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SUPPLEMENTAL SURREBUTIAL TESflMONY 

OF 

ROBERT E. SCHALLENBERG 

SOUTHWESTERN BELL TELEPHONE COMPANY 

CASE NOS. TC-93-224 & TO-93-192 

Please state your name and business address. 

Rohen E. Schallenherg, P.O. Box 360, Jefferson City, Missouri 65102. 

By whom are you employed and in what capacity? 

I am a Regulatory Auditor with the Missouri Public Service Commission 

(Commission). 

Q. Are you the same Rohen E. Schallenberg who has previously filed 

direct, rebuttal and surrebuttal testimony in this proceeding? 

case? 

A. 

Q. 

A. 

Yes, I am. 

What is the purpose of your supplemental surrebuttal testimony in this 

The purpose of my supplemental surrebuttal testimony is to addt'ess the 

rebuttal testimony of Company witness Thomas J. Flaherty regarding the issue of 

Southwestern Bell Corporation (SBC) parent company costs. Mr. Flaherty is the 

primary witness for the Company in terms of justifying the SBC costs included in 

Southwestern Bell Telephone Company's (SWBT) cost of service. 

Q. Please summarize your response to Mr. Flaheny's testimony. 



1 

2 

3 

4 

s 

6 

7 

8 

9 

10 

11 

12 

18 

19 

20 

21 

Supplemental Swtebuttal Testimony of 
Robert E. Schallenberg 

A. One of the difficulties with Mr. Flaheny's testimony and the attached 

reports is his failure to focus on the Commission ordered 1991 test year in this case. 

For example, if one reviews Schedule 2, page V-46 of his rebuttal testimony, he 

provides a chart related to 1992 SBC costs. Since the Company in its rebuttal 

testimony does not seek to include in its case calendar year J 992 SBC costs (SWBT 

proposes the test year ending September 30. 1992 level of SBC costs), portions of Mr. 

Flahcny's testimony does not correspond to any cost of service proposal related to 

SBC costs. 

All the documentation that supports Mr. Flahcny's testimony has yet to be 

provided to the Staff, which creates another difficulty in addressing Mr. Flaherty's 

rebuttal testimony. This testimony will be written to assume that if Mr. Flaherty has 

not provided any documentation to support a portion of. his testi~y. then his 

statements are not supported by any undetlying docutnentation. 

I. do agree with "'fr.·· flaherty that the Federal. Communication Commission 

(FCC) cost allocation rules apply to this issue. In that rcg3rtt{ I will address .bis 

corporate value study. for which the results are not actually relevant to this issue since 

there is no provision within the FCC rules for waiver of their appl. in ;\ieu of a 

corporate value study. 

Q. 

A. 

What are the FCC rules that apply to this issue? 

Mr. Flaherty provides his description of the applicable rules on his 

Schedule 2, pages IV-6 through IV-8: 
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Federal Communications Commission 

• 
As part of its overall regulatory oversight of the 
telecommunications industry, the Federal 
Communications Commission (FCC) has developed and 
implemented rules regarding cost accumulation and 
separation. In FCC Repon and Order, CC Docket No. 
Rfl-I11 released February 6, 1987, rules were established 
regarding the assignment and apportionment of costs 
related to both regulated and unregulated subsidiaries. 
These rules are predicted on the fact that the FCC 
wants to assure that adequate structure is provided to 
regulated entities in order to eliminate the potential for 
any cross-subsidization. 

FCC Docket No. 86-111 provides both general and 
specific rules regarding cost apportionment. These 
rules and underlying principles are intended to reflect 
fully distributed ccst principles as contained in Section 
64.901 of the FCC's rules. In developing the cost 
allocation standards and guidelines contained in FCC 
Docket No. 86-111, the FCC explained its rationale on 
several occasions. The following paragraphs from the 
Report and Order provide insight into the FCC's 
rationale: 

148. . .all costs with either a direct or an 
indirect causal link to either regulated or non­
regulated activities will be directly assigned to 
the appropriate activity. The remaining costs 
will then be apportioned between the regulated 
and non-regulated activities. Cost causational 
attribution factors will be used whenever 
possible, and the remaining costs will be 
apportioned on the basis of a general allocator. 

152 .... In our NPRM we proposed a hierarchy 
of principles which should be used in the 
allocation of costs: that dedicated costs should 
be directly assigned; that common costs should 
be allocated based upon a direct measure of 
relative use if possible, otherwise on an indirect 
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IIIMS8n of 8#; """"""ff•.., .. llind 
or iluliNet _,,,.,, CNltl k ....,, ,,_,, • 
genert1l allocator sl,oaltl be ased. After 
considering tlle comaelflS of tlle ,,.,-tws we uw 
cone,,,_ that tlle genen,1 principles es,,o,,.tl in 
the NPRM are reasonable . .. 

156. c. Generctl allocator - We have decided to 
depart from the general allocator proposed in the 
NPRM. and to adopt a single-factor allocator 
based on total company expense. The allocator 
is to be co111putetl by using the ratio of all 
expenses directly assigned or attributed to 
regulated anti 11011-regulatetl actiPilies, anti 
applJing that ratio to residual costs. We believe 
that this general allocator is responsive to a 
majority of the comments we have received on 
this issue. and will pro'Vidtl a reasonable 111ethod 
for allocating residual costs. 

In these comments. the FCC llas recognized dud direct 
assig11111e11t followed by cost causation-related 
allocations are the preferred 111ethods for cost 
apportion111ent. However, the FCC also recognized that 
for llUUIY cost categoms, no cost-causative allocation 
factor would be available. In those cases, ii was 
detem,ined tluit an o•ffllll allocation factor 111ust k 
defaulted to and used e•en though 110 specific 
relationship would be de111allstrtlted. 

The general comments above are reflected in the cost 
allocation standards and guidelines contained within FCC 
Docket No. 86-111 for cost apportionment. These 
include: 

(b) In assigning or allocating costs to regulated 
and non-regulated activities, carriers shall follow 
the principles described herein. 

( 1) Tariffed services provided to a non­
regulated activity will be charged to the 
non-regulated activity at the tariffed rates 
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and credited to the regwated revenue 
account for that service. 

(2) Costs shall be directly assigned to 
either regulated or non-regulated ac..-tlvities 
whenever possible. 

(3) Costs wAicA cann•t 1M directly 
assigned to eitAer regulated or n•n­
rq,,ltdBd IICtiviMS will ,,. •scrihtl -
co1111110n costs. CfJIIIIIIOII com slMll h 
grouped into Ao•ogeneo,u cost 
categories designed to facilitate tl,e 
proper allocation of costs between a 
carrier's regulated and non-regulated 
activities. Each cost category shall be 
allocated between regulated and non­
regulated activities in ac..-cordance with the 
following hierarchy: 

(i) WMIMNI" J"laillle, COIIIIIIOII 

cost~• ar. ttt k tdloctded 
btlsed ,,,_ tlirffl ..,,,_ of t1ae 
origill of t1ae com tWt,,selws. 

(ii) When direct analysis is not 
possible. common cost categories 
shall be allocated based upon an 
indirect. cost-causative linkage to 
another cost category ( or group 
of cost categories) for which a 
direct assignment or allocation is 
available. 

(iii) WAen neitl,er direct nor 
indirect •easures of cost 
causation c1111 h fou,ul, t1ae cost 
category shll h allocated based 
upon a general allocator 
co•puted by using the ratio of 
all e%penses directly asigned or 
attributed to regulated and non­
regulated «tivilies. 
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Q. 

A. 

These principles provide a framework for assessing the 
reasonableness of an allocation approach. These 
principles represent the results of extended and detailed 
debate and discussion by intercxchange carriers., local 
exchange carriers. customers, regulators and vendors. and 
provide an indication of the parameters considered 
relevant and implementable. The guidelines described 
above clearly recognize that situations will arise where 
costs are not identifiable with any causative factor and 
must be apportioned on a basis that represents a 
proportionalization of expenses assigned or allocated 
prior to that point Thus, it encompasses the concept 
that benefits may be attributable to an entity for residual 
costs or general activities based on the level of benefit 
already derived through assignment or direct allocation. 
Consequently, benefits are assumed to flow to entities 
based on nondiscrete factors that arc indirectly indicative 
of use or proportion. Furthermore, the implicatio,u of 
FCC Doeket No. 86-111 are directly relew,nt to SBC, 
becau&e as 1111 '4/filiaur of SWBT, SBC u requintl to 
comply with FCC Docket No. 86-111 if it intends 
SWBT to record tlur frill amount of SBC allocated 
cost& (Emphasis added: FCC Docket No. 86-111 ). 

What is the relevance of the FCC cost allocation rules to this issue? 

These rules are the core to this issue. I agree with the following 

statement by Mr. Flaherty on page 9 of his rebuttal testimony: 

SBC is considered an affiliate of SWBT because it 
performs activities on behalf of SWBT. As an affiliate 
company, if it wishes to charge SWBT for various 
services, it must meet all the conditions and 
requirements for distributing costs as promulgated by 
FCC Docket No. 86-111. (Emphasis added) 

Mr. Flaherty goes on to state that HSBC does, in fact, meet all these 

conditions". I agree that SBC must meet the requirement.~ of the FCC Docket No. 

86-111 (86-111 ). I do not agree with Mr. Flaherty that SBC is meeting the 86-111 
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conditions and requirements for cost distribution. In fa~ my examination of SBC 

reveals instances of cost allocations to SWBT that were contrary to each of the 86-111 

requirements already discussed, as well as those discussed on page 9 and l O of Mr. 

Flaherty's rebuttal testimony. The Staff's cost of service adjustments that Mr. Aaheny 

opposes in his rebuttal testimony are intended to address a portion of the 86-111 rule 

variances. It should be noted that data provided by SBC since the filing of Staff's 

complaint case and in Mr. Flaherty·s workpapers provided in support of his rebuttal 

testimony have shown that I underestimated the extent of 86-111 variances that have 

occurred at SBC. This will be addressed later. 

Q. 

A. 

How will your testimony be structured'! 

Ms. Wepfer. on page 6G of her rebuttal testimony, categorized the four 

major components of this issue as follows: ( 1) Inclusion of SBC in General Factor. 

(2) SBC Business Unit Adjustment; (3) SBC General Factor Adjustment: and (4) 

SBC Expense Disallowance. 

The requirements of the 86-111 would satisfy the Staff's criteria discussed by 

Mr. Flaherty on page 16 of his rebuttal testimony. and are the basis for the Staff's 

position on each of the four issues listed above. Unnecessary and duplic,,tive costs 

should not be directly assigned or charged to accounts that are allocated to SWBT. 

SBC functions that SWBT would not perform without SBC likewise should not be 

directly assigned or charged to accounts that are allocated to SWBT. The 86-111 

allocation requirements and hierarchy would result in a reasonable and equitable 

allocation process. 
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I will address Mr. Flaherty's testimony in the same format and order as 

suggested above by Ms. Wepfer for the four categories of issues with SBC costs. I 

will then address other points of disagreement between Mr. Aaherty and the Staff on 

the SBC issues. 

INCLUSION OF SBC IN GENERAL FACTOR 

Q. Can you describe the portion of 86-111 and Mr. Aaheny's testimony 

that addresses this component of the SBC issue? 

A. Yes. Staff witness Kelly J. Riley's supplemental surrebuttal testimony 

will also address this issue. The inclusion of. SBC retained costs in the general 

allocation factor is an issue related to the following paragraph of 86-111. as previously 

discussed: 

When neither direct nor indirect measures of cost 
causation can be found. the cost category shall be 
allocated based upon a general allocator computed by 
using the 1'tltio of all expenses directly assigned or 
attribu~d to regulated and noftgreplated aeti-,,ities. 
(Emphasis added.) 

The issue is whether SBC can remove the expenses it directly charges itself 

("retains") before it determines the above general factor ratio. The amount of expenses 

allocated to SWBT is higher if the SBC retained expenses are removed from the 

determination of the general factor ratio. Under the FCC guidelines, I do not agree 

that SBC can remove its direct expenses from the determination of the general factor 

ratio. 
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The rebuttal te.~timony of Mr. Flaherty on page 36 di~uw:s three general 

points to support SWBT's position on exclusion of SBC costs from the detennination 

of the general factor. These points are: 

1) 

2) 

SBC only exists as a direct result of it~ operating subsidiaries; 

accounting theory and standards prohibit allocation of SBC costs 

to SBC; and 

3) SEC Staff Accounting Bulletin No. 55 states that parent 

company expenses should be reflected in the financial statements of operating 

subsidiaries. 

These three points do not justify the Company's exclusion of SBC costs from 

its general allocator. Exclusion of SBC costs from the general allocator is contrary to 

the 86-111 allocation rules and results in an over-allocation of costs to SWBT and its 

ratepayers. 

Mr. Flaherty's first point is based on his incorrect characterization of the role 

of SBC in regard to its subsidiaries. He makes this error on page 6 of his rebuttal 

testimony. Once the role of SBC is correctly described. Mr. Flaherty's second and 

third points are then supportive of the inclusion of SBC costs in the gencrcd allocator. 

Q. Are there other portions of Mr. Flaherty's rebuttal testimony where he 

fails to correctly describe the role of SBC? 

A. Yes. On page 3 of his rebuttal testimony, Mr. Aaherty states: 

SBC is a parent company organization that was created 
at divestiture to accept the ownership of the assets being 
transferred from AT&T and to provide for the strategies. 

9 
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corporate and financial management of its existing 
operating subsidiaries including SWBT. 

The above quote was edited from the following description contained in Mr. 

Fiaherty's workpapers: 

The SBC parent company organization was created at 
divestiture in 1984 to provide for the strategic and 
financial management of the activities of its existing and 
future group of operating subsidiaries. Since its 
inception, the structure and scope of SBC has evolved to 
reflect the overall needs of the busines.1, and the specific 
needs of its subsidiaries. As this structure has evolved, 
the methods used to develop, approve. assign, allocate. 
and monitor SBC costs have also changed. These 
changes in methods, specifically for c..'Ost as."iignment and 
aHocation, reflect the continuing enhancement of 
management processes within SBC and external 
requirements for regulatory compliance within the states 
and the Federal Communications Commission (FCC). 

(Emphasis added). (Southwestern Bell Corporation. Cost 
Allocation System, Technical Manual, Overview, 
page l). 

It is interesting to note that the above SBC description appears in the 1989 

Deloitte & Touche review of SBC costs and allocations (Staff Data Request No. 1001), 

as well as on page 1-1 of Mr. Flaherty's Schedule 2. 

Mr. Flaherty's workpapers provide the following description of SBC in the job 

description of SBC's Managing Director - Strategic Planning: 

Southwestern Bell Corporation is a holding company 
formed for economic and legal reasons as a result of 
divestiture from AT&T. As an independent business 
entity, SBC is solely responsible for the development 
and implementation of its strategic plan which is the 
basis for corporate return and growth involving not onl:, 
existing subsidiaries but also the acquisition and 

10 
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deNlop,,,ent of INW liRa of hsiMn IIMt e19i,1fiu M 
tl,e strength of the onrall corpt1rtmo11 (Emphasis 
added.) 

SBC describes its basic strategy as understanding a very complex ponfolio of 

companies, finding growth and diversification opponunities and managing the business 

with a commitment to making the choices necessary for suc\.-ess. The four SBC 

"strategy statements" are: 

• 

• 

• 

• 

Offer, through our subsidianes, a broad range of 
telecommunications producl'i and services built 
on our diverse networks. 

Expand our wireless access businesses into 11ew 
national and i11temational territories, and adapt 
emerging technologies to create and maintain 
robust, cost efficient networks. 

Pursue international telephone compan1 
priNtiultions which have growth potential. 

Continuousl1 assess or,r businesses and rncope, 
di,est or shut dow11 those that ha,e weak 
c1r,,;,:petiti,e positions or an in unattrac.ti,e 
industri6s, unless the1 pro,ide substantial, 
measurable be,aejits to other businesses in the 
Corporation. (Emphasis added: Data Request 
No. 71.) 

In his testimony, Mr. Flaheny has expanded SBC's reason for existence by 

adding the ownership aspect, but n:iore importantly, he has also omitted any 

ac~owledgement that some of SBC's activities are not related to its existing 

subsidiaries. Mr. Flaheny's rebuttal testimony omitted the fact that SBC is involved 

in the acquisition of companies and/or interests in companies as well as selling its 

subsidiary operdtions and/or portions of its subsidiaries. 

11 
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Mr. Flaheny fails to consider. in regard to the mue of .. lnclusioa of SBC in 

General Factor", that SBC engages in activities that are not related to its existing 

subsidiaries. This point is evidenced by the fact that SBC retains certain expenses. 

The criteria for SBC to retain costs is that these cost~ are of no benefit to the SBC 

subsidiaries. Since SBC retains costs (e.g.,**-----** in 1991), as shown in 

Mr. Flaherty •s workpapers, then SBC does engage in activities that are not related to 

any of SBC's subsidiaries. 

Q. Please discuss Mr. Flaherty's second and third points concerning this 

issue. 

A. Mr. Flaheny's second point asserts "that costs should be allocated based 

on cost-causally related allocation factors and/or allocated based on the relative level 

of benefits received". lllclusion of SBC costs in the general allocator will allocate 

common residual costs to SBC activities which are related to its subsidiaries, as well 

as allocate SBC residual cost; to SBC activities not related to its subsidiaries. 

Finally, Mr. Flaherty's concern regarding SEC Staff Accounting Bulletin No. 

55 is unfounded. Mr. Flaherty already acknowledges (Schedule 2. page V-51) the fact 

that some SBC costs are retained at SBC and some SBC costs will be charged to the 

subsidiaries. The issue of including SBC in the general allocator only impacts the 

amount of costs retained. This is not a real concern at SBC, as will be addressed later. 

Mr. Flaherty has already accepted the concept that some of SBC costs will not be 

reflected on the subsidiaries• financial statements. Therefore, his concern related to 

this particular issue is inconsistent. 

12 
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Q. 

Do you agree? 

A. 

On page 24 of his rebuttal testimony,. Mr. Aaherty states: 

Staff's inclusion of SBC retained expenses in the general 
factor calculation is in appropriate. Staff asserts that 
SBC should share in the common costs of the 
corporation by claiming that it l'C\..'Cives a benefit from 
the services that are provided. However. SBC·s purpose 
is to provide direction and oversight for all SBC 
subsidiaries. The subsidiaries are the beneficiaries of 
these functions. not SBC. If there were no subsidiaries. 
there would be no parent company costs. Thus. 
allocating SBC parent company cost"i to itself is not 
logical and would distort the allocation process. 

No. SBC engages in merger. acquisition. and divestiture activity. This 

activity is not a benefit to existing SBC subsidiaries. Mr. Flaherty's discussion of 

SBC's purpose and role in regard to its subsidiaries has already been discussed and 

will not be repeated here. 

SBC BUSINESS UNIT APJUSTMENT 

Q. Can you describe the portion of 86-111 and Mr. Flahertfs testimony 

that addresses this component of the SBC issue? 

A. Yes. The SBC business unit adjustment is an issue related to the 

foUowing 86-111 paragraphs that hav~ previously been discus.~: 

Whenever possible, common cost categories are to be 
allocated based upon direct analysis of the origin of the 
costs themselves. 

When direct analysis is not possible. common cost 
categories shall be allocated based upon an indirect, 
cost-causative linkage to another cost category ( or group 

13 
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of cost categories) for which a direct amignmcnt or 
allocation is available. 

The issue here is whether the SBC investment and employee allocation fac.'lorS 

represent a direct analysis of the origin of the related cost~. I do not believe that they 

do. I developed the Staff's business unit allocator as the best attempt to meet the 

requirements of the above portion of 86-111. However. I am not opposed to treating 

those expenses listed on Mr. Flaherty's Schedule 2, pages V-59 and V-60 as being 

currently allocated by employees or investment as general in nature, and allocating 

them by the general allocator. 

Mr. Aaherty's rebuttal testimony addresses this issue in several different places. 

I will address those portions of Mr. Flaherty ·s rebuttal testimony in the following 

questions and answers. 

Q. On page 56 of bis rebuttal testimony. Mr. Flaherty states that Staff's 

business unit method is not based on cost causation principles or any other accepted 

method of allocation. Is this accurate? 

A. No. Bellcore uses a business unit method for its core and/or 

infrastructure expenses. These expenses are assigned/allocated to each Regional Bell 

Operation Company (RBOCs) in equal one-seventh shares. There are seven RBOCs. 

Transactions with Bellcore are affiliated transactions from the perspective of SWBT 

and must meet the 86-111 requirements. 
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Q. On page 6 of his rebuttal testimony, Mr. Flaherty states the expenses for 

employee information and pension plan administration is dirccdy related to the 

operating subsidiaries· average number of employees. Do you agree? 

A. No. I would agree with the example in Mr. Aaherty's workpapers that 

describes the expense of sending a bulletin to each employee as directly related to the 

number of employees. However. the writing of the employee bulletin is a fixed/semi­

fixed cost as shown in his workpapers and not direcdy related to the number of 

employees. Further, Mr. Aaheny's example also shows that the designing of an 

employee benefit~ package is a fixed/semi-fixed cost. and not directly related to the 

number of employee::;. I will address pension plan administrc1tion in a later section of 

this testimony. 

