q. What is the basis for your findia& that SBC incurs U11J1eCCSS11Y expense 

2 levels through its affiliate purchases? 

3 A. The basis for this finding is discussed on Schedule 4 regarding cost 

4 center 1100, Shareholder Services. 

s Q. What is your basis for the finding that SBC's definition of benefit is too 

6 broad and results in cost assignment to SWBT for activities that arc either unneccs.sary 

7 and/or duplicative of functions already performed by SWBT? 

8 A. The Parent Company considers its management of the entire corporation 

9 and its actions to achieve conformity and standardization between its subsidiaries to 

10 be a benefit to each of the subsidiaries. I disagree with this premise. Each of the 

11 major subsidiaries has a president. This individual is responsible for establishing 

12 direction of their respective company. This is all that is needed on a stand alone basis. 

13 SBC establishes direction for the entire corporation (i.e., what is best for the whole). 

14 However, what is best for the whole corporation may not be and probably is not the 

lS best for each individual subsidiary. For example, SWBT and Mobile will have their 

16 own capital needs that are best for their respective companies. However, SBC may 

17 determine that it needs its capital elsewhere (e.g.. foreign expansion) for the 

18 Corporation's long-term interest, so the SWBT and Mobile capital requests arc 

19 reduced. Therefore, the Corporation's overall good was not the best result for SWBT 

20 and Mobile. I believe that SBC costs related to overall corporate management and 
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• Direct Testimony of 
Robert E. SchallenberB 

• 
1 conformity between subsidiaries is duplicative and l1DDCCCIIIIY and should be cbarpcl 

2 to the parent company. 

3 Q. What SBC cost centers represent duplicative and unnecessary cost to 

4 SWBT and its ratepayers? 

s A. There are several SBC cost centers that represent duplicative and 

6 unnecessary cost to SWBT and its ratepayers. These cost centers are as follows: 

7 Employee Information 

8 Executive Support 

9 Office of the Chairman 

10 Board of Directors 

11 Tax Return Preparation 

12 News and Public Information 

13 Trademarks, Patents & Graphic Services 

14 Cash Management 

IS Southwestern Bell Foundation 

16 Corporate Services - Food Services 

17 Corporate Services - Automotive 

18 Corporate Services - Executive Air 

19 Senior Management Benefits 

20 Corporate Advertising 

21 Marketing Support 
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• Direct Testimony of 
Robert E. Schallenberg 

• 
1 SWBT has already indicated that it will not seek recovery of the coats rdated 

2 to the Southwestern Bell Foundation tiom its Missouri ratepayers {Response to Staff 

3 Data Request No. 708, Supplement 1 ). Therefore, these costs will not be discu.sacd 

4 further. The Company has verbally stated that it will not seek recovety of the SBC 

S costs related to Corporate Services - Executive Air. Likewise, this will not be 

6 discussed further. The SBC cost center for Corporate Advertising is discussed in the 

7 direct testimony of Staff witness John P. Cassidy and removed in his proposed 

8 adjustments. The remaininj cost centers and the basis for disallowances are discuJ8ed 

9 in the cost center profiles shown on Schedule 4. 

10 DEREGULATED SERVICES 

11 Q. What adjustments in the Stall's revenue requirement calculation are 

12 related to deregulated services? 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

A. The following adjustments are related to deregulated service~: 

Adiustment No. 

8-1-B 

S-2-B 

S4-C 

S-S-A 

8-7-0 

S-8-C 

S-9-B 

S-10-D 

S-11-0 

Revenue/Expense Category 

Local Service Revenues 

InttaLATA Toll Revenues 

Other Revenues 

Uncollectible Revenue 

Central Office 

Outside Plant 

Testing 

Terminal Equipment-Wire Service 

Plant Administration and Support 
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2 

3 

4 

s 
6 

7 
8 
9 

10 

11 

12 

13 

14 

IS 

16 

17 
18 
19 
20 
21 
22 
23 
24 
2S 

26 

27 

• Direct Testimony of 
Robert E. Schallenberg 

S-12-B 

S-13-R 

S-1S-N 

S-19-P 

S-21-A 

S-22-B 

S-23-U 

• 
Depteciation and AmoltizatioD 

Marketing 

Customer Services 

Information Management 

Procurement 

Benefits 

Other Expenses 

In addition, I am responsible for the removal of deregulated costs fiom the Staff's rate 

base. The above revenue/expense adjustments arc to remove the revenues and 

expenses from SWBT -MO's cost of service related to deregulated services. 

Q. How were these adjustments determined? 

A. Originally, the adjustments reflected the amounts associated with 

deregulated services used to determine the 1991 customer credits. In May, 1992, the 

Company stated in response to Staff Data Request No. 30 that the Colmnission's 

surveillance report was revised. One of the revisions was descnoed as follows: 

Previously, non-regulated revenues and expenses were included in the 
intrastate jurisdictioDal results. Effective with the December 27, 1991 
report, the procedures were revised so that non-regulated revenues and 
expenses were excluded from intrastate results. The following non­
regulated amounts were excluded in the December 27, 1991 report 

Revenues 
Expenses 
Operating Taxes 

$22,893,000 
$2S,717,000 
s 1,244,000 

(Source: Response to Staff Data Request No. 30) 

The original adjustments were modified to agree with the above amounts. 
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• Direct Testimony of 
Robert E. Schallenberg 

• 
Q. Is it your intent to remove deregulated investment, revenua and 

2 expenses based upon the SWBT Cost Allocation Manual (CAM)? 

3 A. Yes. There arc concerns regarding CAM modifications that IeSUlt in 

4 increasing costs charged to regulated operations. The appropriateness of these shifts 

S will be investigated in the determination of the 1992 and 1993 customer credits under 

6 SBIRE. 

7 

8 FULLY DISTRIBUTED COST (FDCl STUDIES SUPPORTING 

9 SWBT PURCHASES FROM AFFILIATES 

10 Q. Are the FDC Studies supporting SWBT purchases from affiljates? 

11 A The FDC Studies supporting SWBT purchases from affiliated companies 

12 is a component of the rules that govern the costing of SWBT's affiliate tramactiona. 

13 These rules have been discussed in the testimonies of Mr. Riley and Staff CODJUltant 

14 Dr. Michael I. Deo of Technical Associates, Inc. Generally, SWBT cannot recon:l as 

15 a regulated expense more than the costs shown in the related FDC study from the 

16 affiliated company that provided the service to SWBT. The FDC study serves as a cap 

17 related to the amount of expense SWBT can recover from its ratepayers for services 

18 SWBT buys from an affiliated company. Therefore, the regulatoty concern is that the 

19 FDC studies will be flawed and overstate the cost levels SWBT can record. 

20 Q. How did you become involved in the analysis of the FDC studies related 

21 to SWBT purchases from affiliates? 
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• Direct Testimony of 
Robert E. Schallenberg 

• 
A I was asked to evaluate some of the conclusions that are reflected in the 

2 testimony of Dr. Deo. I submitted Staff Data Request No. 928 as part of my 

3 evaluation. Staff Data Request No. 928 requested "all FDC cost studies and related 

4 data for SWBT's purchases for the period 1991 and 1992". The Company, in its 

S response, provided several FDC studies and some FDC procedures. 

6 Q. What were your initial findings from your review of these FDC studies 

7 and procedures? 

8 A. The FDC studies and procedures had a design flaw that would overstate 

9 the cost levels determined by the FDC studies. The design flaw is related to the 

10 treatment of Return on Investment (ROI) and interest expense. The studies are taking 

11 the ROI amount and increasing it for income taxes. This increasing process is referred 

12 to as "factoring-up" or "grossing-up" for income taxes. The ROI includes both interest 

13 and return on equity. Only the equity component needs to be "groucd-up" or 

14 "factored-up" for income tax.es. The reason for this is that interest is tax deductible 

15 while profits (i.e., return on equity) are not a tax deduction. Therefore, the "factor-up" 

16 or gross-up" for income taxes on the interest component of the ROI overstates income 

17 tax expense, and thereby overstates the FDC cost results. 

18 There is another problem related to the ROI component The application of the 

19 ROI to the related rate base amounts provides for recovery of both interest and return 

20 on equity. However, some of the FDC studies had reflected interest as an expense as 

21 well. Therefore, the inclusion of both ROI and interest in expenses will result in an 
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• Direct Testimony of 
Robert E. Schallenberg 

• 
1 overstatement of interest cost in these FDC studies. The impad of 1hac FDC study 

2 flaws will be examined in conjunction with the determination of the 1992 and 1993 

3 customer credits. 

4 Q. Has SWBT been notified that the "gross-up" of"factor-up" ofROI was 

5 wrong? 

6 A. Yes. This problem was brought to SWBT's attention in Case No. TC-

7 89-14 in regard to the SWBT study presented to the FCC related to the revenue 

8 requirements for the Part 32 Uniform System of Accounts. SWBT agreed that this 

9 methodology distorted the results of that study. Likewise, the continued use of this 

10 methodology distorts the FDC studies related to SWBT's affiliated pmdlases. 