Q. On page 6 of his rebuttal testimony, Mr. Aaheny states that "using the 

investment factor . . . reflects thf.!I amount of equity investment in the operating 

subsidiary and its relative need for capital." Is this true? 

A. No. The invesuncnt factor represents the amount of equity recorded on 

the subsidiary's books. It does not represent their relative need for capital. It docs not 

represent the amount of equity capital raised by the sale of SBC stock. SBC has not 

issued stock for the purpose of raising capital at any time. SBC has generated its 

equity capital internally. 

The book equity accounts do not reflect the representative subsidiaries• need 

for capital. In fact, the representative subsidiaries' need for capital is much different 

than the amount of equity reflected on the subsidiaries• books. For example, in 

15 
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** 

_ ** This infonnation for each SBC subsidiary for 1990 - 1993 is given in 

Schedule J attached to this testimony. 

The infonnation on Schedule 1 shows that SWBT is not the main user of SBC 

equity contributions. SWBT has not received an equity contribution from SBC since 

1988. Therefore, SBC's investment factor does not represent (1) the SBC subsidiaries' 

relative need for capital, (2) SBC's capital flow. and (3) the use of capital among 

subsidiaries. 

Q. On. pages 19 and 20 of his rebuttal testimony, Mr. Flaherty disagrees 

with your conclusions that SBC's use of the investment allocation factor is inequitable 

and unreasonably. Further, Mr. Flaherty also states on page 21 of his rebuttal 

testimony that "as noted prcviouslyt the SWBT investment causes most of those costs." 

Are his statements accwdte and supponed? 

A. No. Mr. Riley's supplemental surrcbuttal testimony also addresses Mr. 

Flaherty's testimony regarding this point Mr. Flaherty shows the SBC cost centers 

that are allocated by the investment factor on his Schedule 2, pages V-5 and V-6. Mr. 

Flaherty's workpapcrs show that some of the work pcrfonned in these cost centers is 

related to debt and not equity activity. For example, the Investor Relations program 

is designed to anticipate and address the infonnational needs of four principal target 

audiences. One of these audiences is the debt rating agencies (i.e .• Moody's Investor 

Service. Standard & Poors, and Duff & Phelps. Inc.). The presentation material is not 
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related to the size of equity investment and is basically a fixed cost (Slaff Data 

Request Nos. 68 and 974). In fact. the current presentations would show more 

infonnation related to the subsidiaries with equity investments smaller than SWBT. 

Q. On page 20 of his rebuttal testimony. Mr. Flaherty asserts that a better 

analogy of SBC's allocation methodology is that of a "building" versus the "book0 

analogy used in your direct testimony. Is he correct'! 

A. No. The "book" analogy in my direct testimony is much more 

appropriate as an example of SBC activities. First. it should be noted that prior to the 

SBC moving to San Antonio, Texas. SWBT owned the building housing SBC officials 

and billed SBC for its usage of the building. However. I have examined the SBC 

Financial Planning Assumptions issued to the subsidiaries (Staff Data Request No. 6) 

and the SWBT and non-tclco Business Plans submitted to SBC (Staff Data Request 

No. 704). The portion related to SWBT of the total volume of these materials is less 

than 25% of the total. Therefore, the Staff's proposed method of allocation of SBC's 

costs to SWBT and the related analogy is more accurate than the size and/or size 

impacted allocators used by SBC and supported by Mr. Flaherty. 

Q. On pages 21 and 22 of his rebuttal testimony, Mr. Flaherty states it is 

unreasonable to assign an equal share of investment related cost~ to SBC subsidiaries 

like Southwestern Bell Mobile Systems (Mobile). Do you agree? 

A. No. Mr. Flaherty uses McCaw Cellular (McCaw) for the basis of his 

assertions. McCaw is not a good example. In early 1992, insiders owned 63% of 

McCaw 's combined Class A and B shares. The Chairman and Chief Executive Officer 
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of McCaw controlled about 71 % of the voting righcs. Mi..-0.w had a huge debt 

position (65% of total capital). Its common stock represented only 22% of its capital. 

In November 1992. McC2w proposed a strategic alliance with AT&T. AT&T would 

invest $2 billion into McCaw which would be used to reduce McCaw's debt. Along 

with AT&T's purchase of British Telecom's stock of McCaw. AT&T would own 

approximately 33% of McCaw. AT&T has substantially more than 9.000 shareholders. 

Therefore, McCaw is not a valid example to estimate the number of shareholders 

Mobile would have if it were a publicly traded company. 

Q. On pages 19 and 20, Mr. Flaherty states that the SBC investment 

allocator is reasonable and equitable. Do you agree? 

A. No. Mr. Flaherty's statement that "SBC investment-related costs are 

caused by the size of investment in particular subsidiaries" is not supported by any 

study that measures the impact of these items on each other. Mr. Riley addresses this 

in his surrcbuttal testimony. Mr. Flaherty refers to a "telecommunications company" 

that will spend approximately $1.3 million in shareowner services in 1993. Centel 

Corporation (Centel) is the company that Mr. Flaherty refers to in his testimony, but 

fails to identify. Mr. Flaherty's workpapers only include one sheet of a Centel 

corporate value study. While I have requested the study, I have yet to receive this 

material. The one sheet in regard to Centel identifies an amount of $1,289,448 under 

the description of "Secretary." There is no support for what activities comprise the 

"secretart' category. 
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• 
However. I know Centd will not incur $1.3 million for shareholder services in 

1993. Centel merged with Sprint Corponttion effective March 9. 1993. Therefore. 

Centel no longer exists as a separate entity. 

Mr. Flaherty's workpapers showed that Centel had 45.076 shareholde~ versus 

973.569 shareholders for SBC. Therefore. the average shareholder of Centel held 

approximately 1,900 shares (85 million + 45,llOO) compared to 300 shares for SBC 

(300 million + l million). The fewer the number of shareholders, the lower the 

shareholder costs. 

Mr. Flaherty states: 

In addition, Staff's implication that SWBT is not the 
primary cause or is only one of many equally related 
causes of SBC's ir.vestment related expenses is a 
significant distortion of the faciS. SWBT represents 
approximately $7 billion of SBC's total $9 billion in 
investment. and the number of SBC s,.,,,_,wners today 
is ,ery similar to the number of sluueowners that SBC 
had when it had fewer unregulated businesses and 
when its shareowners were primarily investors in 
SWBT. Thus, it is clear that SWBT is and ·always has 
been the direct cause of the vast majority of SBC's 
investment-related costs. (Emphasis added.) 

Mr. Flaherty's workpapers show that SBC had 1,298,074 shareholders at 

divestiture in 1984 compared to 973,569 at the end of 1992. SBC has reduced the 

number of shareholders by 324,505 or 25% since divestiture. Therefore, the number 

of shareholders today is not "very similar" to the number at divestiture. 
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• 
Q. On pages 22 and 23, Mr. Aaherty disagrees with your conclusions that 

SBC 's use of the employee allocation factor is inequitable and unreasonable. Does 

his testimony show your conclusions were wrong? 

A. No. The following chart shows the cost centers SBC allocates based on 

its employee factor and some of their 1992 costs. 

Center 
Number Cost Center Name Total Direct SWBT Direct 

026 Pension Plan Administration •• •• •• •• 
027 Savings Plan Administration •• •• •• •• 
028 , Employee Training & Development •• •• •• •• 
029 •• •• •• • • Compensation Planning & Administration -
030 Benefit Planning & Development •• •• •• •• 
031 Human Resources Planning & Staffing •• •• •• •• 
032 •• •• •• •• Employee Information -- -
071 Corporate Services - Food Services •• •• •• 
072 Corporate Services - Automotive •• ** •• 
077 Senior Management Benefit Expenses •• ** •• 

The above chart shows that the direct usage of the typical Human Resource 

activities (Cost Centers 026 to 032) is used more heavily by the non-SWBT 

subsidiaries, with the exception of 028 and 031. If these activities were directly 

caused by the number of employees. one would expect SWBT to have the largest share 

of the direct expense. This is true only in the cost centers with the lowest percentage 

of their time directly assigned. For the cost center activities with a larger percentage 

of its costs directly assigned, the non-SWBT subsidiaries receive the larger share. This 
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in part is caused by the fact that SWBT. with its own Human Resource Groups,. will 

not need the level of support from SBC to the extent the smaller subsidiaries will. 

The last three cost centers arc not directly related to the number of employees. 

In fact. the cost centers are specifically not directly related to a majority of SBC 

employees since they are associated with SBC officers. 

Q. On page 23 of his rebuttal testimony, Mr. Flaherty refers to his 

Schedule 2. pages V-58 through V-82 as "clearly demonstrating the fact the investment 

and employee factors are cost-causative and do not overstated the general allocation 

factor." Do you agree? 

A. No. Mr. Flaherty's Schedule 2, pages V-58 through V-82 do not show 

that the SBC investment and employee factors are cost causative. He provides no 

analysis that shows and/or proves a relationship between these costs and his assertetl 

factors. One reason he has provided no analysis is that most of these expenses are 

fixed in nature and not dire ... tly related to size and/or volume. 

Q. On pages 24 through 26 of his rebuttal testimony, Mr. Flaherty asserts 

that an allocation based upon employee numbers is appropriate for the costs of the 

Leadership Forum. Do you agree? 

A. No. First, it should be noted that Mr. Flaherty's workpapers show that 

the Leadership Forum does not occur every year. The last one occurred in 1991. A 

Leadership Forum was scheduled in January 1993 in St Louis. It is now scheduled 

to begin in July in San Antonio, Texas. The purpose and objectives of the last 

Leadership Forum was as follows: 
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Purpose: 

Objectives: 

To focus on the operational issues 
and opportunities that the SBC 
family of companies will be 
addressing in the •90s. 

Strengthen the concept of "family" 
as a competitive advantage for 
SBC. 

Provide understanding and 
awareness of the leadership 
required in the '90s and the 
translation of this to operational 
output. 

Stimulate participants to make 
positive changes in their 
organizations." 

The goal of the "Leadership Forum 91" is to inform SBC's management of the 

strategy of SBC and what the Corporation is trying to do to put that strategy in place. 

The Leadership Forum 91 expectation for the participants was that they (1) would 

know what SBC's strategic plan is; (2) would know how important it is that the SBC 

subsidiaries work together as a family of companies; and, most importantly, to (3) feel 

good about what SBC is trying to do and to know how dedicated SBC is to 

accomplishing that (Staff Data Request No. 121 ). 

Mr. Flaherty only provided one session of the "Leadership Forum '91" 

(Working as a Family). Schedule 2 reflects data from Mr. Flaherty 's workpapers. and 

shows all the topics that were discussed in each session. Also included in Schedule 2 

are four pages provided in response to Staff Data Request No. 121. Schedule 2 shows 
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Mr. Flaherty only referred to one speaker, Mr. Rick Rtk~~ out of many from the total 

program in his testimony. 

Schedule 2 also shows that the intent of the Leadership Forum was not to 

improve the panicipant" management skills, as Mr. Aaheny suggest"· It wa.~ designed 

to inform managers of SBC's intent for the subsidiaries to work together for the good 

of SBC. The video tape Mr. Flaheny refers to on page 26 of his rebuttal testimony 

is an edited version of the Leadership Forum program. Finally, Mr. Aaherty's 

testimony only addresses management employees. while the employee allocator is 

based on both management and non-management employees. 

THE SBC GENERAL FACTOR ADJUSTMENT 

Q. Can you describe how Mr. Flaherty 's testimony addresses this 

component of the SBC issue? 

A. No. I am no,. sure what this issue is or the portions of Mr. Aaherty's 

testimony that address it. 

Q. 

A. 

What 86-111 requirement applies to this general area? 

The SBC general factor adjustment would appear to be an issue related 

to the following 86-111 paragraph: 

When neither direct nor indirect measures of cost 
causation can be found, the cost category shall be 
allocated based upon a general allocator computed by 
using the ratio of all expenses directly assigned or 
attributed to regulated and non-regulated activities. 
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SBC EXPENSE DISALLOWANCE 

Q. Can you describe the issue related to this component of the SBC issue 

and how Mr. Aaherty•s rebuttal testimony addresses this component? 

A. Yes. The SBC expense disallowance is an issue related to the 

following 86-111 pardgraph: 

Q. 

Costs shalt be directly assigned to either regulated or 
non-regulated activities whenever possible. 

Can you address Mr. Aaherty•s testimony regarding the SBC senior 

management and related costs at pages 40 through 45? 

A. Yes. Mr. Flaherty fails to mention that at divestiture there was one set 

of officers for both SBC and SWBT. The officers served a dual role. At that time 

SBC/SWBT senior management provided certain economies in that SWBT was paying 

less than the full cost of these officers. The situation would be similar to the 

regulated/deregulated operations within SWBT today. However, as the needs of SBC 

grew, the SWBT officers could no longer handle both duties. Therefore, two sets of 

officers were established; one for SBC and one for SWBT. At this time the economies 

also ceased to exist and SWBT would now be charged the full cost of its officers. 

However, when SBC also allocated its officer costs to SWBT, SWBT was paying for 

more than one set of officers and more than its stand alone costs. The need for the 

second set of officers (SBC officers) was created by an increasing perception of the 

separate needs of SBC versus SWBT. While this is not wrong, it is wrong to charge 
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SWBT for these costs since it is non-SWBT activities that created the need for the 

second set of officers. 

Q. On page 27 of his rebuttal testimony. Mr. Flaherty discusses the SBC 

Board of Directors. Do you have any comment? 

A. Yes. L agree with Mr. Flaherty that it is appropriate for the SBC Board 

of Directors to spend a ponion of its time on SBC Foundation activities and issues. 

I disagree that the segmentation of the Board of Directors time associated with non­

SWBT issues, such as the Foundation, is impractical. This is especially true given the 

support requirements for the enforcement of standard time assignments of the SBC 

employees. However, there exists another option if SBC does not want to separate the 

cost of non-SWBT activities from the Board of Directors costs. This option is that 

SBC can retain these costs. 

Mr. Flaherty ignores the fact that **--------------

** 
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Q. Can you address Mr. Aaheny's tesdmony rcprding SBC Board of 

Directors? 

A. Yes. Mr. Aahcrty ignores the duplication that takes place at the SWBT 

and SBC Board meetings. Both approve their respective SEC Fonn IOKs. As 

previously discussed. both Boards addres.~ corporate contributions. Both discus.~ the 

financial result~ and legal problems of their respective entities. The SBC allocation 

process assigns SWBT for SBC Board costs that are not related to SWBT, and 

activities that SBC has edited from its Board minutes. In fact. even Mr. Aaherty in 

his testimony conceals the fact that SBC is charging SWBT for non-SWBT activity. 

Mr. Aaherty fails to acknowledge the existence of SBC Corporate Development 

Committee in his discussion of Board Committees. His workpapers disclose the 

activities of this committee as follows: 

The Corporate Development Committee met five 
times in 1992. It consists of four non-employee 
Directors 1'.nd one employee Director. Tlut parpose of 
tlut Corpo,_ 0.NloJIIIU!nt Co.,,.ittee is to examine ""''°"" aq,,isition, and similar nn wnturn tmd lo 
advise ........ ,., wit#, nganl lo tlut eq,msion or 
disposition of die Corp1Jralio11's 1Jusiusses "'1-o11gh 
mergen, acq•isitions, sales and sbailor.· transt1etio111. 

(Emphasis added). 

Recently, SBC has withheld information related to this Committee's activities. 

It is improper for SBC to withhold SBC Board material on the grounds that it is non­

SWBT related and at the same time include and charge SWBT for these activities 

through the SBC allocation system. 
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The Board"s cost center includes the unna."CSSal')' costs of Board meetings in 

Mexico as well as dinner parties. I would agree that SWBT•s cost of service does not 

include the required two outside directors and the cost of the Audit Committee shown 

in Mr. Flaherty's workpapers. 

I would agree to include in SWBT"s cost of service the cost related to two 

directors and the allocated share of SBC Audit Committee cost if SBC would provide 

that information with underlying support to verify its accuracy. I am opposed to the 

current allocation system and Company"s proposal to include in SWBT"s cost of 

service non-SWBT related costs. as well as duplicative and unnecessary costs. 

Q. Could you address pages 50 through 52 of Mr. Flaherty ·s rebuttal 

testimony? 

A. Yes. Mr. Flaherty addresses three cost centers that the Staff did not 

include in its cost of service. These are ( 1) Trademarks. Patents and Graphic services; 

(2) Tax Return Preparation: ~nd (3) Cash Management. 

Approximately 30% of the cash management cost \..'enter is directly charged. 

SWBT was charged $1.000 of this amount. SWBT has its own cash management 

function and activities and does not need this function from SBC. Mr. Flahcrty's 

workpapers show that his line of credit is worth $75.000 to SWBT. 

For the Tax Return Preparation cost center. there is only one sheet of paper in 

Mr. Flaherty's workpapers supporting the $50 million in tax savings that purportedly 

result from SBC activities in this case. I have not received the additional data that was 
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requested to verify the validity of this claim. I have ra,-civcd no mpponing data 

would show that the Company has reflected this item in this case. 

In regard to the Trademarks cost center. SWBT provides the value to the SBC 

name. The non~SWBT subsidiaries receive the benefit of being able to capitalize on 

ssc•s name. Therefore, either SWBT can charge a royalty income to the non-SWBT 

subsidiaries or ·the non-SWBT subsidiaries can pay the costs related to this cost center. 

Q. On pages 48 and 49 of his rebuttal testimony, Mr. Flaheny asserts that 

SBC's Employee Information cost center is not duplicative of costs at SWBT. •Did 

your examination show his assertion to be accurdte'l 

A. No. On pages 48 and 49 of his rebuttal testimony, Mr. Flaheny states: 

The Employee Information cost center contains costs 
which are primarily related to the creation and 
dissemination of information to employees regarding 
issues impacting SBC and its subsidiarie.s. This 
information relates and has relevance to all SBC 
subsidiaries, including SWBT, and can include 
information related to SBC financial results,·compctitive 
issues facing all SBC subsidiaries, subsidiary products 
and services, and human resource issues such as 
employee benefit programs. SBC is the primary 
provider of .... information related to employee benefit 
programs for all subsidiaries, including SWBT. SBC 
communications media are created to convey information 
relevant to SWBT and other subsidiaries by the 
maintenance of a broad corporatefmdustry perspective. 

Conversely, SWBT pro;ides employee information 
· specifically related to issues and concerns of telephone 
company employees. For example. the Employee 
Relations group at SWBT will on occasion provide 
supplemental information to SWBT employees regarding 
any changes in benefits that affect SWBT only. Both 
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types of information arc necessary. and they arc separate 
and distinct from each other. 

The Company's response to Staff Data Request No. 981 provides the following 

information regarding the SBC publications charged to Cost Center 3200. Employee 

Publications: 

E11(1J1prise Magazine 

Although not a newsletter, this all-employee/retiree 
magazine was produced four times in 1991. It ceased 
publication at the end of 1991 as the Corporation looked 
at reaching employees through other vehicles. 

Emerprise improved productivity and morale by 
providing employees and retirees a better understanding 
of SBC business objectives. and offering a discussion of 
the major issues affecting the company. It also provided 
news from around the family of companies to help 
employees and retirees be better external spokespeople 
for the Corporation. 

Total cost for 1991: $609,598 

Benefit B::lleti11 

This publication goes to all employees and retirees in the 
Corporation and was produced 6 times in 1991. 

Benefit Bulletin is published to meet legal requirements. 
but it also keeps employees and retirees informed about 
the company •s changing benefit programs. helps in the 
effort to control rising medical expenses and helps 
employees and retirees make better health-related 
decision. thus leading to long and healthier lives. 

Total cost for 1991: $132.294 
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Employee News Bulletim 

These bulletins go to various audiences. In most ca~ 
they are for the Corporate staff. 0.--casionally, Employee 
News goes to St. Louis-area employees. or to all 
employees throughout all subsidiaries. It all depends on 
the topic. 

The bulletins help employees 1) be more effective on the 
job, 2) stay informed on major issues and 3) improve 
their quality of life by pas.c;ing along useful information. 

Total cost for 1991: not separately tracked 

SBC Fax 

This publication was faxed to employees throughout the 
Corporation and was sent to editors of publications at the 
Telephone Company. The Telco then used the 
information in its publications such as Telepho11e nmes. 
Regular distribution of SBC Fax was halted at the end of 
1992 as the Corporation looked at revamping its 
communications. SBC Fax continues to be used for 
breaking bulletins. 

SBC Fax provided employees a quick look at news from 
around the Corporation, allowing them to speak more 
knowledgeably about the company. its products and 
services and its direction. 

Total cost for 1991: not separately tracked. though cost 
were minimal because we faxed our own telephone 
network 

Mr. Aaherty's workpapers show that **----** was charged to this cost 

center in 1991. Therefore. the Enterprise Magazine represented approximately 

** _ ** of the total expenses charged to this cost center. The Enterprise Magazine 

ceased publication at the end of 1991. Mr. Aaherty's workpapers show that the 
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Employee Information Cost Center ••--------•• in 1992. which is 

evidence of the impact of the discontinuance of the Enterprise Mapzinc. 

Mr. Flaherty emphasizes in his testimony the employee benefit program 

information provided by SBC. However. the Benefit Bulletin represented••-•• of 

the total cost charged to the Employee Information Cost Center. 

The final two publications. "Employee News Bulletins" and "SBC Fax" should 

not be allocated based on the employee allocator used by SBC. The response to Staff 

Data Request No. 981 shows that the Employee News Bulk:tins in most cases goes to 

SBC corporate staff. Occasionally, it goes to St. Louis-area employees or to all 

employees. SBC is l..sing the employee allocator for these costs, which in most cases 

is inappropriate and over-allocates the costs to SWBT. 

The SBC Fax should not be allocated based on employees. SWBT will incur 

its own costs to disseminate the information to its employees through its publication 

of the Telephone Times. The employee allQCator will overstate costs allocated to 

SWBT. 

Q. 

A. 

What is Schedule 4? 

Schedule 4 is the Company's response to Staff Request No. 283, which 

describes various newsletters put out by SWBT in 1991. Schedule 4 also includes an 

index from the July 16, 1992 "This Week11 publication. 

Schedule 4 shows that SWBT's newsletters provide information regarding SBC 

as well as SWBT activities. Schedule 5 contains copies of two issues of SWBT's 

"This Week", one issue of SWBT's FYI bulletin, and one issue of SBC's Benefit 
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Bulletin. The May 23. 1991 this Weck" dis\.,mes Ssc·s sponsorship of Space 

Center Houston and Southwestern Bell .Telecom (Telecom) a8(Cement to sell phones 

in the Caribbean. The July 3. 1991 this Week" also discus.~ another Telecom 

event. This also provides an index of "This Week" articles. The SBC-related index 

indicates a series of articles related to non-SWBT activity. Therefore. SBC 

publications would be duplicative of the information related to non-SWBT SBC 

activity since this topic is already addressed in SWBT publications. 

The FYI bulletin and SBC's Benefit Bulletin show an example of SBC 

publications that are duplicative of SWBT publications and practices. 

SPECIFIC REBU1TAL TESTIMONY COMMENTS OF MR. FLAHERTY 

. Q. On page 7 of his rebuttal testimony, Mr. Flaherty states that amignment 

and/or allocation of SBC expenses to its subsidiaries is reasonable: 

. . . bec~~se it is the existence of subsidiary operations 
which cause these expenses to be incurred. It should be 
further noted that SBC performs activities on behalf of 
its subsidiaries which are generally related to corporate 
governance or compliance functions. These same 
functions would have to be performed by each 
subsidiary, including SWBT, if SBC did not perform 
then on their behalf. Therefore, the assignment and/or 
allocation of these parent expenses to these subsidiaries 
is both reasonable and proper. 

Do you agree? 

Q. I disagree with this statement on three points. First. I agree that the 

SBC subsidiaries should be allocated costs related to functions they would have to 
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perf onn if SBC did not perform them. However. this should be doae to all SBC 

subsidiaries. operating and administrative. Second. SBC allocates and assigns costs 

to SWBT for functions it would not perform on its own if SBC did not perform that 

activity. Third. I disagree that SBC's subsidiaries are the cause for all the expenses 

at SBC, as previously discussed. 

Q. On page 9 of his rebuttal testimony, Mr. Flaheny states that SBC meets 

the 86-111 requirements. Is this true? 

A. No. SBC and/or SWBT's processes and procedures have failed to 

ensure compliance with the 86-111 requirements that serve as the FCC safeguards to 

prevent cross subsidization by SWBT's regulated operations. SBC is using its cost 

allocation system to charge SWBT for projects that are not related to SWBT and. 

therefore. using SWBT to improperly subsidize SBC and/or non-regulated affdiates. 

Q. How do you know that SBC is charging SWBT for projects that are not 

related to SWBT and ush.g SWBT improperly to ~ubsidize SBC non-regulated 

affiliates? 

A. ** 

________ ** (Staff Data Request No. 254). 
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I requested the consulcant documentalioo related to this unbown SWBT project 

in Staff Data Request No. 1074. In response. the Company provided consultant 

documentation regarding fees associated with specific SBC projects. In the Company·s 

** 

___________________ ** In 1991 SWBT was 

allocated 75% of the costs charged to Cost Center 05600. In Staff Data Request No. 

1025, the Staff requested all documentation related to Project PRIZM. The Company's 

response stated: 

The Prizm Project involves non-Southwestern Bell 
Telephone Company ("SWBT") activities. This project 
does not involve SWBT projects, and no costs associated 
with this project are assigned. charged. or allocated to 
SWBT or SWBT-Missouri. Funher, because of, the 
sensitivity of this project and the potential impact of 
disclosure of project details. information regarding the 
project is not disclosed beyond the parties to the 
negotiations. For additional information, please refer to 
the response to Missouri PSC Staff Data Request No. 
800. 

It is impossible at this time to measure the full extent SWBT has been 

overcharged for the PRIZM project without the data sought through Staff Data Request 

No. 1025. In fact, Mr. Flaherty's workpaper showed another instance of SWBT being 

allocated costs related to the PRIZM project. Schedule 6 is a copy of the workpaper. 

I have highlighted the line showing charges to cost center 5600 related to PRIZM. I 

could find no mention of this situation in Mr. Flaheny•s testimony and schedules. 
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•• 

------------------------** (Staff 

Data Request No. 1074). Metromedia Paging is a non-regulated subsidiary of SBC. 

** 
•• SWBT wa~ allocated --------------------

75% of this Cost Center. ** ------------------
____________ •• (Staff Data Request No. 1074). The Health 

Center was a non-regulated subsidiary of SBC. 

Q. Did Mr. Flaherty 's workpapers show other examples of SWBT being 

charged and/or allocated non-SWBT related costs? 

A. Yes. Mr. Flaheri:1•s workpapers provide another example of SWBT 

being charged for a non-SWBT activity. Mr. Flaherty discusses this in his Schedule 

2. page V-44 and V-45. Mr. Flaherty de8'.Tibes, as follows, the SBC voucher test 

perfonned by his firm. Deloitte & Touche: 

Cost lllloeation Uuvurh use of the voucher s,ste•, 
versus through payroll time charges. was tested by 
perfonninr the followinr procedures: 

Reviewed expenses on vouchers to ascertain that 
they were properly coded with the correct cost 
center number based on the nature of the expense 
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Determined the selection proccs., of cost center 
numbers through interviews with department 
personnel 

Ascertained if there was proper approval for cost 
center number selection by supervisors 

Assessed flow of expenses from the voucher 
through internal reports to the subsidiary invoice 

For each of the departments selected for testing, four 
vouchers were selected from the 1992 Current 
Distribution report. The expenses selected made up at 
least 80% of the total vouchered expenses within the 
months selected and, therefore, indicated a representative 
sample. For each of the vouchers and their respective 
invoices that were reviewed, the cost center number 
recorded was verified against the description in the Cost 
Allocation System - User's Guide and checked for 
reasonableness. Using the cost center number and 
account number designated within each voucher package, 
the expense was checked against the "Detail by Center 
by Account" repon which indicates that the expense was 
properly posted to the general ledger. Then, the total 
expense amount from this repon was compared to the 
SWB Cost I report where overhead and other charges 
within the ac~ount number were totalled. 

The total expense was verified against the billing to the 
subsidiary using the "Cost Allocation To From" repon. 
No discrepancies wen noted. Basetl on the nlVw it 
appears all costs are properly allocatetl, tlirect charged 
or retained through the w,ucher system. (Emphasis 
added). 

Schedule 7 is the one page of Mr. Flaherty's workpapers that summarizes the 

vouchers his firm examined to support his statements. Schedule 2 shows a voucher 

** 

_____ ** SWBT is .allocated cost from this cost center. as shown on page V-6 
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of Mr. Flaherty's Schedule 2. ••----------------

_______ •• Metromedia was a non-regulated subsidiary of SBC. as 

acknowledged by Mr. Flaherty on page 111-l of his Schedule 3. 

Schedule 7 shows that on the one page of voucher No. S lhat Deloitte & 

Touche examined, one voucher charge out of the 18 voucher charges listed was 

inappropriately charged. The descriptions of Schedule 7 do not provide enough detail 

to determine if other voucher charges are inappropriate ••---------

_________________ ** I would disagree with Mr. 

Flaherty's conclusion regarding the voucher system. I would be concerned about the 

accuracy of SBC voucher system given that I only sampled one page of vouchers and 

found at least one inappropriate charge. 

Mr. Flaherty states .:>n page 16 of his rebuttal testimony that, "My review of the 

SBC cost allocation system did not reveal the existence of an over-allocation of costs 

to SWBT." Mr. Flaherty's wotkpapers show this statement to be inaccurate. 

Q. What is the impact of SBC's practice of charging non-SWBT costs to 

cost accounts that are allocated to SWBT? 

A. SWBT's costs are overstated in two ways. First. because the 

Company's books will reflect the allocated portion of these non-SWBT costs, as 

previously discussed in this testimony. Secondly, the SBC general allocator to SWBT 

will be overstated because it is based in part on the direct expenses charged to the 
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SBC subsidiaries. To the extent these SBC direct charges are not accuraldy charged 

to non-regulated affiliates. the general factor allocator will be overstated as it relates 

to SWBT. This will cause SWBT to be over-allocated SBC gener,d expenses. even 

if one accepts the current SBC allocation method. In fact. Mr. Flaheny's Schedule 2 

fails to capture this secondary impact when it evaluates alternative allocation methods. 

Q. On page 13 of his rebuttal testimony. Mr. Flaherty states: 

The various analyses were intended to provide a 
comprehensive perspective regarding the nature. 
composition and value of the ac.--tivities performed by 
SBC. 

In summary, the analyses provided a clear indication that 
the activities being performed are na.-essary and reftect 
the typical functions and requirements of headquarters 
organizations with respect to conducting business or 
facilitating corporate-wide management on behalf of 
multiple operating units. As such. these activities relate 
to corporate functions which are necessary to ensure that 
appropriate governance, compliance, strategic and 
operational responsibilities are executed effectively. In 
other words. tt:se activities are nondiscrctionary and 
unavoidable and most of these activities would have to 
be performed by SWBT-Missouri if SBC did not 
perform them on SWBT-Missouri's behalf. 

Is this true? 

A. No. SWBT is being charged by SBC for costs that SWBT would not 

occur if it were not owned by SBC. SWBT is being charged by SBC for unnecessary 

and duplicative costs. These costs would not be incurred by SWBT. These costs are 

being included in SWBT's expenses only because SWBT is a wholly owned affiliate 

of SBC. 
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Q. On page 17 of his rebuttal ICSlimony. Mr. Aallerty iadicates dial bis 

"cost allocation study" reviewed and tested SBC's method of direct charging and 

allocating its costslf. Further. he finds that the SBC cost allocation system was found 

to be both reasonable and equitable. Did your examination of SBC suppon Mr. 

Flaherty's conclusions? 

A. No. SBC's Cost Allocation System (CAS) provides a description of the 

supporting documentation for SBC cost center direct charge..~ (Staff Data Request 

Nos. 1084 and 44). 

The CAS Users Guide describes the procedures which have been established 

by SBC for use by its employees in ensuring that SBC expenses are appropriately 

identified and categorized for re~ntion. direc..'t charging. or allocadon through CAS. 

SBC employees will establish a standard cost center assignment. These cost center 

assignments should reflect the employees• regular activities and identify the percen'8,ge 

of their total time spent on each activity. The monitoring of work activities through 

the use of time studies is to take place when: 

1. 

2. 

3. 

SBC establishes a new position; 

SBC changes responsibilities in an existing position; and 

sec•s managers and/or supervisors determine through their 

ongoing monitoring of employee time and work activities that an updated time 

study is needed. 

The time study tracks t.he employee work activities performed in thirty minute 

increment~ by cost center for a four week period. The four week n:ionitoring period 
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of daily activities is to be performed by SBC managers and supervisors for all their 

subordinates each year. 

The Staff requested the data (Staff Data Request No. 120 I) supponin1 the SBC 

cost center assignments. In response to this data request. SBC sampled its employee 

base by taking every tenth employee shown on its organization chan. SBC provided 

only one time study to support its employee cost center as.'iignment'i. SBC provided 

the explanation for this was that CAS was a guideline. not a requirement The 

employee cost center assignments Lre signed by the employee and their supervisor. 

These individuals may or may not have some documentation to support the SBC cost 

center assignment. 

The Staff received the following definitive response that SBC had no 

supporting documentation related to the standard cost center assignments in response 

to Staff Data Request No. 707: 

There is nc existing documentation to support the percents 
associated with the cost center numbers shown in the response to 
Infonnation Request No. 707. However. these cost centers and percents 
are periodically reviewed and verified by the employee and the 
employee's supervisor. (Staff Data Request No. 1056). 

Mr. Flaherty's work.papers contain an outline of the cost allocation process 

training held in 1992. The outline includes the following section: 

Ill. Exception Time Reporting 

A. Each employee is responsible for 
reporting their own time to their payroll 
coordinator. 
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B. ,.,. .,. ntpdtwf,. uq reco,m II/• 
time tut ,ow aeqtio,, rqert, jm lia * 
time ,tallies Ill e1tablisll your time 011 your 
p,qroll record. 

C. Your payroll coordinator will rcpon your 
time and exceptions into the SMMTR system on 
a regular basis. 

D. If you are a supervisor, you are 
responsible for monitoring and reviewing your 
subordinate:. exceptions. just like their initial 
establishment of their PCR cost centers. 

E. We will review the details of the 
exception reporting with the payroll coordinates 
immediately following this ses.'iion. 

(Emphasis added.) 

The above training outline would indicate that time studies are required to 

support your standard cost center assignment and time records are required to support 

exception time reports. 

The above material shows that SBC's actual practice is inadequate and provides 

no assurance that the SBC's direct charges through the standard cost center a~ignment 

are accurate or reliable. Further, the accuracy of the general factor allocator would be 

questionable given its reliance on SBC direct charges. The lack of support for SBC's 

standard cost center assignment also shows the lack of an effective audit trail from the 

direct cost center charges of SBC to the actual work activities performed at SBC. 

Q. Did your examination of SBC exception time reporting show similar 

problems? 
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A. Yes. Schedule 8 is a copy of a ponioa of the Users Guide for SBC's 

CAS. While the sample did not reveal a majority of employees actually submitted 

exception time reports. there were no supporting documents (Schedule 8. page 18) 

detailing the actual activity reflected on the exception time report that were made. 

Q. On page 56 of his rebuttal testimony. Mr. Flaherty states his 

comprehensive evaluation of this issue in connection with the Corporate Value Study 

report (Schedule 3 to his rebuttal testimony) found no duplication of functions and 

activities between SWBT & SBC. Did your examination of SBC reveal the same 

conclusion? 

A. No. I found that SWBT was being charged for unnecessary and 

duplicative costs from SBC. 

Q. How do you know that SWBT is being charged for unnecessary and 

duplicative costs incurred at SBC? 

A. SBC was involved in an anti-trust lawsuit initiated by Metropolitan 

Publishing (Metropolitan Publishing Corp. v. SWB, eL al., Case No. 90-3430-CV-S-4.) 

In this lawsuit, SBC, Yellow Pages. and SWBT was represented by individual counsel. 

•• 

___ ** (Staff Data Request No. 1074-4). 
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** 

_______ ** (Staff Data Request No. 1000). 

Another example is the lawsuit of SWBT, SBC, SBYP vs. the MPSC, Case No. 

CVl93*502CC. The following chart provides a breakdown of the legal representation 

representing the plaintiffs. 
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SWBT 

SBC 

SBYP 

Alfred G. Richter. Jr. (#27444) 
Ann E. Meuleman 
Darryl W. Howard 
Joseph F. Jedlicka. III 
Katherine C. Swaller 

WH!iam J. Free (#28280) 
William R. Drexel (#31792) 

Linda S. Legg (#26483) 
Gary T. Hartman (#34565) 

It is unnecessary and duplicative for SWBT to be paying for two sets of legal 

representation. SWBT will include the costs of its attorney in it~ cost of service. This 

is nonnaJ and would <X."Cur if SBC did not own SWBT. However. SWBT will also pay 

for the costs of the SBC attomey under the correct allocation system. SWBT would 

not pay for the costs of the SBC attorneys if SBC did not own SWBTand could•.not 

use im cost allocation system to bill these costs to SWBT. 

Q. On page 26 o: his rebuttal testimony, Mr. Flaherty discusses the 

conclusion in your direct testimony that SWBT is being charged for non-SWBT 

activities. and also discusses his investigation of your conclusion. Do you agree with 

hL~ statements? 

A. No. Mr. Flaherty•s workpapers show no evidence of any investigation 

of this matter. There is no documentation and/or interview notes that address or 

investigate the items recorded in the executive dining room logs. There is no 

documentation and/or interview notes that address or investigate the actual activity that 

took place related to the entries recorded on the executive dining room logs. Mr. 
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• 
Flaherty·s workpapers contain no reference to any Internal Revenue Service 

requirements. I viewed the logs as evidence of executive activity related to non­

SWBT activity that must be either refla."ted in the executive standard cost center 

assignment or exception time reported. Neither action was done. 

Q. Do you have an example of SWBT being charged duplicative and 

unnecessary costs related to compliance with the Security Exchange Commission's 

(SEC) requirements? 

A. SBC and SWBT are required to file various reports. Both SBC and 

SWBT filed the SEC Form IOK for 1991. SWBT is charged to entire cost for it'i IOK. 

The SBC IOK is charged to an allocable account and then allocated to SWBT. Under 

this system SWBT is charged costs in excess of the costs related to its own filing 

requirement 

Q. On page 28 of his rebuttal testimony. Mr. Aaherty states: 

The cost allocation requirements imposed on SWBT are 
set forth in 47 C.F.R. 64.091. The rule actually lists 
four measures of assigning costs: ( 1) direct assignment. 
(2) allocation based on direct measures of use (such as 
units), (3) allocations based on indirect measures of use 
(such as relative size) and (4) allocations using a general 
allocator based on total expenses previously assigned 
and/or allocated. 

Does Mr. Flaherty accurately list the rule •s four measures of assigning costs? 

A. No. Mr. Flaherty above provides his version of the FCC rules. The 

actual rules have already been discussed and are accurately described in Mr. Flaherty's 
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Schedule 2 pages IV-6 through N-8. Mr. Rallerty·s additioaal laapage of .. such as 

relative size" does not appear in the FCC requirements. 

Q. On pige 28 of his rebuttal testimony. Mr. Flaherty discusses his 

examination of the time SBC incurred higher than normal cost.Ii because of affiliate 

transaction; i.e .• awarding bids to affiliates who were not the low bidder. Do you have 

any commentli'? 

A. Mr. Flaherty's comments are circular. The last time SBC bid the wort 

(printing of SBC's annual report), SBC chose an affiliate that did not submit the 

lowest price. Subsequent to this time, SBC has not submitted the work for additional 

bids. but continues to use the affiliate. Mr. Flaherty notes that SBC last bid out the 

printing of its annual report in 1987. At that time, SBC chose its affiliate because it 

would "send a negative message to the Company's shareholders concerning our 

printing (SBC's capabilities.)" The affiliate was not the low bidder. Mr. Flaherty 

notes two items in response to the Stafrs criticism of this event FJ.l'St. he states the 

.event did not take place in 1991 or 1992. Second, he argues that continuous ~bidding 

would disrupt operations and cause other problems. 

I disagree with Mr. Flaherty's statement that the decision to use Gulf Printing 

and incur higher cost was appropriate in 1987. The impropriety of this action is 

further magnified by not taking bids after 1987. The~fore. not only did SBC incur 

unnecessary costs in 1987, but it failed to document through another bid process 

subsequent to 1987 the amount and magnitude of these unnecessary costs. 
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term "discount". Do you agree with his testimony·? 

A. No. I disagree with Mr. Aaheny ·s testimony on several points. Fust. 

it is obvious the term discount reflects a benefiL Mr. Flaherty discusses that a 

"discount" basis is not a logical allocation basis and is not rcftccted in accounting 

theory or practice. However. he also acknowledges on page 8 of his rebuttal teslimony 

that "determination of benefit" is an item which is consistently applied in the 

determination of the most appropriate basis for allocation. The St1ff's use of the 

"discount" concept is a discussion related to "determination of benefit" whic.il is fully 

consistent with Mr. 1--laherty's literature search. 

Second, Mr. Flaherty asserts that his value study determines the level of benefit 

to SWBT-MO. I disagree. The value study is flawed in its\~gn and produces 

overstated results. The value study is addressed elsewhere in.tpy ~,~ 

Third, Mr. Flaherty asserts that the economies of scale are not caused by 

SWBT's size. ,.On page 31 of his rebuttal testimony, Mr. Flaherty states that: 

Staff's all~tioo methodology also .~y ~ 
that the eause of .the economies of ~ is the me ·of 
SWBT reiativc ·tb.the me of the othetSBC ·1ubsiliaries. 
In · fm;t in this instance, the econonnes of scale are 
created by the presence of all of thcse<subsidiaries 
collectively, not individually, and the commonality of the 
activity that. is perfonned . on their. behalf. 'fhus, the 
benefits' from the economies of scale anfnot?'scale" or 
discount related but are the result of a cotnnton cost 
which is allocable based on responsibility for causation 
or direct benefits received rather than a theoretical 
abstract of "scale" or discounL 
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Mr. Flaheny ·s workpapers contain no support for this asscrtioa. However. Mr. 

Flaheny's testimony provides an example of why he believes his assertion is inconcct. 