11 Q. What is adjustment S-19-S? 

12 A. Adjllltment 8-19-S is an attempt to recognize increased expenses for the 

13 Service Management System'SOO (SMS/800) database at the Kansas City Data Center. 

14 These expenses are being billed to Bcllcore. SWBT provides operatioDal support and 

15 processing for the SMS/800, which is a component of the nationwide 800 service 

16 offering undertaken by the Regional Bell Operating Companies and Bellcore. This is 

17 provided under contract to Bellcore. (Response to Staff Data Request. No. 5346) 

18 Prior to July, 1992, SWBT-MO was billing approximately $400,000 for this item. 

19 Now the billing is approximately S 1,400,000 (Response to Staff Data Request No. 

20 821). Adjustment S-19-S is based on $12 million additional revenue less the 15% 

21 contribution built into the Bellcore bills. The Staff has not had an opportunity to audit 
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Robert E. Schallenberg 

1 the cost data n:lated to this project. When this audit is completed, this acijulament 

2 would be likewise modified to agree with the audit results. 

3 Q. What is adjustment 84-E? 

4 A. Adjustment S-4-E is an adjustment to reflect the adjustment piOpOied 

S by Dr. Deo on Table N-A of his testimony. The $2.72 million is shown u the total 

6 on Table N-A. 

7 Q. Does this conclude your direct testimony? 

8 A Yes, it does. 
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• 
SOUTHWES'I'ERN BELL CORPORATION 

PARENT COMPANY COSTS 
DISTRIBUTION BY SUBSIDIAllY 

IN 1991 

SUBSIDIARIES SBC CHARGES 

SWBT 102.039,36S 

Yellow Pages 9,699,16S 

Mobile 16,S44,81S 

Mast 2,308,618 

Telecom 3,122,270 

Gulf 1,488,893 

Metromedia 7,217,404 

Entelprises 123,772 

International 6,816,206 

Asset Management 1,120,692 

SBC Retained 29,791,82S 

Other* 1,S87,187 

181,860,812 

• - (Administrative Services, Audit Services, Capital Corporation Corporate 
Services, Gateway Insurance, Tecbnology Resources, Washington) 

Schedule 1 



• • 
SOUTHWESTERN BELL CORPORATION 

(Parent Company) 1991 

Charges to Southwestern Bell Telephone 
Missouri Operations 

Account No. Account Descri]Ztion 

6112 Motor Vehicle Expense 

6711 Executive 

6712 Planning 

6721 Accounting and Finance 

6722 External Relations 

6723 Human Resources 

612S Legal 

6728 Other General and 
Administrative 

7370 Special Charges 

8672 Relief and Pensions 

Total SBC Charges to SWBT-
MO 

Source: Data Request No. 264 

$ 117,451 

3,267,018 

1,294,306 

3,670,289 

2,793,817 

2,7S0,012 

188,844 

487,947 

693,678 

1.112.443 

SIAJ2A~Ig 

Schedule 2 
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SOUTHWESTERN BELL CORPORATION 

{Parent Compaay) Cost Centers by 
Southwestern Bell Telephone Account 

Southwestern Bell 
Account Description/Number 

Motor Vehicle Expense (6112) 

Executive (6711) 

Planning (6712) 

Accounting and Finance (6721) 

Southwestern Bell Corporation Cost 
Centers that are charged to Account 

Corporate Services- Automotive (7200) 

Executive Support (3500) 
Office of Chainnan (3600) 
Board of Directors (3700) 
Corporate Services- Executive Air (7400) 

Strategic Business Development (5600) 
New Ventures & Acquisitions (6300) 

Shareowner Services (1100) 
Annual Meeting for Shareowner& (1200) 
Compliance with SEC Requirements (1400) 
Investor Relations (1500) 
.·Eaminp Requirements (1600) 
Interface with Securities Rating Agencies (1700) 
External Audit (1900) 
Corporate Economic Analysis (2000) 
Financial R.esearch/Market Analysis (21 00) 
Pension Asset MJnaaement (2600) 
Tax Counsel, Advice, Planning & Research (3800) 
Tax Return Preparation (3900) 
Corporate Accounting Research (4000) 
Corporate Financial Analysis (4100) 
Corporate Books and Records (4200) 
Corporate Budgets (4300) 
Cash Management (6100) 
Financing Projects (6800) 
Internal Audit Services (7000) 

SCHEDULE 3·1 



• 
Southwestan Bell 

Accqgnt Dgcription/Numbsr 

Extemal Relations (6722) 

Human Resources (6723) 

J..eaal (6725) 

Other General and 
Administrative (6728) 

Special ~ (7370) 

Relief and Pensions (8672) 

Source: Data Request No. 633 

~:"::,. 
H'"'&'Zi~@£:;~:,¢ .. , S-z·pkJij$ciri· '' o-'0 0, ?$'""•'',,, 

• 
Southwcstem Bell Corporatioa Colt 
CC!Ilters that an; chamd !0 Accoat 

State R.epla!Ory Activities (4500) 
Corporate lleoord Filings (4800) 
News and Public Information (5000) 
Trademarks, Patents & Graphics Services (5100) 
Public Issues Research (5200) 
Federal Rcgulatcxy (5400) 
Rate Case Activity (6700) 
Corporate Advertising (8000) 
Marketing Support (8100) 

·Saving Plan Management (2700) 
Employee Training & Development (2800) 
Compensation Planning & Administration (2900) 
Benefit Planning & Development (3000) 
Human Resources Planning & Staffing (31 00) 
Employee Information (3200) 
Senior Management Salary & Benefit 

Administration (4600) 

Litigation (6900) 
Legal Support (7900) 

Corporate Risk Management (4900) 
Corporate Services - Food Services (71 00) 
Subsidiary Support (7500) 

Legislative Advocacy (5300) 
PAC Program (5500) 
Memberships (6000) 
Southwestern Bell Foundation (6200) 

Senior Management Benefits Payments (7700) 

SCHEDULE l·2 
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SBC 
COST CENTER PROFILE 

REPORT 



00199 ConuoUen Support 

This cost center includca: 

Processing of the billa, vouchers, and payroll-related documents of the Parent Company; 
Preparation of the reports uaociatcd with the above items; 
Maintenance of SBC's Local Area Network (LAN) and asaociated support fimctioaa. 

This cost center docs J!9l include the preparation of vouchers or payroll input by the 
department incurring the voucher or payroll costs. (Data Request No. 44) 

Comments: 

This cost center contains Wages and Salaries of $245,146. This ia a Tier 1 COlt center. 
This cost center ia allocated to Tier 2 cost centers based on the percentage of wage charpa to 
each Tier 2 cost center. 



• 
00299 Non-Income Taxes 

This cost center includes tax expense incurred by SBC other than income taxes. 
(Data Request No. 44) 

Comments: 

This is a Tier 1 coat center that is allocated to Tier 2 cost centers similar to Controllers 
Support (199). 



• 
00399 Depreciation 

This cost center includes depreciation expense incurred by SBC. 
(Data Request No. 44) 

Comments: 

Same as Non-Income Taxes (0299) 



00499 Pmtjopa and Bwfits 

This coat center iDcludea: 

Coats 8IIOCiated with the various employee benefit»; 
Tuition reimbUJ'ICliDellt; 
Pcnonal telephone reimbursement (not includinalon& distance or inter-LATA busineu 
calla on penona1 telephone bill); 
Physical examination reimbursement; 
Service anniversuy awards and perfect attendance awards; 
Pension and disability paymeati. 

This includes only direct costs auociated with each employee and not the costs of 
developina or administerin& the benefit and pension plans. (Data Request No. 44) 

Same as Non-Income Taxes (0299) 

SCHEDULE4-S 



• 
00599 Conqact Admipistratioa 

This cost center consists of aeneral corporate expenses primarily incuned throoP contract 
charges ftom Southwestern Bell Telephone Company. These c011s include, but are DOt limited 
to: 

Rental of floor space; 
Telecommunications charaes; 
Treasury (cashier) services; 
Mail operations. 

(Data Request No. 44) 

Comments: 

Same as Non-Income Taxes (0299). Also contains $40,409 of Salary and Wapa. 



• 
01100 Sharecnmer Sgyices 

The purpose of Shareowner Services is to perform fimctioas UtOCiatal with: 

Issuance and transfer of stock; 
Stock certificate recordkeepina; 
Disbursement of dividends; 
Administration of shareowner plans (e.g., DRISPP); 
Issuance of shareowner newsletters, annual reports, shareowner research. etc.; 
Special shareowner projects (e.g., stock split). 