Fourth. Mr. Flaherty provides an illustration on page 32 to support his 

testimony on this point While I disagree with his illustration. I agree with his 

statement on page 31 of his rebuttal testimony that "they [SBC activitie.~J are not 

actually divisible in this manner." Therefore. Mr. Flahcny's illustration does not 

actually apply to SBC activities. For example. if SBC activities were directly related 

to cenain amount of units. then SBC cost" would be assigned based on those units. and 

there should be no issue. However. SBC activities are largely fixed in nature (e.g .• 

shareholder meetings) or related to a measure of use (e.g .• number of shareholders) that 

cannot be associated with SBC subsidiaries and/or the parent. 

Mr. Flaheny's illustration a&.iiumes the number of subsidiaries change the total 

cost of SBC activity. This is not true for such items as the· SBC shareholders 

meetings. For such a fixed cost as the shareholder meeting. Mr. Flaherty's Table 1 & 

2 would be: 

Telco Stand · Otller Subs. .. 

Alone Staad .Alone Total 

Cost of Shareholder Meeting $100 $100 $200 

Combined Other 
Operations Telco Subs. 

Cost of Shareholder Meeting $100 ? ? 

The "?" indicates that, at this point, we are in disagreement as to the allocation 

of the fixed costs ($ l 00) of the shareholder meeting. 
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However. Mr. Flaherty's iliusttatioo does illustrate the SBC bias against SWBT. 

His illustration shows that prior to combination the cost per unit was $10 for SWBT 

and $11 for "other subs". SWBT uses three times the number of units of the other 

subs. When SWBT is combined with the other subs. the unit prk.-e is $9 (versus $10 

for SWBT and $11 for other subs). The combined operations have a total benefit of 

$250 ($2.050 - $1.800). SWBT receives a $150 benefit ($1.500 - $1.350) while the 

other subs receive a $100 benefit ($550 - $45{)). On pages 32 and 33 of his rebuttal 

testimony. Mr. Flaherty states that: 

The direct benefits received by the Telco and other subs 
are reflected in the units of service received. The costs 
nltwd to tbeie units (75125 iplit) are allocated u,. 
proportion to these kM/its (also 75125 iplit) wllidl 
on enjo,-1111 both elditin. .. Thus. the price paid by the 
'Ielco is the same as the price paid by the other subs. 
which reflects. the commc:mality of the activity. This 
allocation methodology, .which is the methodology 
followed by SBC. is wholly consistent with those 
recommended by accounting standards organizations and 
employed by ·various regulated and non-regulated 
businesses I have surveyed. (Emphasis added.) 

Mr. Flaherty's illustration does not show that the benefits enjoyed by both entities arc 

allocated 75/25. SWBT is only receiving 60% ($150 + $250) of tJle benefits. while 

the other subs are receiving 40% ($100 + $250) of the benefits. Mr. Flaherty's 

illustration shows that a portion of the benefits created by the relative siz.e of SWBT 

is being assigned away from SWBT to SBC's other subsidiaries which is inappropriate 

and inequitable to SWBTts customers. 
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Q. On page 37 of his rd>wtal testimony. Mr. Aahcrty addresses RmOVing 

the retained earnings amount from the investment r-.-ior. Is Mr. Aaherty c..-onsistcnt 

in his position? 

A. No. This is another example of the bias that exist~ at SBC towards cost 

assignment and cost allocation to SWBT. SWBT and Yellow Pages (YP) are the only 

two SBC subsidiaries that have positive retained earnings. This is caused by (I) these 

subsidiaries (i.e .• SWBT and YP) being assigned positive retained earnings at 

divestiture, and (2) SBC requiring its subsidiaries to pay all earnings to SBC in the 

form of a dividend. The inclusion of retained earnings in the SBC investment 

allocation factor will increase the SBC cost allocated to SWBT and YP while 

decreasing the SBC costs assigned to the other SBC subsidiaries. 

However. SBC and Mr. Flaherty argue that features that are unique to SBC 

subsidiaries other than SWBT and YP must be removed because these features would 

allocate more costs to the r..Jn-SWBT /YP subsidiaries. This can be shown in the 

following portions of Mr. Flaherty's rebuttal testimony: 

The adjustments and exclusions made by SBC in 
calculating the general factor are meant to normalize or 
equalize the calculation for those expenses which are not 
paid for in the same manner by all subsidiaries. For 
example, SWBT pays for its portion of insurance 
premiums directly to the vendor, whereas the other 
subsidiaries are direct charged by SBC through the cost 
allocation system. Including these direct charges in the 
calculation of allocation factors would inappropriately 
skew the allocations toward the subsidiaries which are 
being billed for these costs through the allocation 
system. (page 24) 
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For example. SWBT pays many "pass-through" expenses 
(i.e .• third-party costs) directly. whereas other 
subsidiaries are direct charged and reimburse SBC for 
payment of these expenses. A case in point is where 
SWBT pays for its portion of insurance premiums 
directly to the vendor while SBC pays insurance 
premiums on behalf of other subsidiaries and direct 
charges each through the cost allocation system. This 
difference in method of payment distons the relationship 
between direct and allocated expenses when comparing 
SWBT and other subsidiaries. (pages 29 and 30.) 

In summary. positive retain earnings can be included in the investment 

allocation factor which is unique to SWBT and YP. This decision will allocate more 

SBC costs to SWBT and YP. However. "pass-through" expenses cannot be included 

in the general allocator because SWBT pays most of its own expenses. This decision 

to exclude pass•through expenses would again result in a higher allocation to SWBT. 

This is another example of the SBC bias to increase cash flow and income by making 

decisions that increase SBC's costs assigned and/or allocated to SWBT. 

Q. Did your examination of SBC find the effective audit trail that Mr. 

Aaherty discusses on pages 52 and 54 of his rebuttal testimony? 

A. No. In Staff Data Request No. 254, the Staff requested certain 

infonnation regarding SWBT review of its SBC bills. The Company's response 

included the ** -----------------------
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** 
I then submitted Staff Data Request No. 1074 to request all the documentation 

relatc:d to**------------------------

** 

I then submitted Staff Data Request No. 1246 requesting all documentation 

related to the Sunset Project. The Company responded that: 

Documentation related to the Sunset Project. if any. 
cannot be located in the file. If any materials related to 
the project are located. they will be provided in a 
supplemental response. 

Therefore. while SWBT was billed costs by SBC for a project that was for 

SWBT benefit. no infonnation could be obtained to verify the project. the project 

activities. and the project's benefits to SWBT. A more serious gap in the SBC audit 

trail is related to the supporting documentation regarding SBC's time assignment. This 

was already discussed. 

Q. On pages 17 through 19, Mr. Flaherty discusses your statements in your 

direct testimony regarding the incentive of SBC to increase income and cash flow by 

overcharging SBC costs to SWBT. ·Does Mr. Flaherty's testimony and underlying 

support show that SBC's behavior is contrary to its incentive to overcharge costs to 

SWBTI 

A. No. First. in the portion of testimony that Mr. Flaherty addresses on 

this point, I stated that the incentive would encourage SBC to use methods that 
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minimize and/or retard the rate of declining charges to SWBT. &iledulc 9 i~ a portion 

of Mr. Flaherty's workpapers that discuss SBC CAS changes for the period 1987 to 

1992. This schedule shows that several changes were made to the SBC cost allocation 

system that had the impact of increasing the charges to SWBT. Schedule 9 shows that 

at times only SBC increased the charges to SWBT while retaining the other 

subsidiaries• portion of these changes. 

Q. Is Mr. Flaherty's Corporate Value Study (i.e .• stand-alone and external 

market studies) and his $13.2 million of savings shown on Schedule 3, page VI-23 

reasonable'? 

A. Mr. Flaherty did not provide, any supponing workpapers for the $80 

million and $13.2 million amounts shown on Schedule 3. page VI-23. Therefore. I 

cannot address these amounts other than to say they are unsupported. 

Mr. Flaherty •s stand-alone and external market studies do not attempt to 

measure the practical altem&Jve to having the nece~sary functions of SBC performed 

by SWBT. This alternative would be to move the functions from SBC into S'9/BT. 

This is merely the opposite of such actions of moving the SWBT audit group into SBC 

Audit Services. It should be noted that certain SBC costs are costs billed to SBC by 

SWBT. Therefore, SWBT perfonns some services for SBC as well as for itself. 

The Corporate Value Study includes not only SBC but Asset Managemen~ 

Inc .• (AMI) and Administrative Services (ASI). Schedule 3. Exhibit 111-2 shows that 

AMI and ASI do their own billing to SWBT for the services SWBT chooses to 

purchase. Therefore, what SWBT currently pays would be unchanged in a realistic 
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alternative scenario. Further, Mr. Flaheny•s interview llOleS acknowledge that "SWBT 

has its own training function but in 1993 has lgrced to U.'ie ASI more." Mr. Flahcny•s 

workpapers show that SWBT offers equivalent courses to some of ASl"s courses. It 

is stated that "In some cases, the content of CPD (Center for Professional 

Development) courses is closely related to courses offered by Southwestern Bell 

Telephone Company." 

The Corporate Value Study does not pass a reasonableness test For example, 

SBC identified its aUocable costs to be $108 million and $103 million in 1991 and 

1992, respectively. These amounts allegedly represent the cost to provide the SBC 

function that benefits all subsidiaries. However, if SBC would incur $108 million to 

provide common functions to all subsidiaries in 1991. then a SBC subsidiary (i.e .. 

SWBT) should incur no more than $108 million to provide these functions it4§Clf. In 

fact. a subsidiary could expect to effectuate c:ertain cost reductions. 

While the SBC 199~ and 1992 costs were $108 million and $103 million, 

SWBT was allocated $82 million and $75 million, respectively. Therefore, high 

savings estimates related to SBC perfonning these fu~tions would be $26 million to 

$28 million for SWBT and $4 million for SWBT-MO ($27 million x 15%, an 

approximate prorate factor for Missouri). Realistically, SWBT could and would 

eliminate certain costs that it was being charged if it performed the function internally 

(e.g., SBC officers). Depending on the level of savings, it could be cheaper for SWBT 

to move the necessary functions back in SWBT and avoid the inappropriate portion of 

the SBC charges that I have previously discussed. 
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Therefore. the percent savings sllown on Sdledule 3. Exllitim Vl-2-2 Jnl 

VI-1-3 are significantly overstated if they actually exist at all. Further. it is quite 

possible that SWBT would achieve a lower cost of service if it performed any 

necessary functions internally and avoided the SBC cost assignment/allocation system. 

However, this is not a realistic scenario under the present holding company 

arrangement. 

Q. 

A. 

Does this conclude your supplemental surrebuttal testimony at this time? 

Yes, it does. However, I reserve the right to respond to any additional 

material that supports Mr. Flaherty's rebuttal testimony that, as of the date of this 

filing, has yet to be supplied to the Staff. 
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• 
Mr. Flaherty's workpapers show the following topics of each session. 

MONDAY 

CEO VIDEO 
Prioriti~s and Direction 

LEADERSHIP FORUM 
Introduction 

FAMILY OF COMPANIES (2 Hrs; Ext.) 
Why 
Types 
Benefits 

SBC FAMILY (l 1/2 Hrs; Int.) 
Mr. Blatherwick/Mr. Pope/ 
Mr. Ellis/Mr. Harris 

Current Directions 
Opportunities 

Open Discussion 

NETWORKING WITH OFFICERS/SENIOR MANAGERS 

TUESDAY 

EXTERNAL ENVIRONMENT (3 Hrs; Ext.) 
Dynamic Competitive Marketplace 

Trends 
National 
International 
Social . 
Environmental 
Technological 

OPERATING IN THE '90s (4 Hrs; Ext.) 
Understanding the Characteristics of High Perfonnance 
Organizations 

Alignment 
Purpose Driven/Customer Focused 
Structure's and Manager's Role 
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• 
Creating High Performance 

Set Direction and Manage Focus 
Build Motivation and Commitment 

Sustaining High Performance 
Set High Standards 
Balance Intuition and Reason 

MR. ADAMS ( I Hr; Int.) 
Operational Focus of SWBT 

NETWORKING WITH OFFICERS/SENIOR MANAGERS 

WEDNESDAY 

FINANCIAL OPPORTUNITIES: 

BOTTOM-LINE PERFORMANCE ( I 1/2 Hrs; lnL) 

Maintaining Financial Aexibility 
Internal Perspective 
Bottom-Line Impacts of Decisions 

FUI.L/QUALITY SERVICE (11/2 Hrs; ExL) 
Perception 
Commitment 
Implications 

MANAGEMENT PRACTICES (2 1/2 Hrs; ExL) 
Business Fundamentals 
Changing Characteristics of Authority 
Organizational Behavior Principles 

OPERATIONAL HIGHLIGHTS (1 1/2 Hrs; lnL) 
Dynamic Process 
Changing Priorities/Directions/Themes 
Subsidiary/Corporate 

MR. FOSTER (1 Hr; lnL) 
Operational Focus of National Subsidiaries 

NETWORKING WITH OFFICERS/SENIOR MANAGERS 
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THURSDAY 

EMPOWERMENT (2 Hrs; Ext.) 
Summary of the Week 
Manager's Critical Role 
Opportunities For Enhancing Job 
Mot~vated to Take Action 

CEO VISIT 
Mr. Whitacre 

Chainnan 's View 
Q's and A's 
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Q: PROVIDE COPIES or 'l'BE MATERIALS ANDA)R vmm 'mES !'OR '1'HE 

COUORATE POLICY SEl1INARS. 

A: ~ BELL CORPORATION ( "SBC") CDfSIDERS '1'BE BEQtJESTED 

INFOmfATION 'IO BE, IN PART, PRIVII.EqED AND PR:>PRIETARY. AS 

SUO!, 'l'HIS INFOIIMATION SBCULD NOT BE DISCLOSm '10 

tJNAUl'HOlUZ!D PARTIES WI'l'HOU'1' '1'HE WRI'l'TEN ~ or sac. 

l. A copy of a typical Leadership roam '91 acJenda is 

attached. 

2. Al:so attached are video cassette recorclinCJS of 

presentations .._ at Leadership rota '91 ( three 

tapes).· Mr. ltieman's presentaticn(tape two) is 

c:oasi~red pdvileged anct:propdetary, and is not fo.r 

diss~Uon outside. 5outhwestem· a.U. ~e:atior\ ·· 

because it contains int.emal financial· info-cl.~. 
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Qata . •·•·· .•·· 'ltlimset.,i 
lliAcuri staff 

·Pacje l of 2 

Responsible Person: Bill WU.st 
16625 Swingley Ridge Drive 
atesterfield, Missouri 63017 
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Monday 11:30 - 1:00 
1:00 • 1:15 
1:15 - 1:20 
1:20 • 2:10 
2:10 • 2:20 
2:30 - 3:40 
140 • 4:00 
4:00 - 5:30 
5:ll • 6:30 
6:30 - 8:00 
8;00 - 11 :CO 

Tuesday 7:00 - 8:00 
8:00 • 9:00 
9:00 - 9:15 
9:15 • 10'.20 

10:20 • 10:40 
10:40 11:40 
11:40 - 1:00 
1:00 - 2.1XI 
2:00 - 2:l) 
2:30 - 3:30 
3:30 - 4:00 
4:00 - 5:00 
5.-00 - 6.-00 
6:00 • 7:30 
7:3) - 11:00 

Wednesday 1:00 - 81XJ 
a-oo - t.ll 
9:3) • 10:00 

10:00 - 11:20 
11:20 - 12:40 
12:40 • 1:40 
1:40 • 2.1XI 
2:00 • 2:45 
2:45. ~ 
3.-00 - 4:00 
4:00 • 4:30 
4~31 • 5:30 
5:15 • 6:30 
6:3J • 81X) 

a-oo -11:00 

Thursday 7:00 - 8:00 
too• 9:30 
9:31 • 10:00· 

10:00 • 11 :00 
11:00 - 11:10 
11:10 • 12:20 

Luci. ______ ,_____ BallR:IOffl A 
S1trt0 Ketly/8111 Wuest .. ,__ LF '91 Puroose: Ol1jeaives: Slrual.lre 
Ed Wllltacn, . ____ ,_,__ Priorities & Direaian 
Jay Baney. _______ Family of ComoanieS 
Brak . 
Jay Barner-·---·--·-- Famdy ct Coo1panies (COntinuea) 
Smk 
J. 81:atberwicxJUam Coaaan.. Si3C Family 
Receptioa 
Dlnmtf. ____ .,_________ Ballroom A 
Recmtlonntosp!tallty 

Breakfast._., ........... --·-·-- Ballroom A 
RJct Ross .. -.......................... Ope:aring in U'll '90s 
Break 
Rick Ras ..................... --·- Ope,attng in tne ·oos (COnlinuea) 
Break 
Royce Caldwell .... _, ........ _...... Operationlll Hlghligllls 
luacll._, ______ ......... "' .. ___ Ballrocm A . 

Jim Crupi ··-·-· ... ·-· ....... _...... E.xl!INI Environment 
Break 
Jira Cnapi .................................... E.xtamal Environment (Cantinuea) 
Bmt, ______ ... , ............ .. 
Ed Wbltacra ,_.......................... CEO ViSil 
Rec1,Uo1 Dinner _______ ._______ Ballroom A 

Rlcrntlonntos,ltailty 

lmkt.isL,._______ Ballroom A 
DOI Kltn1111 ________ Finanda& Opoonunities .,.. 
Rn• Z!Jlllrapoaloi.___ ManaQemert Practices 
Llmcfl._._, ......... ___ Ballroom A 
Jon Odam______ Full/QualitySetvice 
arm 
Jou Odam----·--- Full/Quality SeNica (Contini.lea) 
Stretcll BIiiie 
Ed Malflet_,_____ Qperationlll H'IQhliQhtS 
l,alc 
Jim 44.._____ swers Opaational Focus 
Receptlu 
Dinner _______ , Ballroom A 
Rmntlanntas,ttallty 

Bmkfast_ ____ . __ .___ Ballroom A 

Tara ffefnnfmaa ·---·--- Empowerment 
8mk 
Charin faster .. _ .... "'.,_.,_,__ National SuOSidianes• Operaiionat Focus 
Clo• 
OptJani Lunch ............ "'···---.. Ballroom A 

Agenda/June 5-6 

MESSAGI HUMBEi: 314-532•5000 (EXT. 300) 
FACSIMILE NUMBER: 314-532·9984 SQiEOOLE2-7 
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Company R~n5e to Staff Data Request No. 283 

Copies of the following newsletters distributed by SWBT during 1991: 1bcsc newsletters 

were 

A. This Weck 

B. HQ Bulletin 

C. Perf onnance 

D. HQ People 

E. Missouri Business Plan 

F. Telephone Times 

0. Family Safety Health 

H. Legislative Bulletin 

I. FYI Bulletin 

HQ People was discontinued in 1991. Performance was discontinued in 1992. Family 

Health-Safety was discontinued in 1991. 

The benefits of each newsletter is as follows: 

A. This Week - This. newsletter educates employees and helps them better 

manage their jobs and serve customers, by offering general news about SWBT, SBC and 

the family of companies, with emphasis on the telephone company. Includes brief, timely 

information on topics ranging from regulatory changes to new products and services. 

SCHEDULE 4-1 



B. Perfonnance informs managers of key performance indices (e.g .• act.-css line 

gain and growth of various services) to help them determine how and where to 

concentrate their efforts to maximize the performance of the company. 

C. HQ People informs employees of the commm1ity service contributions of 

fellow employees and encourages further community service contributions by publicizing 

the seltless efforts of employees. 

D. HQ Bulletin informs employees of events (e.g., wellness programs), 

seminars, building notifications (e.g .. construction schedules and downtime of computers 

due to routine maintenance) at headquarters. 

E. Missouri Business Plan informs employees of company goals, strategies, 

and relays the benefits to customers of these strategies; reinforces the need for customer 

focus. 

F. Telephone Times keeps employees informed on the value of customer 

service. the value of products and services, service measurements. the need for efficiency, 

introduction of new services. key regulatory issues affecting customers and the company; 

encourages employees to be customer advocates through employee involvement programs 

such as the Employee Suggestion Plan, KEY referral program and by publicizing the 

SCHEDULE 4-2 



Rider/Nova awards. Also provides information on COlllfflmlity and individual volunteer 

projectcs 

G. Family Safety-Health is geared toward safety in the home and at work, 

with the philosophy that accident prevention is a form of cost control. 

H. Legislative Bulletin is used on an as-needed basis to keep employees 

infonned on policy and product issues that could affect customers and the company. 

I. FYI Bulletins inform employees of company goals, strategics and relay the 

benefits to customers of these strategies; reinforce the need for customer focus. 
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"Pron1oting 
education is a 
goal vve share." 
-Tricia Holland, area manager• 

external affairs-Houston 

• 
1bis 

SBC-sponsored Space Center· to break ground 
SBC was the first corporate sponsor of 
Space Center Houston, which breaks 
ground this week. 

Space Center Houston will contain 
exhibits. tours and high-tech attractions. lts 
mission: Expose visitors to the spectacle of 
manned space flight. 

":\ primary goal of the center is to 
encourage America's youth to pursue 
education in science and engineering." 
says Tricia Holland. area manager-external 
alTairs-Houston. MThat's a goal we at 
Southwestern Bell share. 

"Our sponsorship fits Southwestern Bell's 
commitment to education. which is a key to 
economic development in our region." she 
says. ·fn addition. it enhances our 
re-pu1alion as a high-tech company.~ 

Spat·e Center Houston. located on the 
grounds of the Johnson Space Center. is 
scht'dule-d to be completed and open to !ht' 
puhlk in late 1992. 

Tht- t·enter is not a theme park 1ml it will 
indudt> t-nrertainment elements similar tu 
llm:<;e round at EPCOT Center in rlorida. 
• In fill·t. the entire concept or tht> ~IJ,H't' 

center i!'; being designed and planned by 
the creative minds behind EPCOT: Walt 
Disney lmagineering. 

The exhibit carrying SBC's name is the 
Mission Status Center (pictured above). 
Here, visitors will hear and see what's 
going on at \ASA. 

Live cameras will show what's 
happening in Houston's Mission Control. at 
the Kennedy Space Center launch pad or 
aboa1·d the Space Shuttle during flights. 

Also available to Space Center Houston 
visitors will be: 

•Guided lours of :'iASA, including Mission 
Control and astronaut training. 

•SpaC'e Shuttle mock-up, an ex.act 
duplicate of lhe mid-deck and flight deck of 
the shuttle. 

•The "feel of space." where visitors can 
experience how objects feel in the \"acuum 
of.spaC'e. 

\\lien Spal't' Celllt>r Houston is fully 
operational. SWBT will have the 
opport11nit\ to ust> tht> facility for corµo~alt> 
galht>ri11gs. t>mplo}t>e mt>etings. s.iles 
l'Ollft"rt"!lt't'S and olht"I' t'\'t'lltS. 
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Headlines 
SBC announces executive changes 
SBC last week announced 
several personnel cnanges. 
They are: 

Robert Lynch was. 
appointed vice president and 
general counsel for SWBT's 
Texas Division. Lynch is 
currently vice president and 
assistant general counsel for 
SBC. 

\V-llliam J. Free will replace 
Lynch. Free currently is vice 
president and a&sociate 
general counsel of SWBT in 
SL Louis. 

Durward D. Dupre will 
replace Free. Dupre currently 
is vice president and general 
counselofSWBT'sTexas 
Division. 

Appointments for Lynch 
and Dupre are effective 
June 1. Free's appointment is 
effective Ju.ly 1. 

Data Center gets topped out 
SWBT's new data center in 
SL Louis held a "topping out" 
ceremony this week as 
workers poured concrete for 
the roof deck, completing the 
structural frame. 

Construction began on the 
building in November 1988. 
Installation or communi• 
cation and computer ,viring is 
scheduled to begin early next 
year. 

The first computers are 
scheduled to be moved into 
the building in :\fay 1992. 
Personnel will move in 
se,·eral phases so operations 
are not interrupted. · 

.... 
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Around SBC 
Ftttdom Plloa_. goes Caribbtaa 
Southwestern BeU Freedom 
Phone• and the Caribbean 
Association or National 
Telephone OrgantzaUons 
(CANTO) recently signed an 
agreement giving Freedom 
Phone and each CANTO 
member an opportunity to 
market Freedom Phone 
customer premises 
equipment in the Caribbean. 

"We're very encouraged by 
the opportunities we see 
available in this largely 
untapped market," says 
Dan-ell White, vice presidenL 

He says few trade baniers 
and good potential part­
nerships are factors favoring 
business with the region. 

Yellow Paga customers satisfied 
An independent 1990 survey 
shows an average or 67 
percent or respondents were 
satisfied overa:ll with 
Southwestern Bell Yellow 
Pages' products and services. 
· The company's goal in 1991 

is to increase the satisfted 
group to 70 percenL 

llltll'at lncolne Fund note 
Effective July 1, 1991 through 
December51,1991,the 
Interest Income Fund (IlF) 
interest rate tor the manage­
ment savings plan is 8.15 
percenL Toe UF interest rate 
for the nonmanagement 
savings plan is 8.50 percenL 

These rates apply to all 
new money previously 
in•ested in IIF accounts as 
well as new funds invested 
before January 1, 1992. 

Stock Watch 
May15 T0.375 49.500 

May16 No Change 49.500 

May17 A0.625 50.125 

May20 T0.250 49.875 

May21 &0.625 50.500 

....... ISl!lffl ilell Coroof1tiOII 
Cfolillg llOCII pnca, Mily I 5·21. 1991. 

• Call Forwarding becomes mobile in Austin offering 
SWBT this week begins a new service that 
is ideal for the person on the go. 

Remote Access to Call Forwarding 
(RA.CF) is a new semce that allows 
customers with Call Forwarding to activate, 
deactivate or change the feature without 
returning to their residence or business 
location. 

I\ACF offers a signiftcanl enhancement 
over Call Forwarding, which only allows 
calls to be programmed from the 
customers' premises. 

A 12-month trial of RACF will take place 
in Austin, Texas. That city was selected tor 
the initial offering based on the necessary 
technology required to provide the service 
and the ability to me an experimental 
offering. 

"We'll learn how important RACF is to 
existing Call Forwarding customers," says 
Lisa Wllder, area manager-product 

managemenL-W.'11 a1so determine 
whether RACF should Slnd as an 
enhancement or u a separate product." 

Wilder ays resktence customers­
particularly busy families-will ftnd RACF 
an aid to staying in touch. Business 
customers will ftnd RA.CF equally valuable, 
says Sandy Van Dillen, area manager­
business product managemenL 

'"Real estate agents frequently work out 
of their homes." Van Dillen says. "But 
agents sometimes get stuck at an open 
house or waiting tor a client to call. If they 
miss a phone call. it could mean losing a 
six-ftgure deal.• 

During the initial oD'ering, I\ACF will be 
priced at $1.50 per month for residence 
customers and $2.75 per month tor 
business customers. The initlal Installation 
charge wfll be waived during the 
experimental period. 

Missouri experiment gives customers credits 
Missouri Division last week said it expects 
to issue $12 million in credits among 
customers as part of an Incentive 
regulation experiment developed with the 
Public Service Commission (PSC). 

The credits, which YarJ depending upon 
what customers pay for local semce, will 
appear on June telephone bills and are for 
the entire year or 1990. 

SWBT estimates the credit for a one­
party residence customer will range from 
about St.48 to $8.33 and the credit tor a 
one-party business customer will range 
from about $3.52 to $24.77. 

Toe three-year regulatory experiment 
began last year. Part or the plan is a 
"sharing formula .. which calls for SWBT to 

ThisWeek 

Mqt3. t/191 
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QI! 131,1331-2152. 

give customers a portion of any annual 
earnings at or above a 14.1 percent rate of 
retum on equity. 

The regulation plan also gives SWBT 
incentives to increase elDc:iendes and 
modernize the network. 

"'The customer credits signal the 
Incentive regulation experiment is working 
tor customers and the company,• says Dale 
Robertson, assistant 'rice president• 
comptrollers and external affairs. 

•we also are pleased that our 
modemiz:ation program is on schedule 
because the new technology positions 
Missouri communities for Increased 
economic development opportunities," 
Robenson says. 

Printed Oft rKyCltd lllllfl 0 
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"'I) ista 11 ce 
lear11ing \-'Vifl 
sup_po1t 

..J • • .. eo.ucat1.011. ~, 
-em Evans, area manager• 
• martet planning 

11bis 
SWBT begins marketing effort directed at educators 
Telecommunications can be a valuable tool 
in improVing the quality of education. 
That's the message of a marketing program 
that begins this week. 

SWBT is telling 2,500 school supervisors 
how .. distance learning" provides educators 
with a new, high-tech tool. 

Distance learning offers classrooms in 
rural areas the same quality and diversity 
of subjects their city counterparts take for 
granted. 

SWBT can deliver distance learning to 
those rural classrooms. says Bill Evans, 
area manager-market planning. 

.. In rural schools, students don't always 
have the curriculum they need to get into 
college," Evans says. "'Classes in physics or 
a foreign lang1;1age may be unavailable. 

"Distance learning gives those schools 
the ability to share a teacher who 
specializes in a particular subject," he says. 
"The teacher doesn't need to be physically 
on the premi.ses. The teacher is delivered 
to the classroom electronically." 

While rural areas have been the first to 
respond, Evans says, metropolitan schools 
have similar needs and have shown 
considerable interesL 

Distance learning applications range 
from voice-only teleconferencing to inter• 

active, two-way video. The latter calls for a 
communications link and Video cameras, 
monitors, microphones, speakers and 
control systems at each end of the network. 

(Interested in learning more about how 
technology is changing the face of 
education in America1 A special section 
printed by Biainus Week contains several 
related articles. To receive a copy, send 
your name, work address and work phone 
number to: EDUCATION, 1010 Pine, Room 
921, SL Louis, Mo. 65101.) 

SWBT helps Kansas schools rate an A-PLUS"' 

A 11111P of nnl scllools la southwest Kansas is 
raping the benefits of dlslance leaminQ. The,... 
PLUS (Advanced Photonics Unking Unified 
Schools) Network has been up and running since 
list fall It allows the schools to offer courses 
that .... previously unavailable because of low 
enrollment or lack of Cll'tilied staff in certain 
areas. SWBT and independent telephone 
companies deliver the A--PUJS network via full 
analog fiber transmission. The students don't 
know much about analog or fiber cable; they do 
know they like the system. "Our kids love the 
video system; says Dale Moody, superinlendent 
of the Asbland School District. "They've taken to 
it unlike anything we've seen.· 

Batlcgroumt Student enrollment in SWBTs five states , 

swars llrritary accouts for 13 percent of the total U.S. education market. Here's a IOok at the number 
of students and teachers in the five SWBT states. atono with student•teacher ratios. 
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Head.lines 
Interim ilcrina denied In Tens 
Interim rate increases filed in 

·May with the Texu Public 
Utility Commission for 
Directory Asliatance serVices 
and residence Custom 
Calling Semces were denied 
in pre-bearings held the past 
two weeks. 

Hearings on the repricing 
requests for both groups of 
serVices are scheduled in 
September; ilnal orders ~ 
expected in late November or 
early December • 

SWBT requested that either 
the increases be effective-or 
interim rares be Olt'd-bJ 
Auguatl.'lbeadministrative 
law judge approved 
consolidadng three dockets 
involving Directory 
Assiatance servlcea into one 
repricing hearing. The 
services are: Directory 
Assistance call completion, 
mulliple list Directory 
Assistance and Directory 
Assistance repricing. Ruling 
that the cases involve the 
same cost studies and 
common issues, the judge 
said the move will avoid 
.duplication and save time. 

Kansas finR 1111 repnt customer 
Fourth rmancial Corp., the 
Wichita-based parent of Bank 
IV, now does more than St.2 
million a year of business 
with SWBT and Southwestern 
Bell Telecom. Renewal of a 
maintenance contract and 
purchases of equipment and 
services were the latest sales. 

M 
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Around SBC 
Freedom Phone' products roll out 
South western Bell Freedom 
Phone" has added a two-line 
memory phone lo its line of 
home/office feature 
telephones. 

The new FT 350 has 
several memory features, 
including "save"0 a 
temporary number storage 
location that's the next step 
beyond last number redial. By 
using the feature, users may 
redial a busy number later, 
regardless of how many calls 
are made in-between. 

The new FA 955 answering 
machine, bound for retailers 
in July, includes variable 
announcement length, 
remote tum-on and message 
capability and announcement 
interrupt from any branch 
extension. The machine also 
has a built-in telephone, uses 
a single microcassette and 
mounts on desks or walls. 

New FA 960 and FA 965 
answering machines are 
deluxe models that feature a 
single microcasseue and solid 
state outgoing message voice 
chip. Both include an LCD 
display. day/time stamping, 
announcement interrupt and 
conversation record 
capability. 

SBC declares 71-cent dividend 
The Board or Directors or 
Southwestern Bell 
Corporation on June 28 
declared a regular quarterly 
dividend or it cents, payable 
August l to shareowners or 
record at the close or 
business July 10, t99t. 

Stock Watch 
June 26 .t.0.250 51.625 
June 27 A.1.250 52.875 
June 28 .t.0.625 53.500 
July 1 A.1.250 54.750 
July 2 Not Available 
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August enrollme~t scheduled for supplemental medical plan 
Enrollment for CarePlus, the optional new medical 
plan open to employees, retirees and their dependents, 
will run through the month of AugusL CarePlus is a 
supplemental medical plan that covers expenses for 
several costly experimental medical procedures not 
covered by CustomCare or HMOs. The plan is entirely 
separate from CustomCare and HMOs. 

A CarePlus enrollment packet will be mailed the first 
week of August to employees at work locations. 
Included in the packet are a special edition of Ben~l 
Bulutin which describes the plan in detail, and an 

. enrollment form that can be returned via company 
naiL (Retirees will receive the packet at home and 

can return their form via U.S. mail.) 
. Regardless of your decision about CarePlus, 
please complete, sign and return the CarePlus 
enrollment form by Aug. 50. If you do not choose 
CarePlus during August. you will not be able to sign 
up again until the next enrollment period in li.~e 

Name: 

Department: 

Company mail address: 

Phone: 

1995, when a 12-month pre-existing condition 
limitation will apply. Employees can cancel 
coverage at any time. 

Because the plan is entirely employee-funded am:l a 
stable pool of money is needed to pay for covered 
procedures, JO perunt q/ employees mu.st choose 
Canl'lus in order for it lo be implmwiud Sq,L L 

Please read your enrollment packet arefully. lf you 
have additional questions about CarePlus, you may 
wish to attend one of the CarePlus information 
meetings. Reservations are needed for employees 
located in downtown SL Louis. Please indicate 
which session you prefer and return the Corm below 
to: CarePlus Session. Room tent, 1010 Pine. A 
ticket will be returned to you. Employees 
throughout the rest of SL Louis and across the state 
should coordinate with their supervisor about 
attending a session scheduled at or near their work 
location. (See schedule on back.) 

( ) l would like to attend a CarePlus Information Session. (Please mark (t) first, 
(2) second and (3) third preferences.) 

[ ) I'm unable to attend any of the information sessions. I'm interested in borrowing 
a CarePlus lnf ormation Session videotape. NOTE: Several departmerw have reseroed 

videotapes for tluir work groups. Plea.se contact your superoisor bef.ore rtQUl!Sling a video. 
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{Sesllou will be Aus-to 100 N. Tuck~ l:OOLJa. 
belcl ID eacb UDit) Audllorlum 9:50..., 

1:00 p.m. 
14250 52nd St.• WW be po,ted l:50 p.m. 
ll501 Savage atworulte 

Au,-21 1010 PIile l:OOLm. 

Sl, Louis Mark Twaill km. l-.50LJa. 
U>Op.m. 

Aug.I 115 W. Ad.ams 8:00 Lin. l:50 p.m. 

9:00LDL 
14S.41h 10:00 a.m. 5:46 L!II. 
Aaaemblyllm. ldOMD. 

40IN.5nL 2:00p.m. l:!OMD.. 
5:00p.m. 1:lla.aa. 
4;00 p.m. 4d0p.m. 

5:00p.m. 5:llp.m. 
11:00 p.m. 

Aq.D 550 IC. Plortuara& ........ 
Aus-t 100 N.1'ac:ur l:OOLm. l:OOua. 

Audllorlum 1-.50 LIii. lG:OOa.m. 
1:00 p.m. 11:00a.m. 
t:50 p.m. 

155 ff. Lllldlterp 1:50 p.m. 
l:!IOp.m. 

Aus- 12 OBC.Rm.421 l:OOLJD. 5:51p.m. 

l:50Lm. 4-.50 p.m. 
1:00 p.m. 5:50p.m. 
l:50 p.m. 

Aur-25 OBC,km.422 l:OOLm. 
Aug. 15 14780 Muc:bester l:OOLm. l:50Lm. 

t:00 LID. l;OOp.m. 

lCkOQ LID. 2:50 p.m. 

21151011ft 1:00 p.m. Aus-II 1010 PIile l:OOLm. 

i.i>O p.m. Daniel Booae km. 1-.50 LIii, 

5:00 p.m. 1;00 p.m. 
l:50 p.m. 

Au,-14 801 N. 11th 8.i>O LID. 
9-.50Lm. Cape Gicanteou 
U:00 a.m. 
1:00 p.m. Aur-17 !Z!JOOThemls 7;00 LDI. 
~p.m. 8;00 Lffl, 

Aur. 15 115 OllYe 
551 SUnr Sprblp 10.00 LIii, \D 

8:00 LID. 800 Broadway l;OO p.m. I 
IStll f'1oor 9-.50 Lm. !;00 p.m. in 

lL~a.m. 

j 1:00 p.m. Aur-H 551 SUTer Sprillp 8:00 Lm. 
~p.m. IJ:00 Lm. 
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--------------········································ CarePlus: New Optional Medical Plan 
Covers Some Experimental Procedures 

C
ard'lus. It's an optional MW suppiunenlal 
medical plan drat can mtan/J"1Cf8 of mind 
and.}fnandal security for you as an emp/qyte 

0/' retine" of a Soul/w.'tSlml Bdl compa.ny. 
For a small monthly contribution. employees 

will have a benefit of up to 5500.000 to cover ex­
penses ror several cosdy experimental medical 

· procedures not covered by the SBC companies' 
medical plans. indud.ing CustomCare and the 
Comprehensive Medical Plan. Gl HMOs. .. 

The procedures indude several types of bone 
mam,w transplants. which are used as treatments 
of "last mort" ror many cancerous cond1Uons. and 
pancreas and islet ceU transplants. which are used 
to treat severe insulin-depende 'type I diabetics. 

CartPlw. /fJ an innooadve ffll!lliazl plan drat 
o§m employ,:a of the Soutlw,-atan &Ujamily of 

compania an Of)fJOl'TlJIU,t /tU: tmpi~ffl hat·t: lO 

bt cm:trtdfor cmain ~ prottdunJ that 
can bt lifon:ir'B, bUl arr jar beyond tlw prict ranit 
of most peop/4. CtllTl'ful is tnlU'dy stpa,raJefrom 
the SBC compania' mediDJl plans and Ill/Os. 

Very rew employers (or insurantt companies) 
olfer coverage for "experimental• medical proce­
dures. But because some of these procedures 
are being recommended for Soulhwestem Beu . 
employees or their family membffl, and because 
the cost or these procedures could mate a ftnan• 
cial crisis ror an employee's family. a program has 
been developed that otrm this type or coverage 
at a minimal price to the employee. 

Because CarePtus is entirely employtt..fUnded. 
30 perc:fflt of employees must dloost' CarePlus 
coverage in order for the program to go into elf~ 
(aJftlinufd Off /10(/t z, 

• f\ibn relereaca ID~ illdudt !tlirffl. 
.. HMOl 11117 dll'a: Coat.let yvwlOIO l'llrilll'llnllltioa 

l'fllldinlCOffl'IIP. 
................................................................................... 

CarePhls Fast Facts 
PIH Dlll:flpdal: 
Opdomil~'lledlcalplallllr~ 
redlell..Sellgllledepmdenes;<lOftnWe%pffl• 
DHD11 P'"OCedllre, aat c:men:d bf lbe SBC ciampa­
rdd mdcll pllal(lndtMlngl'.mtomeare IDll lbe 
Compebmlift Medical Plan) ot HMOs; funded en­
Urely bf Jlll1ldplmll 

EmpJoyet Conlributlaa: 
lndhidull (f!IDPlo,ee only). Wmontb 
FamilJ (f.1DPOJW pluldependeml) • Wmontb 
Ccrnrap:. 
~Joti/llr. 100% ol COTes"lld chlrges 
~}:JdJltr:8'J'K. ofdesipred t'aalityrale(a) 
l1,/l!illnw mazinulr S500JO) perfamilf member 

Enrallmtat 
/nil/al~ F.nrol/marl: A1lgusl t99t for amrap 
etrea:!Ye Sepe. ,. tlltt (30% enrollment ,-equired) 
SubuquenlEnrollrnenll:efff7mlrdplanyear(nm 
eMlllment ill u»s roramrage etrectm: Jan. t, 1994) 

~l'ollq:c::aacaieiCOffllgellanJtlme 
butca'lre-euroll UDll lbe DnlemollmeGt (preemt• 
illlcoadlllonllmlMhitl tpplia) 

Ploeldlnc 
Ccmnp uraderOftPlus IDdudes upemes reflred 
to lbe ~apesimealal prvcedura: . ,t,..,.. bofU ,....,,,.,,..,.,,...,,,,/or 

,.,.. ,,..,,,.., of: 
-cbroaic:l,mphoc:yticlmkmda 
• breul canoer 
• multiplem,eloma 

• Aldolopru boM,,..,,.,,., lnJIUplanl,/or the 
lrallfflOllo/: 
• lrmat canoer 
• lung CIIX:a' 

- OYlriaD caocer 
- coloacaocer 
- lestic:uw'ca.ncer 

• bnin cancer 
• Wims' tumor 
• Ewing sarcoma 
• maltlple myeloma 
• cbroaic myelogenous 

leukemia 



• • 
--------------········································ . The CareP/us OptionrcOlflllllllat_,_,,._, 

·••·• 

and in order l'or 1M program 10 be a>nlinued.. 
Thi, let.'tl of /IOl'ffCipotiol is MOtS$OTY Ill tnSUTr 

thlJl an~ and Slable pool of fffl:)M!' u ai.'ail­
ab/,t to pay for eot't!rtd. prr,«d.uns. . 