These activities relate to the provision of an accurate accounting of transactions related 
to shareownera and provision of various data to sharcownera regarding their investment. (Data 
Request No. 44) 

Total 1991 SBC Costs 

euuments: 

Direct Charged 
Allocated 
Retained 

SWBT Costs · 
Direct Charged 
Allocated 
Allocation Basis 

$9,338,186 
0 

9,338,186 
0 

$1,s49,93S 
0 

7,549,935 
Equity/Invatment 

Cost Center contains WtleJ and Salaries of $477,481. Oulf Printins (an af&Jiated 
Company) wu paid $1.1 million for printing SBC's annual report to shareowner in 1991 (Data 
1tequest No. 2S4). The Company responses in this case would indicate that SBC did not 
c:ompetitively bid this printing job. The last evidence of competitive biddiDa was fiom the 
Company's response to Data Request No. 1477 in Case No. TC-89-14. In September, 1987, Oulf 
Printing was selected to print the SBC Annual Report. Gulf bid $804,863 while two other 
suppliers bid $759,280 and $763,326. The comment section of the procutallCilt form states: 
"The Annual Report is a statement about our well being. If we don't use Gulf, it will lelld a 
negative message to our shareholders concerning our printing capabilities". $340,000 was 
transferred ftom the allocation pool to be retained by SBC based on the above situation. 



• • 
01200 Apnual Meeting for Shaleowners 

1biJ coat center includes all activitiea related to the annual shmowners' meetina- 1biJ 
includes, but is not limited to, planning and preparing for the meeting and all ftmctioas related 
to the hosting of the meeting. Some examples are: 

Arranging for and renting facilities; 
Providing security for the meeting. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

Comments: 

Direct Charged 
Allocated 
Allocation Basis 

$227).97 
0 

227,297 
0 

$183,601 
0 

183,601 
Equity/Investment 

Cost Center contains Wages and Salaries of$45,111. Addressed in 1he direct testimony. 



Preparation and filina or certain documents with federal and state repJatory bodies; 
Lepl advice and counsel on federal, state and foreip securities law; 
Interface with the various securities exchanps; 
Support and documentation of certain disclosure requirements in the ccxporatioa'a 1 0-Qs. 
10-K and Amlual Report. 

This includes both the coats of maintainina an internal staff in the corporate accounting. 
finance and legal areas and the enpaement of extemal professionals. (Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charaed 
Allocated 
Retained 

SWBT Coats 
Direct Charaed 
Allocated 
Allocation Basis 

$1,573,741 
35,594 

1,538,147 
0 

$1,268,262 
23,840 

1.244,422 
BituftyiiDveatmaat 

SBC issues two sets of Security Exchanp CO'!"'Duim (SEC) requiled report~ (e.a.. 8-IC, 
10-Q, 10-K). One set ia issued for~. The other set is iuued for SWBT. ThDfore, the SBC 
corporate mucture requires two seta of reporta when a staDd alone compay would need to 
provide only one. The requirement to comply with SEC rules and~ il a functiaa of 
beina a compay with publicly 1nded equity security and publicly iuued debt. The SEC 
requilements and rules with related. COlts do not vary with the amount of equity· iD a comp~ay. 
Beaicles, u mentioned above, debt is a factor in the SEC rules and ~ The .cost of 
SEC compliance is not double for a company that bas twice u much debt·l'lld equity U·aodler 
firm. The coat center con1ains $378,837 of wages and salaries. Of this IIID.1Dt $10,834 wu 
directly charged to SWBT and the remainder allocated to all subsidiaries including SWBT. 



• 
01500 Ipyestor R.elationf 

The purpose of the investor relatioas cost center is 10 provide a infonDadoa ftow fiom 
the company 10 various segmeilts of the financial con••wnity. This is priuwily accomptilhed 
through: 

Daily telephone contacts with securities analysis 10 answer questions; 
Replarly published newsletters 10 the investment C(HIQIWDity concerning activities Of 
SBC and its subsidiaries; 
Special direct mailings 10 the financial community; 
Meetings held periodically in the financial centers of the country to present management's 
views 10 the professional investment community; 
Meetings hosted for visiting securities analysts; 
Visits 10 large institutional investors; 
Finacial COJJDJ •unity research. 

(Data Request No. 44) 

Total 1991 SBC Coats 

Comments: 

Direct Charged 
Allocated 
Retained 

SWBT Costs 
Direct Charged 
Allocated 
Allocation Basis 

$2,314,187 
0 

2,314,187 
0 

$1,867,491 
0 

1,867,491 
Equityllnvestmerrt: 

Coat Center contains Waaes and Salaries of $685,503. The above list of activities would 
be expected within a publicly traded company. The cost of these activities \\'OUld not inctase 
by an increase of equity dollars invested in the firm. 



• 
016** Rmpjpp Requirements 

The caminp n:quimnents cost center CODaists of 

Ccxporate financial planning and forecasting with respect to such data u forealsted 
eaminp or projected market sbare growth; 
&anomie and financial research required to determine the coat of capital for the 
Corporation, including net income and shareowner divicleDd requirements. 

Total 1991 SBC Costs 

Cumments 

Direct Charged 
Allocated 
Retained 

SWBT Costs 
Direct Charged 
Allocated 
Allocation Basis 

$335,511 
180,311 
155,200 

0 

Sts2,176 
26,920 

125,256 
EquityiiDvestment 

Another cost center with costs that do not vary or increase because of variances or 
increases in the company's equity accounts. 



• 
0 17** lpterface widJ S!curitjes Ratina A&mciet 

ThiJ COlt ceater CODiiltl of. 

Direct interface with ratina qeacics; 
Diteemjnation of information about the ColporatioD to the ratina apncics (e.a., Moody's 
or Standard and Poor's). 

This cost center is very cloacly related to the Investor Rclatioaa and Eaminp 
Requirements functions. However, this function is related to a specific segment of the financial 
community, the ratina aacncics. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Conanents 

Direct Charged 
Allocated 
Retained 

SWBT Colts 
Direct Charpd 
ADocatcid 
Al1ocatioD Basis 

S214,398 
65,000 

149,398 
0 

$130,839 
10,000 

120,839 
Equityllmeltllleilt 

Costs in this coat center are related to debt ratina apncics (e.a., Moody's, ~'tllldatd and 
Poor's). An equity allocator is inapppriate bccauae it shields SBC subsidilrica with mper debt 
ratios than SWBT (e.g., Intemat:ional) ftom.a hi&hcr shire of these C0111. This places DX'II'C·coeta 
on SWBT replated operations and cutomen. In addition, the equity aize a11ocator it 
inappropriate on these fixed cost levels. 



• • 
019** Ep;mal Audit 

This cost center consiaa of. 

Engagement of a public accounting firm to perform an audit of the corporation's financial 
statements; 

Assistance to the external auditors to ensure an efficient and effective audit. which 
primarily consists of specific functions performed by SBC's controllers organization. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

Comments 

Direct Charged 
Allocated 
Allocation Basis 

$168t492 
39,SOS 

128,987 
0 

$34,647 
(69.646) 
104,293 

Equity/Investment 

Costs for external audit are not determined by the amount of equity recorded on a 
company's books. External audit costs are influenced by hours spent auditing various aspects 
of the company. While the external audit will examine the equity accounts, the extcmal audit 
will also examine areas such u payroll, accounts receivable, assets, internal control, liabilities, 
and revenues. A possibility of th, costs being duplicative and unnecessuy exists since SWBT 
pays for its own audit costs. 

SCHEDULE 4-ll 



• • 
This cost center inchJdes the ..tysea and iRcuts of the atemal ecaMIDic ~ 

u it affeccs the Corporation and the ecoll(IIDy of the Soudlweit nPn 1'1lCie ...,.. iDclade: 

United States economic fincuts, with special emphuia on intereat rates aDd inflation; 
Coordination with subsidiaries 1D ensme coasistency of reaioDa1 ecoaomic incutl wi1b 
United States fon:cuts; 
Analysis of current financial market conditiona and the short-tam impact of cbangel in 
the economy and credit markets on the interest rate outlook; 
Analysis of subsidiary revenue and expense projections buecl on esftmated relatioubips 
with external economic and clemopaphic assumptions. (Data Request No. 44) 

Total 1991 SBC Costa 
Direct Cbarpcl 
Al1ocaaecl 
Retained 

SWBT Costa 
Dilect Cbarpcl 
AJlocated 
Allocation Basis 

$134,415 
0 

334,415 
0 

$269,571 
0 

269,571 
Bquitylfnveatmmt 

Cost Center does not have COifs that are cauled and/or influenced by the doDir aamaat .. 
of equity investment This type of 0Ctivity would be conductecl in films that do not Jaavc publicly 
11'1decli1Dck. Cost C~ter also includea costs and activities that ate duplicative aad1llllleCiall)' 
1D SWBT. SWBT bu its own Rea;icmal Economic Group. Fulther, SWBT prildl JD1X11bly and 
quarterly Economic Dam. These publications ate "Southwest Economic Pcnpec;tivea", 
"Southwest Economic Forecast" 1 "Economic Update" I and "Consttuction in the Southwest". 