IC this level of participation is met. covt'rage 
"ill begin Sept. t. 1991. If mrollment is les.s than 
'50 ~tcfflt. CarePlus will not be implemented. 

This bulletin is intended lO provide enough 
in!onnalion about CarePlus to help you make 
an in!onned decision regarding enrollment. 
Regard.less olwhat your decision is. you must 
complete. sign and retwn the enclosed Care­
Plus Enrollment Fonn by Aug. 30. 1991. 

CarePlus in!onnalional meetings will be held 
at selected company locations during the month 
or August. Employees will be notified regarding 
dates, limes and locations or lhe meetings. At 
locations where meetings are not held. employees 
may have access to a videotapt explaining the 
program. 

The Plan Basics 

CarePlm is a completely oplionaJ S'llpplemental 
medical plan designed to cover expenses ror cer­
tain experimental medical treatments not covered 
by SM SBC companies' medical plans. including 
CustomCare and the Comprehensive Medical 
Plan. or HMOs. 

The plan olfers too ptrcent coverage (up to • 
lifetime maximum of ~000 for each covered 
family member) il'the treatment 15 penonned 
al a designated medical facility. AJl'f treatment re• 
c:eiYed rorcovered procedures or semces through 
a non--desjgnated facility will be reimbursed al 
a> percent of the desipttN facility rate(s). 

1be $5)0,000 maxim.um also includes limits 
ror air ambulance up to 15,000 (when medically 
nece:ssll'1) u well II transportation, lodging and 
meals up to $10,000 for a ttavel companion(s). 

Employee contributions will be $4 ptr month 
for employee only co,erage and S6 ptr mondl for 
family coverage. Contributions may be adjUlled 
&om time to time. Participants will be notified 
of these adjUltments. which may be made as a 
l't!Sult or plan usage. as procedures are added or 
dropptd. or for other reasons. 

Full-time,,part-time, regular, temporary and 
permanent employees are eligible ror CarePlm 
as well as all retirees. Employees who are en­
rolled in HMOs also are eligible. 

ff you choose CarePlus coverage. your contribu• 
tion.s will be deducted each monlh from your pay­
check. Empl.oyt,a can OtJl&«I CO'IJt1'fZBt fJl any time. 

During 1M initial open enrolmfflt pttiod 
(.\ugust 1991). there will be no '"prttmtinf 
condmon· limitalion er medical eum required. 
(.\ prttxisdng conclitioa is a condition ror ""hich 
an indMdual has c:ansulted with a physician or 
has been tested. treated or diagnosed nidlin lhe 
90 days irnmedialely preceding 1M CO\"fflge 
effective date.) 

During subsequem enrollmffll ~nods. Prt• 
existing conditions att not covettd for 12 monlhs 
from the co,·erage efrectiYe date. 

·············· .. ··· ...................... . 
.. \ \ ·e decided to make the 
CarePlus option a,·ailahle 
to help our employees 
and retirees deal "ith 
the high costs of certain 
experimental medical 
procedures. CarePlus 
can offer employees 
peace of mind." 
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EdWhitacre 
SBC Chairman and Chief'Encullft 011a!r 

····································· 
1be initial.open enrollmentstarts.wg.1. 1991, 

with a coverage el'ec:the dale of Sepe. I. 1901. 
Sublequentemv8mentaoccurffl!IJ'tbird plan. 
year. U'you do aot cboole CarePlus during tb.11 
enrollment pertod. lbe am emv11meat period 
wm occur 1n late um, with~ dl'ecttYe 
Jan. l.1994. 

It's Important to remember that because these 
procedures are eonsidered •expenmental. • lhey 
are not COYered under SM SBC companies' medi­
cal plans. including CustomCare and the Compre• 
hensive Medical Plan. Howeter, most of these 
plan., do cover the non-experimental lnnsplants 
shown on the chart on the racing page. 

"Experimental" Procedures 

While there is no wlim'sally accepted delmition 
of"experimenlal." a procedure is generally dassi­
fied as experimental when it lack.s sufficient 
(contin»ld on Ptlfll 4} 

c:o 
I 

u:-1 
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---------------········································ The CarePlus Medical Treatments: 
Who· Needs Them, How They Work 

The proc:ed\ftS covered by CattPlus ~r­
allv an considered "high risk/low suc:cess" 
treatments lhat are used as a last ~sort for 

patients Wilh life-threatening diseases. In addition. 
lhe incidence rate in lhe general population of in· 
dhiduals who need lhese treaunents-and qualify 
for lhem-is very low. 

It's important to remember lhat enrollment in 
CarePlus does nol guarantee lhat a participant 
will receive a covered procedure. Many factors­
induding lhe patient's age and C'UITent state or 
heallh as well as lhe requirements or lhe facility 
performing the procedure-determine whelher 
a patient is a candidate for a certain procedure. 

CarePlus provides coverage for the experimen­
tal procedures desaibed earlier when cer1iBed by 
Prudential. !he Claim Admini.slrator. A predeter· 
mination process will enable employees to verify 
coverage ber0tt obtaining treatmenL 

Despite the generally low success rate and low 
incidence or lhe5e experimental procedures, lhe 
plan does oll'er ftnancial security in the event lhat 
an employee, retiree or dependent would need 
one or these costly procedures. 

The cost or bone marrow l?lnSplants generally 
ranges Crom S100.000 to $500,000; pancreas trans­
plants range from $75.000 to S100.000. 

When making their enrollment decision about 
CarePlus. employees must weigh the low monthly 
cost apiml the likelihood of needing this cover­
age. Certain t'adors such u age. current health 
5talUS and family history should be considered. 
. SPEC/ALN<lt'E: ~to Dr. lUdull'd 
Champlin qftht UnbJtnityq/Tam M.D. Anderson 
Cana:rCcnto; bemus, complil:.adolu and ru/a as­
sociated will& boM marrow tran.sp/,anls UllffOM 
proportional,drwilh op. most 111l!dit:al «ntm will 
nol m::ommt:114 ,,,,,_ rronsplanlsfor candidDla 
owrap60. 

In pro,am, uJhid& qffer pancnas and Wet cell 
ll'Ol&l(Jlanu., palil!nl.s tmd. to be undu JO. 

Bone Manow Transplants 

Bone marrow is an acdve spongy tis.sue inside the 
breast bone. spine, pelvis and ribs which produces 
most or the body's blood cells-red blood ceUs (for 
can,ing oxygen), white blood ceUs (to fight infec­
tion) and platelets (that aid dotting). 

Several diseases, such as leukemia. Hodgkin's 
disease and multiple myeloma. may destroy bone 
mam,w. Bone marrow also may be destroyed as a 
result or aggressive chemotherapy and radiation 
used to treat diseases such as leukemia. breast 

canttt or luM cancer. \\'hffl lhe bone man-ow is 
damaged or deseroytd. lhe indiridui4 is a rm for 
a fatal infutioa or~ bleedinf. 

For cancer patients. a bone marrow transplant 
makes it possible to ~ higher and possibly 
m0tt dftt::l:i.Ve doses or chemolheraP! and radia­
tion lherapy beca~ mam,w daml!td by treat• 
ment can then be repl&ced Wilh heallhy mam,w. 
For leuktmia patients. !he nnsplant is intended 
to pro,ide disease-free marrow. 

Ontt lhe lran$plant is completed. !he trans• 
planted heallhy c:eUs should begin to @J'OW and ~­
produce and lhe patient's marrow can mwne 
production of normal blood ceils. 

,~ E1nployees must weigh 
the lo,v monthly cost 
of Care Plus against the 
likelihood of needing 
this coverage.,. 

3 

There are two types of bone mmow trans­
planls: ~ and autolopra. 

~ 8oM Marro111 'lhln.,plant, 
In allogeneie trampllDIS, the source of marrow is 
another person. generally atibling or pmnt. The 
success of Ibis procedure depends on how well 
"matcbed" the donor's mamnr is to the patient's 
l1llffOW. Complex mlfdringtats are nm to re­
duce the chances of the tramplanled bone mar­
row reacting apimt the palient's body. 

Finding a good match rorlbis procedure isn't 
easy. Accordinglo the Natioaal Cancer lnstirute 
and the Nadonal Marrow Donor Program. only 
about 50 to 40 percent of padents have a sibling or 
parent with an acceptable march. and the odds of 
obtaining a compatible marrow from an unrtlaud 
donor range from 1 in t0.000 to l in 20,000. 

A.UlOlo,ous Bone Marrow 1ran.splanu 
In autologous lranSplants. lhe patient's mmow·is 
replaced With his or her own marrow. The mar­
row is usually removed when the patient is in re­
mission and is lhen frozen. 1be parient is treated 
with ememely high doses of chemotherapy, which 
kills cancer cells but also destroys bone marrow. 

After chemotherapy, the marrow is returned to 
lhe body. During this period. lhe palient lacks a 
complete immune system and is high!)" su.scepli• 
ble to infections, which may cause complications 
resulting in dealh. fCOllll/llllld0ttpoft4J 

Cl\ 
I 

t.n 
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The CarePlus Option (CtJnlilaued.JromP<J&r z; 

medical t\idence lO be coosidemi consistendy 
effective and safe. · · 

To keep current on the experimental status of 
certain procedures. the CatePlus Plan Sponsor. 
Southwestern Bell Corporation. will consult 11tith 
a nwnber of outside sources. including the Claim 
Administrator. Prudenlial. l-lany factors are used 
to deride which procedutts are experimental. 
including the results or clinical studies. medical 
literature and the assessment or groups such as 
the American ~ledical Association and the HeaJth 
Care F"utancing Administration. 

Within the experimental category, there are 
certain procedures considered by I.he medical 
community to be "unaccepcable," including those 

. ................... -..................... . 
tl1i1ll are very unsare orindfectiYe or~ in the 
very early Slages ofdeYeiopmenl 

.u lhe other end oftbe scale att the '"mott 
aa:eptalJie" procedures. iaduding those lhat have 
some degrtt olsuccaa bulabo invoht• substan· 
tial risks or ~ that lack subsW1Cial dinica1 
researm. The ln!acments included in CatePlus 
ran in the "'matt acceptable· range of experimen­
tal procedw-es. 

Plan Changes 

:\s other experimental medical ln!aanents find 
ina'easing acceptance 111.ilhin the medical com• 
munily, the CatePlus plan could be chan@ed from 
time to time by the Plan Sponsor. Employtts' 
contribulions may be adjusted as needed. 

----------------------································•······· Medical Treatments rcontiruwJJrom,,. J> 

Pancreas,1slet Cell Transplants 

1191-1 

Pan.crt.as transplanls are recommended only ror 
those patients who suffer with severe complica­
tions l'rom "'l)pe l" diabetes. With this Conn or 
diabetes, I.he p.mcreas produe?S DR insulin or an 
insulBcient amowiL 

1)pe I diabelics lUUllly develop the disease as 
children and are dependent on daily insulin iniec­
lions. There are approximately one million Amen­
cam who suJf'er with 1)pe f diabetes. (Wllh 1n,e 
0 diabtta. lM pancnm iJ abl, IO produt:e insulin. 
althouBh 1M body is not abll IO mdaboli::z it. 
11itM diabaiics o/kn a:ua comrol lM disease with 
diet and oral media.rtion.) 

Because diabetics often sul'er kidney failure., 
panaeu lnn.spJants are lrequendy done in con­
jW1dion with kidney transplants. 

• .\t leading U.S. medical centen. the one-year 
success rate ror pancreas transplant.s-succesa 
meaning the palieDt no longer requires Insulin 
and hu nonnal blood-sugar level5-is over 
50 percent. HOWeYer, transplant patients have 
to rake immunosuppressive drugs ror the rest or 
their Uves to prevent rejectton or the new pan­
creas. And researchers are studying whether 

4 

pancreu trlnSplants can prevent. stop or ~verse 
the complicalions of diabetes. 

Similar to pana:eu b'amplants. wt ctll trans• 
planll are considered only ror severe 1ype I dia­
betics. and the purpose oftbe transplant is the 
same: to achieve "insulin independence" ror I.he 
patienL 

Islet cells are the cells wit.bin the par...--reas that 
produce lnsuJin. Allhou8h the islet cell lranSplant 
is not nearly as successful as the pancreas IJ'anS.. 
plant. il's a mu.ch simpler procedure. l:sing a local 
aneslbetic, a small incision.is made and the cells 
are inserted into the ltrer. 

1be down side to the Islet cell transplant: 
Cunently, insulin independence is ffl! short­
Uved. .\!so, in order to acbieYe a sufflcienl volume 
or cells, one tramplant of islet cells requim sev­
eral donor pancreases. which are in extremely 
short supply. 

.Vo,, ,o anplt,Jm ontl nlinllls: FOl'rnorr ~ aboal 
JOlll'rifho llltdo-£.IUSl~OJnllft&plto,,t a,n. 
,alt70111'6aoacto( fbYtttioo biada'("Ot/wr'/mpot'IOlll /n­
/ormtllilJt&. tab; .s«liM ovaltd .,,,,,,,, of~ """ 
~ l'ildir DU.st,_ 
ConPfas Pfa4 Spontor: CartPlas Pfa4.~: 
Soulill&.'Olml &II Co,p. Soudw.'Otlffl Btll Ttltph.iw Co. 
One Btll Ct111u. 11th Floor 10101w. iloom IOI 
SL LollidlO 6JIOI SL LouidlO 61101 

S01'E: Your,,__,,,_ FOi' YOI& dlld r-F°""'T bindff 

ClllllaU dNllt OIi die -- p61111 IMIICIOlled ill - pullli(IIIOII. 
11;"111111a>e qvesaona IOIIUil yN'lll'fmp. piflM Clledl Ille bulclef' 
orcall r- btlldloCllal. a.;r, a&M II aot dflllled lO cllUp 
Ille lffllll otyourlltedl.pllaltll Ille D!llail ---wflKll ..,. 
tnl fllelll. 111.benP 11't UJ ·1 M - IIICWeft 11111 INlll'IIIUIICI 

Ille olllaai - lel'I, Ille - .... llff"IIL 

0 .... 
I 

u, 
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~: \ \ h~ an- ..uiN'fllk'ffi ,-nn~h 
unh ht-Id nnct" f.'\l'r'\ thm· war-.' 
Amer: Because ~Plus~ endtdy ~·tt• 
lundfti. the lhrtt-vt'llr imff\•al pro,,~ a Mble 
pool of enrollees. ensuring W funds lO pa~· for fbe 
costly proctdUttS rov,ttd by Careflus. 

Question: \\ho i, mn,i(ll•n>tl ii 11u«dilit"fl 
d1•1k.•ndt>nl:.' 
Answer. The foUo"in! peopl, qualify as 
d,pend,nts under CarePlus: 
• your spouse: 
• your unmanied childttn unW the end of the 
month in which they reach age 19. or unW the 
,nd of the month in which they reach age l5 if 
they a.re full-time students at an inslitution of 
learning; 
• your wunanied child. regardless or age, who 
is mentally, physically and/or medically incapable 
of self-support and fully dependent on you ror 
financial suppon. 

~: \\hat ~ifm, ~,·..aatu-. 
--~ .and I nn-d In~ R1" \'U\t"f'Wtr .• 

Answer: The~ Gl'fflirtt is mpomible 
ror~melendt•PayrolOffltt 
of any ch8tft •ilbin 30 days of the date thl' lk-pen• 
dent becomes quadri for CarePlus coverap. or 
the dtpendta( isno ~qudfitdforcovcrap. 
(Ir you haY1! fami! ~ it is not~· to 
notify w company or any additions.) 

Employtt conaibutions will bt increased or 
decttased w lirsl ofw month roUowing the noti­
fication. There are no late mrollment or ref Wld 
privile-ges. 

Question: Can I add m~ famil~ lalt•rt•,,·n 1f 
lhefre l'lilible non:' 
Answer: .Sot until thl' next c~Ument period. 
which will occur during 1995 for co~rage 
effective Jan. t, 1994. 1n addition. they must salisfy 
a 12-month preexisting condition limitation. 
(~Ollboctmt) 

• • • • • • • • G • • • ,..• • • • • • • • • • • • • • • • • • • • • • a • • • a • • • a • • a • a • • • • • a • a • • a • • • • • • a • • • • • • • • a a 

• :.:· ·- .. ::.·· (:o\EltH;1-:-Fott:Tlt~,sPr:t,-rs~~ .. ~, • • •. 
·.· ·:;;' .. sue: C0\11>\ '\IES--\lEIJU:U:'..l'I: \'\S":; \ S! crnEl'I.C~ 

CustomCare & the Comprehensive 
Medical Plan• 
(Non.Ezpmm,,n,r 7hwp/ana) 

• Cornea tnnsplant 
• Heart b'llnlplanl 
• Harl/lung transplant 
• Lung tramplaat 
• LiYer tnmplant 
• Kidney tramplant 
• ~ bone marrow ~for: 

- Aplastkanania 
- Aa.lk kuJu:mio 

(lympltoqdcand.~) 
• Chrotw:~lallrania 
• Ncuroblaltoma 
- Nloanaldllodpn:S and 

lfDA,,/lodpin :s lymph4ma. 

• Autolopm bone marrow tnmsplanb for: 
- Advanad Hodpn\and. 

non,.Hoqkin:S lymphoma 
• Acuuleulwnia 

(1J,nphocyric and n.on-1:ymphocJril:) 
• Neurobla.stoma 

carePlus 
~7J-onsplan#) 

• Allopneic bone marrow transplants ror: 
- Chrotw: '1mflhoqric ltluklmia 
- Bnmt a:uacrr 
- Multiple m,,loma 

• Autolopus bone marrow trlUL'lplants ror: 
• Bnmt CIQllt)tJ" 

- Ulll6a:mt:U' 
- Or,arian cant%1' 

• Colon CUl'IOU' 
TQliadarcanar 

- /Jraincanc,,-
- Wilnu'lllm4l' 
• Ewin8 san:oma. 
• Mullip~m,,loma 
- Chronic~ leukuni.a 

• 8aS4'ld on CIUIOIIICA/'1/ fJlld. IN C~'t .\fediatl P1alL Panidpanls q/olhl:rplonl sllovldaliUOd tfldr/Jm(/ft ,rprat11111111,'t tt1 

dtlUl'lliM ~for IN aboi.'t IIOII~ rr.wplatll& HMO par#dpanlS sJlovld t.'OlllllllS rhN' HMO dir«tl!c Elipi/ily.ror 
01t1 ,-:tdlJrt II sllb;«l lO all plan,- ana fllffliml tH"QIOCOI& 

... ... 
I 

I.ti 



, ..... 

...... • . ................................................................ . 
Ouestiaa: I lun \\ ill llu- el.-,,i:m.11e .. 1 l~1niih,-.. l11• 
drn~•n:• ~ and ~nu •ii bf- subin1 In a Pf't'1",ist­"¥ l'IW!dition limication. 

.. 
Answer: On!, l't'Main mmiral l't'ntt'n lhmu~houf 
I~ C'UWltry p;,fonn l~ l"\periml"nl.11 pn>c.-t'd~ 
'"'""l"l"l"d bv Wlrt'Plus. Soulh\\~t"m Bt-11 Corpora. 
lion \\ ill n>nlrilC'I \\ ith lop mmic'al t't'nl~ ~pnial­
i1.inp: in t'a<'h 1,f lht' Pnl<'t'dul'l"S. 

Ouestion: \\ hal , ... ,..,_.. ifJJ.H1ic·i,Mliun in 
I ,m•l'lu, r.dh h,•L,n .a r•·n-.,11 in flw fllidrllt• ,.,. 
,, 1il;111 .' r,1r.' 

Answer. lrlhis hal)pt"nS. Can-Plu.1 \\ill ht- lt"nUi­
natl"d at lhl" t'nd 1>r1tw ~~ar. Iran ~nmlhnl'nl i5 
~·ht"dulm durintt a Jt'ar in "him panilipation 
dmps ht-low >O pel't'f'nl. lht- mmllml'nt "ill ht-

Oueslion: I J,,. ... , ,m•l'h, .. ..,,,,·r ,.,,.'"' 11n ... ,,. 
1l11n· 11111 nn1•ri•1I h_, lh1• ,II(: ,·111111i;111it•,· 11lt'11i­
, ,11 ,,1,111 ... 1 

Answer: \o. Cart"Plus t-o,·l"rs nn{,· lhl" SPttilk 
t'\~rirnl"ntal me-di<"al pf"Ol't'dun,s dPScri~ 
tllrlit'r in lhis bullPtin. 

Ouestion: 1, c.•,1N•rimc.•n1;d cfni~ llwr.11>.' 
induded in lhi, plan:' 

Answer: .'io. Ir a drug is approved by lhP FDA. it 
is covpffif undpr most SBC companips' medical 
plans. E.tJ>"rimPnlaJ drug lhPrapy t'X~nses are 
gt'nPraJly cov"ffif by (hp produt't manufat'lUtt'rs, 
who asswn" this as a re5"arcf1 t':<~~-

Ouestion: \\ hc11 abou1 rJdi.il 1.t'mlolom~ (l'ur­
n•c.-liw c.•,r ~ur::f'n ):' 

Answer:· Th" P~Utt's covpffif by ~Plus 
are perfonned 10 c:ombat UrP-tfttta1"ning di5"85"S. 
Radial kttatotomy gPnmsUy is considPM:f c:os­
fflNil' stugtty by th" mt'dical community and is 
thP~(ore not pan of~Plus. 

Question: \re t'mplo~ee <'unlribulion.'i subjttt 
In <'han,cp:' 

Answer: Yes. Contributions could go up or down 
as a resuk of plan usage. as procedures are added 
or dropped. or for other reasons. 

Ouestion: C.an I keep co,e~ irt go on lene? 
Answer. Yes. There is a "C{;.tlinuation of cover­
age" provision available lo employees called 
COBRA. .-U the start of the leave, the company Will 
notil'y you regarding your options. If you don't 
choose COBRA. your CarePlus coverage will end. 
In this case. you can't re-enrou until the next 

mnd1K1l"d 10 rlt'l~nni"" irC-at?Plus !ihuuld ht­
nmlinued. 

Question: 11,m i, "'·' 111rn11h1., 1·11111nhuli1111 
ll"'t"fl:' 

Answer: Thi!' t'011lribulions. which att put in a 
!rust rund. att USed 10 pay the ciaim c:osts or an~ 
covl"ffif Procedum ror dig:iblt' parti<'ipants and 
au administrativp c:osts. 

Ouestion: \\ ha1 happc.-n" lo lhc.• monc.•., in lhc• 
lrust fund irlhl" plan i" ll"rminatc.'ll:' 

Answer: Expen5"5 ror any Proc.-edure in p~ 
that has bt'en Ctttilied by the Claim Administra1or 
,vt11 be paid as wpfl as any r'ffllaining administra. . 
livp t:<pe'15"s, Any PXcess "°OUld then be retumt'd 
lo the ~nl participants. 

Question: Ir on" or lhe Can.-Plu~ Pffl<'c.-dun, i" 
no lonnrl'onsiden.-d l"\J)l'rimen1a1 nilhin 1111' 
nlt'dk:-al <'ommunil~. "ill it Ihm ht- t·cn\•n"fl 
under our regular medical plan? 

Answer: CUSlomCare and the ComprehfflSi,·e 
\fedkaJ flan Sl>ttificaUypxcfude pn>cedUtt5 ('OV. 

effif by CarePlus. From time IO lime. pn>c:t-dW"fS 
mav be movt'd l'rom CarePlus into lhe SBC <'om­

panies' medical plans. ffOwet'ff, unlt'SS a P~­
dure is moved. it is covered only by CarePlus. 

Ouestion: \\"hat should I do if m.,· ph_, ,;il'ian 
q,~ls onp oflhese pl"O('f'd~ for nll' ur nnt­
or m~ <'o,•effif dl"Pf'ndPnts:' 

Answer: Cail Prudendal at l-800445-ifi9t2 and 
ask for the CarePlus Coordinator. 

N ... 
I 

11'1 
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1Dl8 pu:cpose of this guide is to dallcrlbe tba p:coce1nr-s 'lillid1 ha.Ve been 
est:abl.ishad by sc:uthwast:aal: Bell Q:i:tpcD.aticn (SBC, · the Qzporati.cn, the 
Plllrmt) for use by SBC employw in ~ that SBC expmm• m:a 
a;pr::cptiately identified. am cata;m::Lzad far ntent:icn, dinct ~ or 
allccatial th:rougb. tba ost Allocatial systaa (CAS) • 

'lhis doo'DDlr"t sbaild be carefully :i:eviewa:t in full. by evla:y' raw aploywe, 
am any c;pestia1S a::n:ami:ng its ccnt:ant:s sba:&l.d :tie discu•cml c:tm::b:,;r the 
orientatial scssim at the :lni1:i,atim of apJ.c,y.mnt. Far ex:istinjJ 41111plo.,w, 
this 1lilUIJal. sb::uld :tie revi-..::1 at last arnally u pm:t of the jcb ..:i.uaticn 
p:cccess in c::cnjuD::tia,. with ~ CAS 't:bna asa:1.gawlt mxli•~ In 
additicn, ~ an employee ac:x:.pts a nar pm.ti.a,. within SBC, it vi1l bl 
nacesez:y for tha lllllpl.O'Jae to mri.e, the ~ an:! po 09Jln• ccatainm 
in this ll!IIUll to ansm:e ~ ~ am CAS integrity. 
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'l!le Ccst Allcx::a.ti.al b'ystem was developed for the p:a:pose of providing SEC 
with a system to allcx::a.te o::u:porate cx:sts based at the 'SpeCi.fic activities 
pertoz:med by its employees for specific cxa:porate entities. 'l!le as is 
st:ructura:1 to allow emiployees to identify tba sre:ific activities ( cost 
centers) thay pertom and the amcunt of time thay nar:mally spen:3. al a given 
activity al an c:l'lg0ing basis. Also, the C'AS allows employees to identity the 
cxa:poz:ata entity "1hic::h benefits fr:m t:bei:r "1Ctk. Finally, the CAS allows for 
tempora:r:y. er pez::manent m:xli:ficatiais to an emplc,yee ts time J:apOrtin;J recaxds 
to reo::gni:e chan;es in work :responsibilities. 

Each SBC department is c:ba:cacterized by the general grcq, of activities 
its employees pertom, an:! this c:baract:er.Lza sbc:uJd serve as a guide far 
ident:ityin:J the ccst center · ass.lguwuts far each emplc,yee. ~, each 
employee sh:w.d review t:bei:r activity pertcn:mmx:e reqpiremlmts with their 
supei:visar to ensure that the appz:cptiate cost oent:ers are selected.. In each 
instanca, variarlces frail the dapart:mental. activities may· ca:ur. Whan tbase 
vari.a:nces cxx:ur, they are l::'EpOrta:i en an exception msis tbtalgb. SBC' s payroll 
system. WitimnUY: it- is the ;;espcmil;rl]jey of SBC superyisgrv and 
JPIIM\S!iT1 ,, personnel in ea.ch depbr !?•@tt to mp.tgr !he accuracy of the 
division of :work t1m on an qg::,:im m•;ts. 

'lha effectiveness of the C'AS daperds en the ac:::x:uracy of each employwe • • 
activity raccm:!s mi the awareness an:! sensitivity of each aapl.c,yee to c:baD;es 
in the types an:! ti:ma ~ of the activities par;:fotl:la:i. 'l!ms, each 
employee, in a::inj,mction with tbair scpervisar, -.lSt taka nspc:nsibility far 
develc,pin:J an:! mint:ain:irq accurate c:ast cmt:m:s at the pe.yJ:Oll. :r.cmds mx1 
:cepart my tamp::u:m:y varirm in jcb respc:mail,iJ :lties. 

'Iba sectic:ns lmid1 follow desc:::c'lbe in gmat:er dat:ail the madlani.cs of the 
CAS pz:ocess an:! the ras.pc:,nllibilities of each SBC amplc,yaa to rm the 
effectiveness of the CAS. 



'lhe employee plays a critical role in ll'la.irr....a.inirq the effectiveness of 
the Cost Allocation System. 'lhe CAS will net be effective unless each 
employee recognizes their ~ilities with respect ta: 

-~ "4la.t the system requires of an in::lividual; 
- Mcnitcr:in; an::l repartin;J c:bar:ges a,. an cngoin; basis: 
- H:difying the standm:d assigu:neut as neoessm:y; 
- 0:din:;J bill an::l VCllCher expenses with the~ cost cent.et:s; 
- ~in; valid aca:unt,'cost center rurnber cx:mbina:tialtit. 

'l!1a employee's role in the Cost Allocation system. inv01.ves: 

- Est:abl.ishirq initial cost c:enter ass:Lgnweuts(s) for the dist:rimt:icn of 
ti:ma: 

- llep:Jrtin:J temporm:y c:bar:ges ta the cost center asaiguu:en~ as they cxx:ur 
t:brcu;b the "exception" rep:::u::t:iDJ of time spent a,. activities di.tfei:ent 
fJ::all the az:::i.gi:nal cost centers assigned (see Sectim 8 for exceptia,. 
mpart:.in;J) ; 

- Mcdityi.nq the original cost center assigumeuts as jcb dLtties c:nmge. 

Wit.i.alally, it is ir:nma eut up:n managerial. am. supm:visoz:y pe:csanwl 
to initiate cn;oin; mcru:tarinJ of the distr:il::ut:i. of ea;,J.c,yee t±me an:i work 
activities for all subordinate paaaxnel.. 

SCHEDULE 1.5 



~ :Ball 0:l:tpol:aticn 
est Allcc::atial Syst:aa 
Users Guide 

'It.le est Center Nllmbe.r' (cx:N) assigna.eut sbculd reflect:. tbe specific 
activities in:lividual employees per.farm an:l the percent of. their total ti:ma 
required tc oanpl.ete those activities a,. an cngoi.ng basis. ~, an emplc,yae 
may have m:::ira than Cl'le CDf dapen:lir:ig en the rablre of their jab 
respc:asibilities am 'W0:rk bein:J perfc:u:mecl. Far 4DCl!ll'le, an emp1c1yaa in tba 
Q:n:porate 0::&l'lllln.i.cticns Ileparb1:lent may 'W0r:k a,. a.:xcpoi:ate .Mverti..sinq • 
CCX'N oaooo> am News an:1 Public In:faz:mat:i.al Ccx:N 05000) • Acc0l:.'clin;Jly, tha 
CX'N assig:t11neuts on that partia.ilar employee• s payroll records wculd J:llflect:. 
these activities l::eirq performed en a :egul.a:c' basis and w'CUl.d identify tba 
percent of their total time expen::le::1 en each activity. 

'It.le mcrdtorin; of -work activities th:au;lh the use of ti:ma st:udiM will 
take place 'When: 

- A naw posit:i.cn is establ i shed in tha Qx;paz:ation: 
- An Cld..st:i:aJ pcsitian has a c:hmJ38 in raspcmsil,ilities1 
- Mm!lgm::ial. am/ar supervisor.y pez:scn')el dat:m::mina tm:t:u;h tbeir c:rq:w,g 

lllCllit:.az:in;J of eq;uc,yae time an:1 'W0r:k activities that an up3a.tin; ti:ma 
st:axtyisnqu:i.rad. 

NiW· RX'X'XO!S 
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A fCXJr-Week m:initarin; peric:d of daily act:ivities is z:aqui:rad far all :na 
ar c::han;ec:l positicns within dapartamts of sac. Also, a ~ manit:ac:lni 
pericd of daily activities sbcu.ld be c:x:insidared by ~ an:l superv:i.sars 
tar all the.ir sub::v:di:nates 8!ld1 year. 

A fo:r::m. bas been pr:cvided (Af".tAt l a,ent 1, page 2 ot 2) 1ib:1.cb 1lllr,i be usec1 to 
rec.ard time during the m:nit:arirq pm:im. 'Im fem sbculd be- cx::ap1.etad daily, 
with an emplc,yaa z:ea:mliDJ act:ivit:ies in 30-mimta :h.c:a..mt:s t,y .extf am. 
a:pamt of t:lma spent fac mdl CQf listed. At tba en:l ot t:be ~·pm:ia:t, 
tba dapa:rt:ml!nt should dahe1 mjne the app:a:p:iatanes of CXNII am. the ta 
assi;nm to eadl ocst cad.er. (sect:ia, 4 ot this marmal mtl.inas the staps 
tar mlc::f.na' er cban;irq 0:H assiguaeuts.) 
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'lhe p:cecedi:N3' section desc:r.i.bed the establishment of cats for each 
employee. 'lbe primm:y points of c::ansideraticn ~\Did the follCMing: 

- ~ta Cl'.lfs are identified and included in each eq>].oyee•s pa.ymll 
reca:rxl; 

- 'lhe cx::N incl.uces the percent (~ to a '4lole percent) of starx1aJ:d 
hcu:rs assocla:ted. with activity per.facmance as developed in the a:N study 

- ~:,,;;,loyee has the responsibility to be thcra:lgbly tam:il lar with 
their cx:Ns7 . 

- Managerial and ~ perscnnel are responsible for oversight and 
m:lli:tcri:r:g of the a.ccurac:y of the wcrk-hcur dist:r:il::IUti of subardina.te 
employees as 'Well as the developneut of ~te tine-m::ru.tarin; 
devices on an angoi.n;J basis. 

. In the daily c::m:se of business, the emplO'J88 may perfcz:m. activities 
different frc:m their cx::N asslgnmeub:.. When these ~ ocx:ur, the 
employee. may be required to ca:apleta an Except:ian '1'ime Repatt if certain 
criteria are satisfied. An Except:ian Time Repact allows %.'l!ICX1g1Utial am. 
adjustments far varlaticrs frc:m an eq:,loyee • s stan:1ard cx::N assiguu:ent. 'Ihe 
followin; :factors shalld serve as guidelines far detSl:mi:nin;J 'When an Exceptial 
TiJna Rep::it:t is requ.h:ed: 

- llJla activity bein; per!OJ:!Ded nqujres a cx::N ditterent frm the eq:,lc:,yea's 
designated. cx::Ns1 · 

- 'Iba amount of t±me requi:ced to pe:£cz:m. the activity is CD! bcu2:' dl:r:C':in;J 
art'J' given day ar an aa::,nn1l at:icn of fair b:m:s in a given calerm:r W0rk 
.....it. 

An Exceptia:1 Time Repc::t may. l:e initiated. 17.{ either the auployee ar tba 
supm:visar, althcugh the primary xespcmsil:,l llt:y rests with each auployee. 'l!MI 
decl sion to utilize an Except:ian Time Rep::a: t shaJld. be Jada with the 
a::n::urrax:e of an employee's supecvisar. ll1ile the pz:eoai!:rg factars serve as 
gu:idaJ.inas far .initiating an Exceptian Time :Repat:t, there 'l!J1llI l:e limited. 
situations 'Where smaller irc:ements of t±me ai a weekly basis 'l!J1llI l:e mquested 
to be recccded. ~ spec:i al activities will be handled. t:h:t,:n;h the st:an:m'd 
pay.roll exceptic:n repo.rtirq mecha.nism. Inst:ruct:icns on exceptia,. time 
reporti:rr; may be famd. in section 8. 

SCHEDULE 8-10 
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Stan:!al:d o::N ass~.gnme:ut:s are established ar llCii.fied usin;J a Payroll 
Qmn;e Beport (PCR) • Establishment ar m:x,;ficatian of an emplcyee's 
c:lesigna.te:i CCN assignments shoJld occur umer aie of the foll.owinJ 
~= 

- Initial asslgnmeut. of job responsibilities; 
- ~ of job r:espa15ibi l ities; 

Exceptiai ~ to a:e ar m::re CXl{s begins to ocx:ur at a -J:egUlar 
basis. . 

ll a pattern of excepti.cn mpartin; to a particular o::N develcps, the 
enplcyae shcul.cl initiate a PCR c::mn;e to hm:pc.u:ate the tima ~ 
change. In daterminin; the pm:ert: of time to c:amdt to a o::N, the emplcyee 
sho1ld use the percent of actual hcm:s wadcad dm:in;J a fem: week periaL 'lba 
decisial to initiate a PCR sholl.d be 1D!lda by tba eaployee with the a::nm:rm 
Of the eq,loyee I S super.visor• Each emplcyee 1ll!rf have. up to tan (XNs Cll 
their PCR, with an associated pm::cent".age far ead1 CXN. 'Iba pei:c:ait:ages JlllSt 
add. up to 1001 and JlllSt be 'Whole ?lllllbers (no :tnct:.ia,s). Detailed 
inst:uct:ia'IS ai preparirq 'the PCR shcul.cl be 0bt:ained frail yo3r ~ 
persamel coardinatar. 

SCHEDULE S-11 
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~ a decision is to l:e made l:Jy an employee to adept the use of a 
standard o:N', EXU:ptlon time l.efO.L t, pi:ocess. an expense VOJCher, ar m:xlity 
their use of a standard CDf, the employee must carefully o::::insi.der the 
sel.ectian of the apprcpriate CDf. 

'Ihe selection of an dfPLupLiate caf generally requires that: 

- Employee activities must l:e identified arxl related to ~te cxst 
oenters (e.g., Sbareowner Sel:Vices, PUblic Issi>es Besearch, COl:parate 
~, ate.); 

- Employees, in ccnjunctia, with their supervisam, must detemine wether' 
the time and DpmlS8 associat--ed with activity perfarmance sbc,ild be 
directly charged to one ar mre l::ut net all subsidiaries, retained tJ:t' the 
Parent, ar allocated to all subsidiaries. 

Attadmlent l of Sect:.ia: 5 lists the cost centers with their a:N and the 
c:bargirq directions with their codes. A canbinaticn of the cost center arxl 
the c:bargirq direction prodJJces a 5-digit o:N' to be used fer tiJne arxl expense 
repart:mJ. 

Atta1t11,e1YI: lot secticn 5 sh0ul.d :be used to select the app:cpriata a:Ns. 
A definition of each cost center can be fc::und. in Atta, 3111+1,t 2 of sectia1 s. 
In the detiniticn of aac:h cast center are examples of activities parfcmned 
within tbat cast center. ~, the lists of examples are not int.anded to 
m exhaustive am d0 net include all activities perfcn:med tJ:t' sac enplayees. 

1llrin; initial eapl.oyaa arientaticn and di scJSSicms with their 
SllpllCVisor, cx:N selactiai will be :made and sb::wd be reflective of the natum 
~ wcrk activities -to be: pex::faczal (e.g., a CLXLpJtat:e bn;at: analyst in the 
Finance Daplrtmant 1A:Ul.d select the O:U.pc:u:ate ~ CXN) • 'Iba employee's 
jcb descripticn sbculd serve as a guida tar the initial asslguaeut of cx:Ns. 
Percentages of time assigned to c:Ns an:1 the c:Ns used shculd be reviewed arxl 
updated as nacessm:y with each time sbx!y based Cll the results of the daily 
activity srnmPtrles. 5electial of c:Ns sbcw.d be reviewed l::J:t' the employee's 
supe:cvisor. Quast:ia'lS rega1'diD; the a;prcpriateness of CQf selectial for the 
jcb activities pertaz:med shculd be addressecl to either the super.risar or the 
CCqx:u:ata Manager - Regul.atcty IssilPS-

selectial of a o:N' generally requires a seconi decisiai (c:ha:rgm; 
direction) as to~ the time ar expense is directly charged to one or 
more (but net all) subsidiaries, retained l:Jy the Parent ar allocated to all 
subsidiaries. 

SCHEDULE &-12 
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Activities an:1 expenses shc.uJ.d :be d:irect.ly charged to a. slbsidimy 'llbelt: 

- Assist:ance is pz:ovided to an entity at its request, sucb. as: 

• 'n:ade.marks, pa.tents an:! gra:p:u.cs serdces: 
• PJ:epamt:ial of tax ret:m:ns: 
• Litiga.tial assistance. 

- Activities are pe.rfacnecl :i::elatirq to one or mare entities, ard each 
entity can :be urw;plly identified, such as; 

• :Fa:-mlated. assistance: 
• Assistan:::e with personnel tz:ainin;. 

Ihm. a decisicn to directly c::ha:t,ge expanses has been mda, sel.acticn of 
the 2-digit cede for tbe entity(ias) to :be dm:ged sbc.ul.d :be appended to· tba 
aq::p:z.opr.iata 3-digit · cede previously selected fJ:all the ccst centar n:ad:m:s list 
(e.g., Tax Retum P.repanticn for Mobile Systems - 03904) • 

RerADmG QF CXRfQRATE EXPENSES 

. 'lbe "decisicn to retain expenses in the Pm:ant is ganerally mda taml 
t:be.re a.rem benefits to be J:eCei'Ylld by art/ slbsidivy entity. 

E>ca:n;>les of expenses asscc::iated with act:ivi't:ies mich are garm:ally 
reta.ina:1 are: 

- Mergers, acquisitials, an:! blllW' vant:UJ::as: 
- ca:p:u.ate arbK:Jr:k px:cgcam activities. 

If a decisiai to mt:a.in expanses bas been lll!lda, tba c::harg:in; di:ractim 
code aelected sboild be a S desi.g:na.tial, an:! pl •cad afteJ:' tbe app:cpd.ate 
car. 

Al.lcx:ation of SEC employee time an::! expenses sb:llld :be llli1!lde in the 
follcwina' :irlstalx:es: 

- PerfCD:mrl01 of activities :i::elated. to prcvidi:ng CXT.t:pca:ate avm:s.ight an::! 
d.trect:ion to all subsidiaries, 

- !\:ncticm perfaz:mad. cant:z:ally for the benefit of all sutsidiaries; 
- Fer.fo:r::man:e of activities not d:irect:ly cbarged or reta.ina:1 by the PaJ:mt. 
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l4ben a decisial is mde to allcc:ata a portia,. of an mployae 's t:im a.rd 
expense to all cpe:mti.ng subsi.diar.ias, sel.ectian of the cbargin:J di:acti.an 
o:x3a should be a .QQ designa.tian placed after the agropr:iat:a COl. 

At:t:actmlent 3 p:cvides a list.tng of all valid c:cst cant:e:r:s ard c:hm:ging 
direction caribinatians. ~er to this listing to ensure the COl that yai have 
chosen is avaiJ.a!:>le for use, especiaJJy if ycu bava net used the COl bltara. 