• • 
021•• YmanciaJilacmi!JMarbt AMinis 

1bia cost center consists of the prepaation of the Colporadoa's basic ftaBJCial policiel 
and strafelies. 1bia include: 

Research and evaluation of corporate finance policies/stratepa; 
Evaluation of the impact of various alternative finaaciDa suateaia such u .....mty 
schedules, short-term debt levels and equity for debt swaps. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
A11ocatcd 
Retained 

SWBT Costs 
Direct Charged 
Allocatecl 
Allocation Basis 

$103,864 
0 

103,864 
0 

$13,742 
0 

83,742 
Equityllnv~t 

These costa are fixed in nature and do not vaey or increue becauae of the III1CMlt of 
equity investment 

SCHEDuLE 4-IS 



Tbia coat center pdmarily COIIIiltl of 

Makin& investmeat deciaionl with respect to 1he pension plana; 
Determinina 1he auet claucs in which to invest and to what deatee; 
Selectina and monitorina 1he investmeat JDIII8IC'IS; 
Worldna with master trutees in pedbuning required administration and lepl wort; 
Trustees fees relatina to pension plans; 
Insurance premiums relating to pension plans; 
Actuarial fees relatina to pension plans. 

These functions are performed to IDiintain the various pension benefit plans of the 
Corporation and its subsidiaries. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 
Direct Charged 
Allocated 
Allocalion Basis 

SS16,989 
3,717 

513,272 
0 

$4S1,198 
0 

451,198 
&qqe 

These costs are fixed and do not vary or increase with corresponding dalnps m 1he 
number of employees. 

SCHEDULE 4-16 



• 
027•• Sayipg Plan Admjnisqation 

This cost center consists of 

Deciaiona relating to the various savings plans; 

• 
Selecting and monitoring savings plan investment managers; 
Tnutees fees relating to savings plans; 
Administration and legal efforta relating to savings plans; 
Actuarial fees relating to savings plans. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 

SWBT Costs 
Direct Charged 
Allocated 
Allocation Buis 

Same u Pension Plan Administration (026) 

$1,066,810 
606,967 
459,843 

$709,064 
303,74S 
405,319 

Employee 

SCHEDULE 4-17 



• 
Plmuring and developing c:oqxnte conferences, principally periodic meetings for ofticers; 
Design. development, and preaentation of seminars for employees of the Colporation and 
i1s subsidiaries; 
Providing program management and conaultina services for extemal educaaion program. 

(Data Request No. 44) 

Total 1991 SBC Costa 
Direct Charged 
Allocated 
Retained 

SWBT Costa 
Direct Charged 
Allocated 
Allocation Basis 

$4.206,956 
785,539 

3,421,417 
0 

$3,615.202 
599,082 

3,016,120 
Employee 

Cott Center contains expenses related to the Leadenhip Forum. The COitl related 1D 
Employee TminiDg and Development are fixed and do not vary with incn:ues or dccreues m 
employee levels. In fact, in the cue of the Leadenhip Forum, not all employees attended thil 
ICIDinar. · 

n t r····· I 



• • 
This coat center includes: 

Formulation and distribution of corporate policies on bumao resources maaen; 
Assistance to the Corporate staff in human resource matters; 
Publication of administrative pidelines relaaing to human raources policiea and 
proarams; 
Guidance and assistance to subsidiaries for development of compensation programs; 
Design and administration of compensation programs for the Corporate staff, 
Administtation of corporate job evaluation for the Corporate staff and participation on the 
subsidialy job evaluation committee; 
Perform staff functions and administer centralized payroll for the Corporation; 
Administration of the home relocation program for the Corpoiation and provicie' auistaDce 
to subsidiaries u required; 
Provide personnel administrative support for the Corporate staff, 
. Legal counsel, advice, and research in penonnel administration and various compensation 
matters. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Cumm;;nts 

Direct Charpd 
Allocated 
Retained 

SWBT Costa 
Direct Clwpd 
Al1ocatc4 
Allocation Basis 

Same u Pension Plan Administtation (026) 

S2,s40,626 
466,191 

2,074,435 
57,086 

$1,829,212 
264 

1,828,948 
Employee 

SCHEDULE 4-19 



o3o•• Beefit ""enw; ap4 Deyelopmmt 

Developmmt and implemartation of die benefit plan pacbacl for die Colporadoa and 
its subsidiaries; 
Fonmlalioa of corporate policies oa benefit matters; 

Interface apd coordination with subtidialy benefit poups; 
Counsel, advice and research in benefit plumina and development; 
Consultina services for Corporate Health Propms; 
Desip, development, and presentation of health pmarams for the Colporadoa and 
subsidiaries. 

{Data Request No. 44) 

Total 1991 SBC Costs 

Ccn•p•Fftts 

Direct Charged 
Allocated 
Retained 

SWBT Costs 
Direct Charged 
Allocated 
Allocation Basis 

Same u Pension Plan Administration (026) 

$6,430,095 
1,686,204 
4,743,891 

45,845 

$4,179,772 
261 

4,179,511 
Employee 



• 
Design and development of the corporate-wide human ~ iMoaiDICioa system; 
Development and execution of human resource pJannina pmceues aucl RIIOUrCeS for ue 
in corporate mate&ic plannin& e.a.. trend analysis, environmental scannma mel force 
needs analysis; · 
Deaip and development of human resomces strateaies Jelatina to the corporate busiDeu 
plan. manaaement continuity, and executive succession development pmarams; 
Design and development of the corporate-wide mechanized ~ ltaffin& system; 
Presentation of position papers concemina the impact of issues on corpora&e humin 
resources and leading to the establishment of corporate human reaource policies; 
Desip and development of manaaement recruitina practices and policies for 1he 
Corporation and its subsidiaries; 
Screenina and hirina of general ~t and Leadership Development Program 
employees for the Corporation and its subsidiaries; 
Consultation with subsidiaries on individual maDage~DCDt hirina proarau:w. e.a.. recmitin& 
testin& intcrviewin& selections, etc. 

(Data Request No. 44) 

ToD.l 1991 SBC Costs 
Direct Charsed 
Allocated 
Retained 

S'WBT C08tl 
Direct Charged 
Allocated 
.AJrocation Basis 

Same u Pension Plan Administration (026) 

$3,2199881 
3.51,793 

2,868,088 
202,000 

$2,674,64-/ 
146,133 

2,528,514 
Emplo)-ce 



• • 
032** fmplgyee Information 

This cost center includes: 

Employee publications such u Enterprise Magazine; 
Lepl advice and counsel on employee information and programs (i.e.. Code of Business 
Conduct and Employee Privacy Program); 
Development and dissemination of information of interest to the Corporation and 
subsidiary employees. 

(Data Request No. 44) 

Total 1991 SB<:: Costs 

Comments: 

Direct Charged 
Allocated 
Retained 

SWBT Costs 
Direct Charged 
Allocated 
Allocation Basis 

$2,31S,69S 
0 

2,3lS.,69S 
0 

$2,040,533 
0 

2,040,533 
Employee 

Employee Information at the SBC level is unnecessary to SWBT on a staDd alone buia. 
Under the current SBC structure, the SBC Employee IDformation Cost Center is duplicative of 
SWBT's Employee Information program. SWBT has its own Employee information publications. 
These publications include ''This Week", "Telephone Times", "Pioneer News", and "FYI 
Bulletins". 



035** Exccgtjye Support 

Activities asaociated with executive conferences; 
Administrative support pmvidcd to the SBC executives. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Comments: 

Direct Charged 
Allocated 
Retained 

SWBT Costs. 
Direct Charged 
Allocated 
Allocation Basis 

Same u Office of Chailman (3600) 

• 

$1,957,431 . 
6,1lS 

1,9S0,116 
6,715 

$1,471,213 
0 

1,471,21~ 
Oeneral 



036.. Of!lp of t1ae Chaimp 

Overall supervision of the Colpora1ion; 
Attendance at the Board of DiRcton mcctiDp and ofticcn ""'C'rinp; 
Presentations at Board meetinp, Investors caafereDces, Sbareownen meetinp, e&c.; 
Lona-tenn incentive costs auociatecl with retired executives. 

This cost center is to include all of the costs of the top four officers of Southwestem Bell 
Corporation (Parent). 

(Data Request No. 44) 

Total 1991 SBC Costs 

Ccmnpg 

Direct Charged 
Allocated 
Retained 

SWBT Costs 
Dilect Cbarpcl 
Allocated 
ADocation Basis 

$7,717,872 
0 

7,717,872 
0 

SS,842,131 
0 

5,842,131 
Gellml· 

. . 
···Colts in this cost center are mmec:et!IIJY for SWBT 011 a stad ·~~oae buia. SWBT 4oll 

not need two preaiclents or two sets of ofticcm. SWBT's officers let direcdou. for SWBT. $Be 
ca impoH 011 SWBT directioD contrvy to SWBT's best interest if SBC beJieva IUCit clirectioa 
ia in SBC's overall best in1ere1t. SBC can do this because of its 100% OWIICII1Up of SWBT. · 



• 
This cost center iadudes: 

Expenses incumcl for the enaaaement of Directors; 
Payment of Directors fees; 

• 
Other costs incumcl for the benefit of Directors; 
Costs auociated with .Boud of Directors meetinp; 
Costs auociatecl with the membership and participation by an SBC Senior Manapr on 
the Board of an SBC subsidiary (to be direct charged to that subsidiary). 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
AJ1ocattJd 
Retained 

SWBT Costs . 
Direct Charged 
A1locatcd 
Allocation Basis 

$2,226,642 
928 

2,225,714 
0 

$1,683,445 
0 

1,683,445 
General 

The costs are unnecessaty and duplicative. SWBT has a .Boud of Directors and its own 
Board of Directors Meetings. 



038** Tq CoupaL Myice. Plpmins Rlltc!ct!'ch 

Moaitoling and interpreting cwreat and proposed tax Jeaislatioa with respect to itJ impact 
Oil the Corporation and its subsidiaries; 
Relelrching cummt legislation, internal reveoue code, and various court caes; 
Loaa-ranse corporate tax plamrins. advice and COUDie1 in connection with a audits and 
disputa involving taxing authorities; 
Lepl counsel, advice and research in tax-related areas, including issues reprding the 
abaDdcmment and escheat of property. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Coa•p•aenta 

Direct Cbarpcl 
Allocated 
Retained 

SWBT Costs 
Direct Cbarpcl 
Allocated 
Allocation Basis 

Same u Tax Return Preparation 

$2,957,057 
508,151 

2,448,906 
122,948 

$2,072,844 
218,113 

1,8.54,731 
General 



• 
.039** Tax Return Pmtaration 

nus coat center includes: 

• 
Preparation of the Corporation's federal, state and 1ocai income, payroll and fiancJUse tax 
returns, as well as other miscellaneous forms filed with taxing authorities; 
Filin& of estimated tax deposits and various payroll tax deposits; 
Advice and pidance to the Corporation's subsidiaries on tax return preparation and 
filings. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

Comments 

Direct Charged 
Allocated 
Allocation Basis 

$929,739 
61,991 

867,748 
37,007 

$6S1,629 
0 

651,629 
Oeneral 

Cost center has higher potential for inclusion of unnecesall)' and/or duplicative COlts 
being charged to SWBT since one SBC position and relatccl secretary chqe SO% of their time 
to this cost center and SO% to Tax Counsel, Advice, Planning and Research (3800). Thia SBC 
position has the following titles: 

MaDaaing Director- Taxes, 
Vice President-Taxes - Mctromedia Paging, 
Vice President-Taxes • SWB Telewnnmmications, 
Vice President-Taxes - SWB Yellow Pages, 
Vice President-Taxes - SWB Mobile, 
Vice President-Taxes - SWBT. 

SWBT employs a Director-Telephone Company Tax Operations. 

(Data Request Nos. 18, 707) 

SCHEDUl.E 4-27 



• 
This cost center includes: 

Review and investigation of accounting issues on behalf of all corponte activities; 
Responses to proposed authoritative accounting procedures on behalf of all SBC entities; 
Monitor the c:urr=t events of the authoritative accounting orpnizatioDs; 
Develop and propose the overall corporate accounting policies. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

Comments 

Nothing to note. 

Direct Charged 
Allocated 
Allocation Basis 

$564,452 
8,780 

555,612 
0 

$418,899 
0 

418,899 
General 



• 
04100 Corporate Financial Analysis 

This cost center consists of die preparation of various analyses of the overaD 
Corporation's historical and projected financial reauJts. These analyses iDc1uclc: 

Evaluation of the Corporation's and its subsidiaries' financial performance; 
Determination of the impact of proposed regulation on the Corporation and its 
subsidiaries' financial position and objectives ( e.a., proposed tax leplation). 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

Nothina to note. 

Direct Charpd 
Allocated 
Allocation Basis 

$885,529 
0 

885,529 
0 

$670,710 
0 

670,710 
Generil 



• 
042** Corpogte Boob pd Reports 

This coat center conaists of 

• 
Preparation of the jouma1s, ledgen and other related accounq teCOI1k of the 
Corporation and specific subsidiaries. 
Design, preparation, and analysis of intemal financial and adminis1rative report~ of the 
Parent, subsidiaries and CODSOlidatecl Corporation; 
Development and implementation of procedures and controls to accomplish the above 
activities. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

Copments 

Nothing to note. 

Direct Charged 
Allocated 
Allocation ·Basis 

$1,518,064 
3S9,171 

1,158,893 
0 

S868,S19 
0 

868,519 
Oeneral 



Preparation of schedules, guidelines, and assumptioDa used by the Pareat and subsidiariea 
in preparing financina and other types of forecasts; 
Collection, analysis, and review of the Cotporation's and subsidiaries' budpt packaps; 
Preparation of budgets and forecasts for use in assessina cunent and fUture financial 
performance. 

The Corporate Budgets cost center will be used by the Controllers Financial Analysis 
group only. Preparation of departmental budgets should be charged to each respective 
department's normal cost centers. · 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

Nothing to note. 

Direct Charpd 
Allocated 
Allocation Basis 

$470,671 
. 0 

470,671 
0 

S3SS,OS1 
0 

3SS,OS1 
General 

,,, \":>:' 
"'t>M1:@ 



'Ibis coat center does not iDciude costs uaociated wi1h state rate case actMtiet (aee CCN 
067**). 'Ibis cost center' does include: 

Developing corporate policy set before state legislators and regulatory commissims; 
Expcme for participation on various state policy COUDSeJs and boards within the 
teleCOI!iiiUDicationJ industry; 
Parent comp.my involvement on its own behalf with state replaton (e.g., affiliate 
transaction dockets, general investigation dockets, etc.). 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charaed 
Allocated 
Retained 

SWBT Costs 

Nothing to note. 

Direct Charged 
Allocated 
Allocation Basis 

$2,113,492 
743,703 

1,369,789 
0 

$1,766,502 
728,861 

1,037,641 
Geaeral 

SCHEDULE 4-32 



• • 
046** Sepior Meuewtt Salary and Benefit Admitristtation 

Design and administration of compensation and benefit plans for the senior mmapn of 
the Corporation and its subsidiaries; 
Administration of any specified program invol~ing senior managers of the Corporation 
and ita IUbsidiaries; 
TNStee and actuarial fees auociated with senior management benefits. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

CumnFltl 

Nothing to note. 

Direct Charged 
Allocated 
Allocation Basis 

$3,197,942 
. 731,291 
2,466,651 

85,221 

$2,380,375 
516,802 

1,863,573 
General 

SCHEDULE 4-33 



• 
048** Corporate Reccml Filing 

This cost center includes: 

Maintenance of corporate records repnting required state and federal ccxparate filinp; 
Maintenance of corporate records regarding required contractual corporate filiDp. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

. Nothing to note. 

Direct Charged 
Allocated 
Allocation Basis 

$S2,991 
0 

!i2~7 

0 

$40,091 
0 

40,091 
Oeneral 



nus COlt ceater includes: 

Evaluation and acquisition of insurance and alternative methods of risk ~ 
Risk exposure identification and loss control (e.g., enviromnental); 
Corporate security and claims; 
Oovcmment indus1rial security clearances; 
Procurement of all types of surety bonds (Bid, Performance, Judicial, Tax, etc.). 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

CornmgJts 

Nothing to note. 

Direct Charged 
Allocated 
Allocatimt Basis 

$5,947,992 
3,662,165 
2,285,827 

36,271 

$1,801,581 
70,767 

1,730,814 
Gcne:rll 

SCHEDULE 4-3S 



oso•• News an4 Pgbljc IDformatioa 

Tbia cost center includes: 

Writing and dimi'buting news releases; 
Planning and setting up news conferences and special eventslpmjecta; 
Researching and drafting speeches and reprints; 
Evaluating requests for managers to participate in public forums and confaencel. 

Total 1991 SBC Costs 

Comments 

Direct Charged 
Allocated 
Retained 

SWBT Costs 
Direct Charged 
Allocated 
Allocation Basis 

$1,983,989 
0 

1,983,989 
0 

$1,503,284 
0 

1,503,284 
General 

Coats arc unnecessary and duplicative ·of SWBT fUnctions. Costs are related to Puent 
Company activities and should be retained. 



• .-

os1•• TP'kmv'rt Patents, and Grapbiq Services 

This cost center includes: 

Development of SBC identity/graphics guidelines; 
Distribution of the guidelines to all subsidiaries; 

• 
Monitoring the use of the Southwestern Bell name and all Bell trademarks; 
Legal filings to obtain and protect registered trademarks; 
Legal research, advice and counsel l~CgUding trademarks and patents. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Comments 

Direct Charged 
Allocated 
Retained 

SWBT Costs 
Direct Charged 
AI1ocatcd 
Allocation Basis 

$.2,032,212 
101,838 

1,930,374 
25,969 

$1,464,976 
17,310 

1,447,666 
General 

Cost center contains expenses related to the Coqlany's Co+"•m Look Identity Program. 
The cost center represents costs related to the value of the Soadawestem Bell Dillie and logo. 
The chief subsidiary that bas and continues to provide value and Dame recoguitioa to 1hele itema 
is SWBT. The beneficiaries of Oil value are the non-telco subsidiaries. SWBT sboa1d either 
absorb all costs and chaqJe franchise revenues to non-telco subsidiaries or SWBT lhould be 
clwpd none of these costs. I teCOilUDCI1d the latter approach. 