'Iha putp:lN of this sectiai is to pz.,,vida guidalinas 'Whic:b my bl used in 
ma1d:r.g tha a;:prqrlata dat:emi:natian. Althcugh guidalinas m:e pr:cridad, 
inst:ances 11J1J.Y ar.ise 'Where activities are perfcmaal or ax.pens• are incurred 
1ishicb do not:. clearly fall into a specific 00St center or ctm:gin; di.ract:ial. 
In thclse i:nstances, the emplc:,yee an:l superYisar shculd fir.It tully di..,,.. the 
natm:a of the activity bein; perf01:l18d. and dat:c:mi:ne a ptq:«t" cata;az:izat:im. 
If' the c:ategarizatia'l is still uncartain, the O:U:pcn:ata Manager - Bagu1ataz:y 
J:saues (235-6354) sb:uld. bl ccntact:ed prior to a COl being ea1ectad a.rd 
reported. 
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EXO:.:Pr.IUI TIME REEQ<l:lNG !CR ~ 

. Secticn 8 
Pagel of 2 

'lhis section descril:es the criteria and ~,:r,,:s to be used far 
e:,cr:.eption reportin;J an employee's time. 

Tilte spent en a project which does rx,t fall :into an employee's 
'l')OTJM] cost centers and is in excess of cna bc:ur' :per day ar an 
aco:mul ation of four hcu:rs per ll1eek shc:uld be exceptim time 
reported. It is important to t3:ack the time spent on these projec--..s 
carefuJ.ly so that the benefitting entity will be c:bm:ged aa::urately, 
as well as the a;p:t:opx:iate cr:::ist center. t7se the fa:cm pramted. as 
Att:achment l to keep track of in:lividual time to be exceptian. ~­
'Ihis foz:m also se:z:ves as substantiation of hew time is spent an::l 
chal::ged, and shculd be kept with each department's payroll %'11CX1:tds. 
Precise d0c::umentation is .i:D;:artant. Attcu.l oie, rt 2 of sect:icn a is an 
example of bcw this fm:m sholld be pz:epara:1. 

'Iha Exceptiat Tilte RefCXt fams should be used far preparing the 
SRa.R Fox:m F.ASW-4568 (Pay.roll Time Recu.td) • '.Im fol.l.owirq c:citaria 
will be employed: 

• Pay.roll hcu:z:s sb:,lld ba acaptim time repart:ad en Fa:cm 
F.ASW-4568 (Pay.roll Time Reo:Xctl - see Att:acment 4) in the 
secticr1 far "Pa.y.lXu.l wage mst:ri1:ut.ia1 Excaptias. • 

• It is necessax:y to maint:ain. a table using Farm. F.A SW4569 
(Payroll Wage Dist:r:il::utim Accr.u.1t:.in; Infa:cmatim - aee 
Attz.c~ merit 5) for each pay;oll nJPbv- ide:nti:tyinJ excaptian 
cedes, their associated CXNs an::l P.t:aject IDs. 

• Refer to the ~ ~ II T.IME ~ ~ MANtaL to 
datm:mim hew these exc:eptim c:cde tables are mint:ained. and 
hew payroll exceptiai hcurs a:z:e codad. 

• 'Ihe RfrR HmSE II TD£ ld.tv.EXER 'mAINDG lWllAt. shall.d ba 
used as a guide far tbe actual hpit of the cedes an::l t:ba 
payroll data. It is tbe .i.np.1tt:m:s• resp::mih:flity to J:l!!Y'iar 
their $51,frR J::epatt& to ensu:ca tbat all codas have baen 
p:cperly inputted. Att:adlmlmt 6 is a aan;,le of a wage 
Dist::ritut:ial I:ata table after the cedes have been input into 
~- Ead1 ent:cy DlSt be %l!Yiewed care:fully • 

. • Use the Responsibility Cede, Jcb Rmcticn OXle (JFC) an::l 
Envi:rcnDent Cede (always zero) asscx:iata:! with tbe payroll 
racxn:d of the exception 00ded employee• s reported time. nm 
JFC used will detemine the acx:a.mt to whidl the salal:y will 
be jon:nalize:l. 'lbere may be more than cna JiC per payroll 
nimt>-r, so be sure to c:txxise the c:au:ect ae. ~ JiC 
equals w.rong salary ac:oount.) 
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• 'lbe section of Farm F.A SW4569 entitled "Keep Q::st/F.s""...ima.te 
Number" shculd contain the awr,cp:tiate cx::N fz:m the list in 
Sectia1 5 of this guide, us.in; two leading zercs . to fill in 
all of the a.vail.al:,le spaces. ('Ibese leading zercs shculd not 
l:e used in the CC&t center space en Fa:ms SB:-4471 am 
SB:-4472.) 

• 'lbe sectian of Farm F.A SW4569 entitled "Il:x:atiai O::de" shail.d 
l:e used to cx:nt:ain the Project: ms that have men assigned am 
int:erded for excepticn report.in;. u no Project mis to :ce 
used, leave this space blank (it will default to SCOOOO). 

• 'lbe sectian of Farm F.A SW4569 entitled "Eng. Ratef.[abar 0::de" 
sbc:u1d not l:e used. 

• 'lbe SoMIR Syste.m will accept tw0-digit except:icn cedes usin; 
J:llDICerS 10 thra1gh 99 sequentially, am a1pm:uner1c cc:des 
that ran;e frm. 1 · thra1gh 5 in the first positia,. an::1 trail A 
tbraJ;h Z in tbe secc:ni positi.cn (i.e., lA-lZ, 2A-2Z, 3A-3Z, 
4A-4Z, SA-SZ). 1bese caabinaticns allow a maxi:mnn of 220 
cc:des. 

• Qlly the same nnnher ot b::l.1rs (or less) that am in the p,rJ 
period, excb:d:i?9 holidays; may be except.ia,. reparted tbraJ;h 
stmt. 'lbemfare, excepticn ba.tts DJSt be reparted eadl p,rJ 
periai and n,:,t aa:nnuJ ated until the end. ot the JICllth. 

• IP ,m sen:! in cx:rrract:.in;r t:l:me sheets to z:epn t. adclit:lmal 
CC&t center or Project: ID excepticn m:a:s. Sillpl.y 1.epar.t them 
en the tbllowin; p,rJ pe:ricd aemt facm. 5'Hm. will net mke 
mt::ccac:tiva adjusb:1.euts to CXNs or P.roject: IDs. U an er.car 
has been mada, a:mtact the OJtpoz:ata ~tm:y Issues 
for inst::ruct::kns en bcw to cxn:ract it. · 

• Foll.ow the inst:z:ucticns c:ant:a.ined. in the pay.roll practice for 
pceparin;r the tcp particn of !bm FASW-4568 (repart:in;' for 
vacatials, EHP days, siclmess, etc.). 
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Name: 

Project pescriptiqn 

*.tbis dces ngt include paid overtime. 

SUmmariza b:urs recorded cm this sheet to l:le dlargad to a ccst center 
number cato SrMm Fem ~568 eac::h pay pericd. P.atain these foz:ms 
far ~ do:::umentatiai. 
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Week En:ling: JarJJZJ.rY 10, 1992 

Nana: Jane Smith 

Pmject 
pe:,e:riDtigo ~ 

(l) (2) 

1. New Venture -
Project M 1-5 

2. 1-5 

3. 1-6 

4. Li.tigatial far 
YellCMPagllS 1-7 

,. ll:lt:Jca:l en 
~ Auclit 
far SBC 1-a 

Paid 
ovm:-

Ti:me tilDa 
Wcn:::kad* Worlced 

(3) (4) 

6 Bcurs -
2 Hams -
S-l/2 B:m:s -
6-3/4 B:m:s -

8 B:m:s 2 Hams 

"'lhis dcas Jl!2t include paid overt:ilne. 

0::st 
Otuter Pmject 

Q IIH ITW a--- m 
(5) (6) (7) 

SBC . 06350 563009 

MiS9CUrl 06742 

Missmri 06742 

06920 

- 01900 -

(8) sumamiza hems rllC0t'dad en this sheet to l::le dlarged to a ccst c:ent:er 
. JlllmDE alto SlifiR Fam ~568 each 'pa:j peric:d. Beta.in these fODS 
far supporting doalmant:at:ic:n. 

NC7I!E: See Attad ment 3 for explanatian an::l use of circled ( ) items. 
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Sectim 8 
Att&tmwri: 3 
Paga1~1 

(l) Provide a bri~ descript:icn of the project. 

(2) 'Im date that the exception hcurs are beiD:J recatded. 

(3) Time ~ - the rnJ'fflber of hcurs wadced en the project, mt 
includin:J a:ey overtime (paid ar urpid) • 

(4) Bep::o::"t mJ.y paid overtime hems worked an the project in this 
column. 

(5) '1be o:,,p,,iy is the name of the sncsidiary (ar 9ml' state) far li4li.c:h 
the prcject is be.in; per!amed. u the expenses associatld with 
this prcject are to l:l8 retained by SEC, imicate "SBC" in this 

. cnl.umn. U the project falls into a c:cst center tbat will be 
allocated to all· subsidiaries, leave this cohmln blank far that 
particular entxy • 

. 
(6) 'Iba cost center nJ'fflber is the five-digit mmber represent.in; the 

8',PLupz.ia.ta cost center an:l c:hargin; directial.. Befer to section 5 
of this manual far assistance in selec:tin; this mmber. 

(7) Select the apprcpriate ~ect m it tbere is rm asscx:iatei with 
this prcject. '.this is mt a requind field. 

(8) 'Dus xeport will l:l8 used to pz:epam the samt. Fam nsw-4568 each 
pay pericd 'far actnal J:• rec:mdiD; exception t:ilne. Faz:wam this farm 
pz:aupUy to yair depart:menta]. S5mR cccmlina.tar. 
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PAY.ROLL l1ME RECORD 

FASW-aHI 
CR ... ll•H) 

Aat: SWMTR-11 ~ a • ..,,.,.., )Ce'""411 

OPJa 
ORIGINAL IX I - 15 - 'IL ·a.,eadon Period• S.• O.P. ,, 

PAY PElllOD ENDING CORRECTING I 
~UCUlffl 1'MOD · I ll'fflW,S I I.A,ff ~ -fd.. l'Ano&.L NUWHa 

IJt0-99-:!J/31 :'T ~f"l,l \_ .t.. r ..!>1'16C"J 
~ D 

! A 

' 
I I 

I I 

I I 

I I 

I . I 

I I 

I I 

I I 

11 
U:CP a:' CODI! 

/ I 0 0 

'" 0 
I I Ft I 

I 

• I 

I 

I 

I 

f 

I 

.. I HO'UJLS/ 
0 D HOUUI D HOURS/ CODI! I ! A CODE I N A COD& • A.MOUNT T AMOUNT i y AMOUNT 

I I I I I I I f ' I I I I I I I I I I I I I 

I I I I I I I I I I I I I I I I ., I I I I I 

' I I I I I I I I I I I I I I I I I I I I I 

I I I I I I I I I I I I I I I I I I I I I 
, 

I I I I I I I I I I I I I I I I ' I I I I I 

I I I I I I I I I I I I I 
,. 

I I ' ' I I I 
, 

I I I I I I I I I I I • I I 
, 

I I I I I I I I 

' I I t I I I I I t I I I I I I I I I I I I 

PAYJI.OU. WAG& 
DISTR18tJT10N EXCEPnONS 

HOUUI I l!XCP lfjp AMOUNT CODI! 

O, (,, 0 ,o , 1,2.. ,.., 
0, (c:,, 1 ,S I f ,A 0 
D,Z,O,O , I 

I I ' I I 

I I I 
, 

I 

I I I 
, 

I 

I I I 
, 

I 

I I I 
, 

I 

I I I 
, 

I 

I ' I 
, 

I 

HOUIS/ 
AMOUNT 

l"J1 7,'S,O 

O,i,0,0 
I ' I 

, 
, 
I 

I 

I 

• ltJPl<;ATQgs: 
o • ......, ...... 
l•Onni&M ...... 
2 • Tn.ftl ~ 
s • .........iVell.lcllltaialt. 

(OP41) 

' . 8- loard/t.o4&1ac 
S • Effllilll Mui 
l•Nooad&JMtll 

I I ' PAY 
II SOCA1. Sl!CU'l1TY NUMIU. II 

PAY 
coos GU 

I I ' 
, 

I I I 
, I II I I I I I I I I II 

DffllAU • LAST NAME II lmll 

I I I 
, 

I II I I I ' I II ' 

I I I 
, PA 'BOLL NUMBU II nE-11 II • JSC 

I I I I I I I I I I II II I I I 

I I ' I 

C CoaUDu•• oa __. .... 

,-,:z.-'?z_ DAD-------------

DAn_ .... ,_-__ / __ ;z.._-_q_z... ___ _ 

ornctal File Copy, tr R•4 
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111111n •• w- • _,. PAYROU WAGE DIStRtlUTION ACCOUJJJ1N8 INFORMATION 

l 1 I • I 
PAYIIOU. NUMIIEJlt 2T 3 A BC. f 
PAY1'0U. OflP'ICE COOE: 'tQ 
IPnC'ffi'E DATE: I - \ - q 2.. 

I'll • • "' • • (ft 

ElCCP • LOCATION C0DE ' RE.SPONSIBIUTY C00E .IFC • KEEP C0S UISIIIIATE E ~~ =pE • NUIINR , 
C • . . . . . l I t I 

1.0 • c;,"'.~.o o,q , H, l..T ::,. 0 0 0,0,/"\ 
, 

/,0 .3.ti 
, 

l"\,t"'J (JI,,, :.f,.C.J"'} I () I . . . 
I ' 
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, a .o.t"'J 6 q .z.o , 0 I . I . . . I ' • 

I '2. 
, 
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, 0, . . ' 

I. A 
, . , 

H.2. T, 3, o.o.o o,o • 1.0.3.a I n. t)L), I, 'I, O, o I 0 • . . ' f .. ~ , S In. "2... 1.4 q • H z., ~. O,t>. o.o ,o , / ,0,.3. 0 
, 

t:l ,ll,O. t,,3,S 0 
, 

0 • f I • 
2-l! , I f-1.2,r, 3, o,o,ao ,o I I, ll3,0 I n.o.o.s.4 .o., , 0 I 

I f f • f • • I, , I 
I • I I I • , I 

' . ' . . f I . I I ' . I I . . . . I 

I • , , , , 
I I • . . ' . • . • • . • . . . . ' ' . ' . . 

• I • • , , . • t I . I . • . • I • • I I . I I I • . I I • • 
I 

I I I I 
I 

I 
I 

I t 
I • • ' I I • . . . I I f • I . f • • • • 

• I I 
I 

I t 
I • I , 

I . • I • I . I • f I • . • . I ' I . I . 
I , I • I I . . . . I . . . . . . I . I . I 0 . 
• • I I I I . . I . . • • . . • I . I . • I t . t I I I I , , , I , , . . . . I . I . • I • I I I I . • . . I . I . , , I , I I 

• . . I . I . • f I I • . . I I . I . . . . . . I t 

II , I , , , . t • I f I • f ' I f I . ' I t I I ' • ' I ' . 
I , , I , I 

t . . . . . . . . . . . . . I . . I f 

I , , , , , . f f t I I • . ' • I • I I I I t t I t I . 
I I , , , , 

I • I • I ' ' I t I • . . I f t t t I I I I , , , , , , 
I t I I I I I ' f . f . . . ' I I 

• , , , I , 
I . I I . . . . ·, . . I . I • . , , , , I I . . . . . . . . . . . . , , , I I I 

I . . I • • I • . . I i f . . . . . I . I . . , , , , , , . f . I . . . . • ' I . . . . . . ' , , I • , , . . . . . • I I I I ' • I t . . . • . . t 
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SOOTHWESTERlf BELL CORPORATIOM 
COST ALLOCATION SYSTEM CHAHGES 

1987 -·1992 

The current cost allocation system was put into place 
using cost centers as functional designations. 

cost center (CCN) 80, Corporate Advertising and CCN 81, 
Marketing support were formerly allocated based on 
relative revenue but are now allocated based on direct 
charges and allocations based on direct charges. This 
change was implemented in December li88 retroactively 
for the full year and was required by the order in FCC 
docket 86-111. In 1988 only SWBT and PUB received 
allocations tor advertising; the chargu related to the 
other subsidiaries were retained. 

For CCN 61, cash Management. and 62, Southwestern Bell 
Foundation, costs are no·1onc,4ttretained. CCN.61 ia 
changed to an allocation based on inve11,=..nt. CCN 52 -
Foundation is distributed to SWBT and. PUB. by the .. 
Composite F~.ctor. CCN 62 costs for ad:llini..stration are 
retained. These changes were implemented in Dec:ember 
retroactive tor the full year. 

Directors insurance premiums in CCN 4.9 are allocated 
to the subsidiaries starting in July of 1988. 

- For CCN 74, Executive Air, SWBT started .receiving its 
portion of the parent's use of corporate aircraft based 
on relative mileage. No allocation is made to the 
other subsidiaries for the parent's use of aircraft. 

The subsidiary Technology Resources Inc. (TRI) was 
created in 1988 and the costs categorized in CCN 79. 
Costs are computed for assignment by TRI and billed by 
parent based on direct charging and the composite 
factor. 

Sal'.EIXJLE9-1 
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The General Factor was implemented in place of the 
Composite Factor. The General Factor is based on 
direct charges, employee based charges, and investment 
based charges. The composite Factor was based on 
subsidiaries' proportion of revenues, expenses and 
assets. This change was required by the order in FCC 
docket 86-111. 

Certain SBC expenses which were formerly excluded from 
cost center accounting related to dep~eciation anc 
miscellaneous taxes are now included within Tier 1 
expenses and allocated to CCN's based on the salary 
factor. Othe+ taxes are included within CCN 299 and 
the former charges to CCN 299 (EEO/AAP) now are in CCN 
499. Depreciation is charged to CCN 599. 

' The investment and employee allocation factors are 
changed to reflect-a moving 12 month average. 

All SWB Foundation costs, donation and support, are now 
included in the allocation but only SWBT and PUB 
receive allocations. 

CCN 60, Memberships, was created. These costs were 
formerly retained but are now allocated based on the 
General Factor to SWBT and PUB only. 

The Supplemental Retirement portion ot CCN 77, Senior 
Management Benefits, was formerly retained but is now 
allocated by the employee factor. 

For CCN 74, Executive Air, PUB, in addition to SWBT, 
started receiving an allocation based on mileage tor 
the parent's use and their own use of the corporate 
aircraft. 

CCN 45, General Regulatory, is now directly assigned, 
where possible, and the remaining costs allocated based 
on the direct assignment. 

TRI started doing its own billing instead of passing 
its costs through SBC to the subsidiaries that it 
services. 

No costs were budgeted for CCN 18, Financial 
Advertising. 
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A decision was reached to push down various expenses to 
SWBT for pool recovery from prior years vbicb ware 
retained previously. These were as follows: 

lll2. llll 
SBC Foundation Donation 
SBC Foundation Support 
supplemental Retirement 
Parent Executive Air 

7.8 If/A 
.4 .4 

7.8 (.6) 
2.7 If/A 

The following CCNs are deleted: 
13 Spacial Shareowner Projects 

(use CCN 11 - Shareowner services) 
47 Internal Audit Staff support 

(use CCN 70 - Internal Audlt Services) 
73· Corporate Services - Security 

(use CCN JS- Executive Support) 
44 Corporate Policy Development 

(use CCN 56 - renamed Corp. Policy D•vel.) 
64 Subsidiary Specific Projects 

(use CCN 75, Subsidiary support) 

The tollowing CCNs are added: ..... . . •· .· ... \ 
30 Benefit Planning andDe'Velopaent 

(was in CCN 29) 
31 HuM.an Resources.Planning and Staffing 

(was in CCN29) 
32 Employee Information 

(was in .··.·car 28) 
53 Leg~,1ativeA4vocicy 

(was in <;CN 45.• .c.eneral Regulatory) 
54 Federal R~latory ·· 

(was in CCN 45) 

- • Publications subsidiary became Mast and .Yellow Pages 
with 2 different charging directions (October 1990). 

- st. Louis Rea.1th center went .away (October 1990). 

- Gateway Rivers was added. 

Mobile systems began receiving allocations for SWB 
Foundation, Advertising, and Executive Air. This 
adjustment was made in September business and was 
retroactive to January 1, 1990. 
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The following CCNs are eliminated: 

18 Financial Advertising 
(use 80 - Corporate Advertising) 

27 Actuarial Services 
(classify actuarial expense into the category 
in which it belongs such as pensions, savings 
plans, benefit planning) 

66 TrUstees tees and expenses 
(use CCN in which the expens• belongs) 

78 Benefit Payments 
(no longer exists) 

79· Technology Management 
(no longer exists - absorbed by TRI) 

83 ESOP 
(in Savings Plan CCN) 

45 General. Regulatory 
(split into Federal and state) 

The following CCNs are added: 

27 savings Plan Managnant 
79 Legal Support 
45 State RafJUlatory Activities 

The following CCN title cbanges are made: 

199 From Bill andVoucher Procesai119 to 
Controllers Support - now contains LAH 
management charges 

399 From Pensions to Depreciation 
499 From Other Employee Benefits to Pensions and 

Other Employee Benefits 

CCN 9950 is eliminated. All charges for new 
venture/acquisition activities will be placed into Cal 
6350. The project IDs will be used to distinguish each 
project. 

SBC will no longer allocate or charge to second tier 
subsidiaries. This activity is slowly being phased out 
during 1992, but the charging directions tor second 
tier subsidiaries will be eliminated for 1993. 
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