SCHEDULE 4-37 



• 
052** Public IMpct Reaeard! 

nil COlt center includes: 

Identifying. studying and analyzing key emerging economic, IOCial. technological and 
ecological trends and issues which could have an impact on the Corporatim, its 
subsidiaries and customers; 
Bringing changes in the external environment to the attention of senior management in 
all SBC entities. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

Comments 

Nothing to note. 

Direct Charged 
Allocated 
Allocation Basis 

$828,167 
399,097 
429,070 
399,097 

$327,514 
0 

327,514 
General 

<> 
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The following activities are rqnsentative of the fuactioDs pafonDed widliD Ibis COlt 
center. 

Plan and implement the form and substance of advocacy on behalf of SBC and its 
subsidiaries before members of Congress, their personal staffs and Congreuioaal 
committee staffs; 
Acquire intelligence relative to the current and planned interests and the activUies of 
Congress for their impact upon SBC and its subsidiaries; 
Provide input, advice and guidance to officers and other persounel of SBC and its 
subsidiaries in developing corporate positions relative to legislative, political and other 
public policy matters of Congressional. interest. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charaed 
Allocated 
Retained 

SWBT Costs 
Direct Charpd 
Allocated 
Allocation Basis 

$4,062,944 
746,410 

3,316,534 
707,417 

$2,.529,551 
10,636 

2,518,921 
Gcncnl 

Costs aie charpd below th~ l.ine and not included in cost of service to ratepayers. 



• 
OS4** Fedcgl R.egg1atory Activitig 

This coat CCDtcr incluclca: 

Monitorina the activities of the FCC for their impact upon SBC and itl IUblidiBiel; 
Providina input, advice, assistance and pidance to officers and other' penormcl of SBC 
and its subsidiaries in developina corporate positions and strateJiet relative to n:pJuxy 
issues of interest to the FCC; 
Presentina and advocatina corporate positions before the FCC; 
SupportinJ the appropriate regulatory organizations within SWBT and SBC; 
Supportina all other SBC subsidiaries in their federal regulatory efforts. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

Nothing to note. 

Direct Charged 
Allocated 
Allocation Basis 

$4.203,477 
1,605,626 
2,597,851 

51,672 

$3,136,990 
1,167,332 
1,969,658 

General 



• 
OSSOO PAC Prpmm 

This cost center contaiDs the COlli UIOCiated with work perfolmed on behalf of 
Southwestern Bell Corporation's Political Action Coamittce. -

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

Cumwenta 

Direct Charged 
Allocated 
Allocation Basis 

Same as Leaislative Advocacy (5300). 

$152,495 
0 

lS2,49S 

$115,359 
0 

115,359 
General 



• 
056** Stg1ajc Busipw Developmat 

Thia cost center includes: 

• 
Auistance to subsidiaries in developing and implementing business plaDI dJat expand 
their businesses in accordance with corporate strategic plaDI; 
Ideatification and usessmeut of products, services and proarama which will support 
subsidiary business goals; 
Consultation with other orpnizations on matters affecting strategic business development; 
Development of new business to support corporate growth and diversification; 
Reviewing and setting policy on the overall corporate business c:liiection; 
Macro-hued pluming and direction provided by the Corporation's SCDior cec:utivcs; 
Research on the business climate, competitors, opportunities and threau; 
Evaluating the above information with respect to the Corporation's long-tam business 
philosophy. 

(Data Request No. 44) 

Total 1991 sse Costs 
Direct Charged 
Allocated 
Retained 

SWBT Coats 

Comrp:nts 

Direct Charged 
AJlocatccl 
Allocation Basis 

$14,734,463 
4~790,774 
9,943,689 
2,924,939 

$8,201,043 
662,677 

7,538,366 
Oencral 

The Corporate Policy Development coat center (44) was discontinued in 1989 with the 
subsequent usc of the Strategic Business Development cost center (56). In 1989, the Corpotate 
Policy Development cost center had $7 .S million of cost· versus $3 million in tbe Strategic 
Business Development cost center. Since 1989, SBC has grown its Strategic P1atming md 
Strategic Marketing Staff ftom 56 in 1989 to 73 in the 1992 budget This force growth is 
indicative of SBC's increased advancement/pursuit of opportunities in both the regulated. and 
umegulated areas as well as the domestic and international fronts. In 1992, SBC budgeted $14.2 
million for Strategic Business Development Data Request No. 706 



06000 Membenhipt 

1bia cost center iDcludca Cldrlllce or initiatioa fees and ammal, quarterly or monthly clua 
in civic, service, social, recreatioaal or atblctic clubs. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Comments 

Direct Charaed 
Allocated 
Retained 

SWBT Costs 
Direct Gbarged 
Allocated 
Allocation Buis 

Same as Legislative Advocacy (5300). 

$538,907 
0 

538,907 
60,010 

$412,001 
0 

412,001 
Oeneral 



• • 
061•• Cash Manypnsjnt 

This cost center includes: 

Administration of the Corporation's cash management system, including bank account 
maintenance and reconciliation, cash book operations and banking relations; 
Management of the Corporation's short-term investment portfolio; 
Preparation of the Corporation's cash flow fotecuts; 
Assessment of the earnings impact associated with alternative cash investment options. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Conaueuts 

Direct Charged 
Allocated 
Retained 

SWBT Costs 
Direct Charged 
Allocated 
Allocation Basis 

$1,185,089 
527,715 
657,374 
414,754 

$532,285 
1,328 

530,957 
Equny/Jnvestment 

The cost in this cost center is the responsibility of SBC (Parent). SWBT has ita own cash 
management functions with related costs. In fact, during 1990 through 1992 to date, SWBT baa 
not received any cash advances ftom SBC. (Data Request No. 114) To the extent SWBT pays 
dividends to the Parent Company, the cash management costs inCUJ:red in this coat center are 
totally related to SBC's use of its divdlend income. The use of the equity inves1mcot amount 
allocator is not indicative of the factQr tbat causes these costs to be incurred. 

SCHEDULE 4-44 



• 
062SO SouthWestern Bell Foundation 

This cost center includes: 

Development of the Corporation's contribution policy; 
Management of the contribution requests, determination of eligibility, and authorization 
of payment; 
Interface with charitable organizations and the subsidiaries on behalf of the Foundation; 
Processing contribution payments and maintaining Foundation accounting records; 
Managing the Foundation's assets, primarily cash and inves1ments. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Comments 

Direct Charged 
Allocated 
Retained 

SWBT Costs · 
Direct Charged 
Allocated 
Allocation Basis 

Same as Legislative Advocacy (5300). 

$1,454,673 
11,800 

1,442,873 
178,378 

$1,091,876 
0 

1,091,876 
General 



• 
06350 New Venturg and AccmisitioDs · 

This cost center includes: 

Analysis and investiption of domestic and intcmatioaal new busineu YCDtmel or 
potential acquisition candidates (due diligence); 
Negotiations with potential acquisition candidates, including meetings, drafting of legal 
documents, etc; 
Research of the legal ramifications of an acquisition or new venture (i.e., MFJ or antitrust 
restrictions, trade and tariff laws. customs regulations); 
Interface with subsidiaries on the assimilation of the new business. 

Costs associated with these types of activities must always be retained in tbe Parent 
(charging direction code SO). The appropriate Project Identification is to be used when reporting 
this cost center number. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 
Direct Charged 
Allocated 
Allocation Basis 

$5,740,173 
5,740,173 

0 
5,519,039 

$6)51 
6,351 

0 
N/A 

Normally this cost center is to have no costs charged to another SBC subsidialy ocher than 
SBC-Parent company. In 1991, SWBT was charged related to "SWBT absorbing communitclh. 
(Data Request No. 254) 



• • 
064•• Gmup Preticlent 

nus cost center includes an costs incw:rcd within the Group President orpniution for 
the oversight of the national subsidiaries. These costs are to be direct cbarpd only, 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Cbarpd 
Allocated 

.Retained 

SWBT Com 
Direct Charged 
Allocated 
Allocation Basis 

$1,696,640 
1,696,640 

0 
0 

$1,579 
l,S79 

0 
N/A 

Normally these costs are charsed to SBC subsidiaries other than SWBT. However, 
S 1,579 wu charaed to SWBT in 1991. 



Thia cost center iDcluclca Ill services which are pedbmaed for ad bilal ciCher 1D die 
trustee or 1D a subsidiary which may in tum bill1D its respectiw tiutee. ActMtiel 1m perfolmed 
to maintain the various pension benefits plans of the COipCD1ioD ad its sub~Peries. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Comments 

Direa Charged 
Allocated 
Retained 

sWBT·eosts 
Direa Charged 
Allocated 
Allocation Basis 

No costs clwpd to S'WBT in 1991. 

$258,894 
258,894 

0 
258,894 

so 
0 
0 

NIA 



• • 
067** Rate Cue Actiyity 

This cost center includes the aclivities peaformecl to iiipport Southweatan Bell Telephone 
Company rate cases. This includes, but is not Jimited to: 

Responses to infonDation requests; 
Testimony preparation; 
Testimony and witness suppon; 
Rate of return preparation and research. 

This cost center on only be used to direct charge to Southwestern Bell Telephone 
Company's five states specifically. it is only to be used for specific rate case activity, mJ!y when 
SWBt is involved in such a case. All expenses must be accurately documen• including 
employee salary dollars charged. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
A11ocatcd 
htained 

SWBT Costs 

Cumwents 

Nothing to note. 

Direct Charged 
Allocated 
Allocation Basis 

$154,786 
154,786 

0 
0 

$1S4,786 
154,786 

0 
N/A 



• • 
068** Financing Projects 

This cost center includes: 

Activities related to the issuance, maintenance, or retirement of a specific debt issue or 
financing package; 
Administrative and analytical activities associated with the above activities. 

The interest cost and premium or discount amortization arc not included in this category. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Comments 

Direct Charged 
Allocated 
Retained 

SWBT Costs 
Direct Charged 
Allocated · 
Allocation Basis 

$669,321 
250,912 
418,409 

2,938 

$343,272 
5,8~5 

337,417 
Equit:y/Jnvcstment 

Cost Center indicates activity related to debt However, cost allocated based on equity 
investment Allocation procedure would charge SWBT with high equity ratio, with cost related 
to debt The allocation method eliminates possibility of an offsetting benefit to SWBT. SWBT 
can not even receive the benefit of a lower relative allocation of debt related costs, given SWBT 
higher equity ratio/lower debt ratio, to SBC operations with higher debt ratios such as SBIH. 



• • 
069** Lidptiog CSpecific Case) 

1bis coat center includes: 

Activities associated with specific legal cases; 
Activities of the legal department and aU support groups, such as external professionals 
or internal. support of analysis· or research. 

Costs associated with federal claims must be identified with a specific Project 
identification. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Comments 

Direct Charged 
Allocated 
Retained 

SWBT Costs 
Direct Charged 
Allocated 
Allocation Basis 

$1,728,654 
141,195 

1,587,459 
9 

$1,197,572 
1,432 

1,196,140 
General 

Cost center has high potential for being duplicative of SWBT activities. Data baa not 
been received to cletenraine whether duplication actually occurred. 

SCHEDULE 4-Sl 



070** IDtemal Au4it Scnim 

This COlt center incJudes: 

Costs IIIOCiated wi1h intmlal audits concluctcd for the Corporation and ita subtidiariea; 
Development issuance of corpomte intemal audit staDdalds and procechns; 
R.epreaentation at the audit committee meetinp of SBC's Board of Direceon.. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

Comments 

Nothing to note. 

Direct Charged 
AJlocated 
Allocation Basis 

$6,529,383 
6,328,286 

201,097 
0 

$5,362,599 
5,201,998 

.160,601 
Jntanal Audit 

SCHBDU'LE 4-S2 



• • 
071** COl'DO!JtF Services - Food Services 

This cost center includes: 

Activities and services related to the Executive Corporate Dining Facility. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Comments 

Direct Charged 
Allocated 
Retained 

SWBT Costs 
Direct Charged 
Allocated 
Allocation Basis 

$628,634 
389,382 
239,252 

0 

$S98,01S 
387,402 
210,673 

Employee 

The executive dining area is located on the 41st floor of One Bell Center (OBC). AU 
fifth level and above managers can eat in the executive dining room. Lower level (1 through 4) 
managers cannot eat in the dining room unless they are with a fifth level ~ higher officer. 
Normal hours of operations were 6:30 a.m. until 1:30 p.m., Monday through Friday. It also was 
used occasionally for special evening functions. The corporate dining facility at OBC closed on 
January 1, 1993. 

SBC Cost Allocation Manual states that "Most of the costs asaociated with these services 
will be directly billed to the benefitting entity." (Data Request Nos. 941 and 944) 

The use of the employee allocator is inappropriate since only senior managers can use the 
facility. The direct allocation method is also flawed. The direct charges are actually allocated 
to each senior manager located in downtown St Louis, whether they use the dining facility or 
not. The actual usage is maintained on an "Executive Account Log". (Data Request No. 941) 
These costs were disallowed since they ~resent unnecessary expenditures. 

SCHEDULE 4-53 



• • 
012•• Corporate Savicea - Automotive 

This cost center includes: 

Activities and expenses related to the Corporate Executive Ground Transportation 
Services. 

(Data Request No. 44) 

Total 1991 SBC Costs $892,867 
. Direct Charged 330,667 
Allocated S62,200 
Retained 0 

SWBT Costs $810,133 
Direct Charged 314,381 
Allocated 49~,1S2 
Allocation Basis Employee 

Comments 

SBC's Policy on Company Automobiles for Executives states that 

An automobile will be provided to Company Executives on an unrestricted basis 
for use in conducting business affairs of the Company. It is also available for 
personal use. For tax purposes, all use will be personal. If required by Internal 
Revenue Savice regulations, income will be imputed to the Executive; and 
additional withholding taxes will be credited to the Executive's payroll account 

Model Selection Guidelines 

The following guidelines are for comparison purposes only and should not 
be interpreted as a recommendation of any particular make or model, but rather 
should be used as a general standard for cost and model comparison. 

Chairman 

The Chairman has flexibility to select a model and lease term 
consistent with the corporate image. 

Executive Policy Council CEPC) 

Members of the EPC have the flexibility to select a premium model 
consistent with the corporate image (excluding Lincoln, Cadillac, and 
Chrysler Imperial). Options will be selected at company expense subject 

SCHEDUI..E4-S4 



• • 
to the concurrence of the Senior Executive VICe Presidcm-Humm 
Resoun:e. 

Executive in Salary Grade 31 and Above 

The Executive may select a standard-equipped full-size model or 
substitute a mid-size model of lesser or equal value. 

Executives in Salary Grades 29-30 

NOTE: 

The Executive may select a standard-equipped mid-size model. 

All vehicles should be equipped with an air bag restraint 
System on the driver's side and passenger's side where 
available. 

Executive Automobile Administrative Guidelines include the tbllowing: 

1. The operation of the vehicle will be limited to the Executive, 
spouse, and children when accompanied by the employee or 
spouse. Other SBC or subsidiary employees designed by the 
Executive to conduct official company business may also operate 
the vehicle. 

The automotile will be provided on a closed-end aareement lease. 
The lease will be negotiated for a tbrcc-ycar term. 

The following chart includes a vehicle selector list and an 
authorized funding level for each Executive Group. Selection will be 
limited to one of the vehicles on the list 

VEHICLE SELECfOR UST 

Group I - Chairman Funding Level - N/A 
The Chairman ha flexibility to select a model and term of lease 
consistent with the corporate image. 

Group 2 - Executive Policy Counsel Funding Level - N/ A 
The Executive has flexibility to select a premium model consistent 
with the corporate image. Options may be selected at company 
expense. 

SCHEDUI..E 4-SS 



• 
Premium (4D Sedan) 

• 
Cluyslcr Fiftll Avenue 
Buick Patt Avenue 
Oldsmobile 98 Repncy Eli1e 
Mercmy Orand Marquis LS 

GrouP 3- All Other Officers Fnpding Lml- $18.700 
The Executive may select a full-size model fiom the following list 
or substitute a mid-size model. 

Full-Size (4D Sedan) Ford Crown Victoria LX 
Chevrolet Caprice Classic 
Chrysler LH Series 
Pontiac Bonneville SE 

Group 4- Senior Managers <Below Officer Levell Funding Level- $14.800) 

NQTES: 

The Executive may select a mid-size or compact model fiom the 
following list. 

Mid-Size (4D Sedan) Buick Century Lm 
Ford Taurus GL 
Chevrolet Lumina Eum 
Oldsmobile Cutlass 
Dodge LH Series 
Mercury Sable GS 
Pontiac Orand Prix 

1. Funding levels shown above reflect freight and air bags (if available) leu 
fleet incentives. These funding levels will be reduced by any available 
lease «;omP~DY discount which may vary with each leasing company. 

2. The Executive may select any of the standard-equipped models authorized 
within the appropriate Group. Optional equipment may be included It 
Company expense as 1on& as the total price does not exceed the authorized 
fimdinalevet Additional options, which increase the cost of the vehicle 
above the authorized :funding level, will be included at personal cxpcaae. 

3. The Executive will receive the benefit of rebates and other incentives 
whenevCf possible. 

Options are to be selected by the Executive. Any options that will 
increase the cost of the vehicle above .the authorized funding level will be 
purchased by the Executive at his/her own eXpense at ordering time. A 
"due date" for receipt of payment for such options, within 10 days, will be 
included on the billing transmittal letter. When payment is received,. the 
new vehicle will be cm:lered. 



I ' 

• • 
Insurance 

Liability iDsuraDce wiD be pun:hlaed by the mbtidiary to cover the 
Executive, spouse and children, when accompanied by the employee or 
spouse. This insurance coven both business and personal use. Some 
subsidiaries may choose to be self-insured. 

The Company will provide one or more major credit canis to be 
used for the purchase of fuel. The credit card is to be used for fueling the 
assigned vehicle only. Current mileage should be noted on the credit card 
receipt. 

If the Company parking space is on a motor pool lot that bas a 
bulk fuel tank and attendant, arrangements can be made for fueling and 
wuhing. 

Maintenance 

During the wammty period, all maintenance and report work: wiD 
be performed by the delivering dealer or a nearby manufacturer's 
fianchised dealer that will honor the warranty. After the wamnty period, 
there are national accounts in Southwestern Bell Telephone (SWBT) 
Company's name with mVor suppHen that may be used. butructions oa 
the use of the natiopal accounts can be obtained ftom the SWBT 
Automotive Group. 

Arrangementf may be made for monthly billing by the vendor or, 
if paid in full by the Executive, a · voucher may be prepared for 
reimbursement. 

(Data Request No. 70S) 

I recommended that the cost of this cost center be disallowed since purchase of automobile~ for 
SBC executives is not a necessary expense, especially since the automobile can be used for 
personal usc and driven by the executive's children. The employee allocator is also inappropriate 
·for this C06t cc.nter. These costs only apply to senior managers, not the entire SBC employee 
workforce. 

SCHEDULE 4-57 



074•• Corporate Seryicet - &ccutiye Air 

This cost center includes: 

Activities related to the provision of the Corporate Executive Air Tramponation Savices. 

These ~ are directly billed to the entity employina the company aircraft. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Comtuqats 

Direct Charged 
Allocated 
Retained 

SWBT Costa 
Direct Charged 
Allocated 
Allocation Basis 

$14,988,983 
14,988,983 

0 
3,949;449 

S9,237,1S1 
9,237,1Sl 

0 
N/A 

SWBT -MO has indicated that they are not aoin& to seek teCOVery of thele COlts. 
Adjustment is addressed in the direct testimony of John Cassidy. 

SCHEDULE 4-58 



• 
075**. Subsidiary Support 

This COlt center includes: 

Wort performed on special projects not includible in any other cost <:en1a; 
Tasks performed specifically for the benefit of a subsidiary or poop of subtidiaries. 

These coats will be direct cbarpd accordinaJy. Before applyina this 001t center to 
expenses, consideration must be pen to other cost centers that may be more appmpriatc. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct CJwaed 
~ 
Retained 

SWBT Costs 

Coopenta 

Nothina to note. 

Direct CJwaed 
Allocated 
Allocation BuU 

$2,224,037 
2,224,037 

0 
60 

so 
0 
0 

N/A 



07650 An PIOIIJm 

1bit COlt center contaias the COlts • ...,., with SBC'a Art Prqpam Which is 
ldmiDiatered by the Colporate CG•a•micatiou DepaalmCDt The costs of the actual lltWolk 
inveatment arc not included in this COlt center. 

(Data Request No. 44) 

Total 1991 SBC Coats 

Nothing to note. 

Direct Charpd 
A11ocatecl 
Retained 

$648,094 
648,094 

0 
648,094 

so 
0 
0 

NIA 



• • 
on•• Senior Management Benefit Expenses 

This cost center contains expenaes for certain Senior Manager benefits. such as the 
Supplemental Retirement Income Plan, and is to only be used by the Controllers department. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Comments 

Direct Charged 
. Allocated 
Retained 

SWBT Costs 
Direct Charged 
Allocated 
Allocation Basis 

$15,369.802 
5,954,042 
9,415,160 
5,954,042 

$8,295,323 
0 

8,295,323 
Employee 

The SBC Supplemental Retirement Income Plan (SRIP) represents the only SBC Benefit 
Plan with expenses that ~ charged to this cost center. The SRIP is a benefit plan designed to 
provide retirement benefits in addition to those benefits provided under the management pension 
plan. The Company stated its objective is to reward key employees who have provided valuable 
services during their career with the Company. Only employees who have attained a sala1y grade 
of 29 or higher (Senior Management) are eligible for SRIP. The actual benefit for each employee 
is determined through a formula utilizing a service factor, salary grade, and salaly with short-tam 
award. In 1991, $9,415,822 was charged to this cost center for the SIUP. (Data Request No. 
1008) 

The employee allocator is inappropriate for this cost center since a majority of SBC 
employees are not even eligible for these benefits. The expense are unnecessary. SRIP is 
designed actually to guarantee a minimum retirement benefit for SBC's senior managers. This 
minimum benefit is called a target percentage of final average total. cash compensation. The 
target pcr=1tagcs of final average total cub compensation are chaitman aud chief executive 
officer, 15%; certain executive officers, 70%; other executive officers and other officers, 60-~; 
and other senior managers, SOo/o. SRIP pays the difference, if any, between the target amount 
and what would be payable under the Management Pension Plan if the pension plan's payments 
were computed without regard to deferrals. The expenses have historically been retained by SBC 
and I believe such an approach is correct. 

SCHEDULE 4-61 



• 
.078•• Bepeftt Paymmll 

This coat center iDcludea l!llftiiPIIII'IIDd IIO*""'ftat'i'IIC penaioft plan payment~ which 
are paid by the Corporation on bebaJf of all subsidiaries. These expense~ are to be ctirecdy 
charged to the appropriate subsictiariea. Pension plan paymaata made for Patent company 
employees should be charged to cost center (9400). 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Charged 
Allocated 
Retained 

SWBT Costs 

Couments 

Nothing to note. 

Direct Charged 
Allocalecl 
Allocation Basis 

ss,toa,171 
5,108,171 

0 
0 

$0 
0 
0 

N/A 



0719** ,., Support 

General lepl advice and COUDSd to specific subsidiaries; 
Assistance in preparation of lepl forms; 
Corporate aovemance. 

(Data Request No. 44) 

Total 1991 SBC Costs 
Direct Clwpd 
Al1ocatecl 
Retained 

SWBT Costs 

Conunpts 

Nothing to note. 

Direct Charged 
Allocated 
Allocation Buia 

$1,682,843 
1,682,843 

0 
0 

$443 
443 

0 
N/A 



• • 
080** Comorate Advertising 

1bit adveniting proarllll is CODSUIIlef oriented with the purpoiC of pmmotins the 
Southwestern BeD name and image. 

This cost center includes: 

Administration of the "corporate" advertising program; 
Development of the overall direction of the "ccxporate" advertising program; 
Engaging and working with advertising firms in developing the various advcrtiling 
campaigns; 
Campaign effectiveness research. 

(Data Request No. 44) 

Total 1991 SBC Costs 
DRct Charged 
AJlocatcd 
Retained 

SWBT Costs 

Conmcntl 

DRct Charged 
Allocated 
Allocation Basis 

Addressed in Direct Testimony of Jolm Cassidy. · 

$9,336,837 
843,9S1 

8,492,886 
1,390.~7 

$4,225,973 
0 

4,225,973 
Mm:etingFidor 



• • 
oat•• Mtrbtina Support 

This cost center includes: 

Producing, packaging, and distributina on-going communication to key eDema~ audienc:es 
(tarpted subsidiary customers, key financing and community leaden, replalon. and 
media); 
Expenia incumd which are IIIOCiated with Updat; magazine. 

Publications such as Update; serve u information, sales and positioning tools for the 
Corporation and ita subsidiaries. 

(Data Request No. 44) 

Total 1991 SBC Costs 

Cuwwmts 

Direct Charged 
Allocated 
Retained 

SWBT Costs 
Direct Charged 
A1locatecl 
Allocation Buia 

$14,325,957 
3,628,277 

10,697,680 
3,596,591 

$5,421,741 
178,757 

5,242,984 
Marketing Factor 

Cost center contains expcDICI n:Jated to I) spoDIOl'lbip of "SmithiO!lim World" em pubtic 
televiaion, 2) $252,000 for SBC Colonial Golf Tournament, 3) $795,000 fbr Coloaill and Senior 
Oolf Clusica, 4) Ben Hogan CiolfToumey, and S) payments to Ray Floyd, aolfi=r. (Data Request 
No. 254) Costa in this cost centc are unnecessary. These costs have similar characteristics with 
institutioaal advertising which ia diaaJiowed by the Miuouri Public Service Owmriuion. I 
~eCCR•u•wd 1hcse costa be disallowed ftom SWBT-MO's cost of service. 




