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

SUPPLEMENTAL SURREBUTTAL TESTIMONY
OF

ROBERT E. SCHALLENBERG
SOUTHWESTERN BELL TELEPHONE COMPANY

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

Please state your name and business address.

Robert E. Schallenberg, P.O. Box 360, Jefferson City, Missouri 65102.

e » R

By whom are you employed and in what capacity?

A. I am a Regulatory Auditor with the Missouri Public Service Commission
(Commission).

Q.  Are you the same Robert E. Schallenberg who has brevi‘ously filed L
direct, rebuttal and surrebuttal testimony in this ptoceedihg? |

A. Yes, I am. o

Q.  What is the purpose of your su;)plementé.l surrebuttal ﬁesﬁmony in this
case? |

A.  The purpose of my supplemental surrebuttal testimony is to address the

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. Flaherty’s testimony.
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A.  One of the difficulties with Mr. Flaherty’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 rebuital 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 1992 SBC costs (SWBT
proposes the test year ending September 30, 1992 level of SBC costs), portions of Mr.
Flaherty's testimony does not correspond to any cost of service proposal related to
SBC costs.

All the documentation that supports Mr. Flaherty’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 documentanon to support a poruon of lus testlmony. then hxs;, =

statements are not suppomd by any undeﬂymg documcntatlon

I.do agree with Mr. Flahcny that the cheral Commumcauon Comnnssmn

FCC) cost allocation rulcs apply to thlS issue, ln that rcgm 1 w:ll addrcss his

| moorpomtc value study. for which the resnlts are not actually relevant to this issue since

there is no provision within the FCC rules for wawer of their apphcanon in heu ot' a

corporate value study.
Q. What are the FCC rules that apply to this issue?

A. Mr. Flaherty provides his description of the applicablé rules on his

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

2

3 ) As part of its overall regulatory oversight of the
4 telecommunications industry, the Federal
5 Communications Comnission (FCC) has developed and
6 implemented rules regarding cost accumulation and
7 separation. In FCC Report and Order, CC Docket No.
8 86-111 released February 6, 1987, rules were established
9 regarding the assignment and apportionment of costs
10 related to both regulated and unregulated subsidiaries.
11 These rules are predicted on the fact that the FCC
12 wanls to assure that adequate structure is provided to
13 regulated entities in order to eliminate the potential for
14 any cross-subsidization.

15

16 FCC Docket No. 86-111 provides both general and
17 specific rules regarding cost apportionment. These
18 rules and underlying principles are intended to reflect
19 fully distributed ccst principles as contained in Section
20 64.901 of the FCC’s rules. In developing the cost
21 allocation standards and guidelines contained in FCC
22 Docket No. 86-111, the FCC explained its rationale on
23 several occasions. The following paragraphs from the
24 Report and Order provide insight into the FCC’s
25 rationale:
26
27 148. . .all costs with either a direct or an
28 indirect causal link to either regulated or non-
29 regulated activities will be directly assigned to
30 the appropriate activity. The remaining costs
31 will then be apportioned between the regulated
32 and non-regulated activities. Cost causational
33 attribution factors will be used whenever
34 possible, and the remaining costs will be
35 apportioned on the basis of a general allocator.
36 oo
37
38 152. . . .In our NPRM we proposed a hierarchy
39 of principles which should be used in the
40 allocation of costs: that dedicated costs should
41 be directly assigned; that common costs should
42 be allocated based upon a direct measure of
43 relative use if possible, otherwise on an indirect
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1 measure of use; and that if no adeguate direct

2 or indirect measure could be devised, then a

3 general allocator should be used. After

4 considering the comments of the parties we now

5 conclude that the general principles espoused in

6 the NPRM are reasonable. . .

7

8 156. c. General allocator - We have decided to

9 depart from the general allocator proposed in the
10 NPRM, and to adopt a single-factor allocator
11 based on total company expense. The allocator
12 is to be computed by using the ratio of all
13 expenses directly assigned or attributed to
14 regulated and non-regulated activities, and
15 applying that ratio to residual costs. We believe
16 that this general allocator is responsive to a
17 majority of the comments we have received on
18 this issue, and will provide a reasonable method
19 Jor allocating residual costs.
20
21 In these comments, the FCC has recognized that direct
22 assignment followed by cost causation-related
23 allocations are the preferred methods for cost
24 appertionment. However, the FCC also recognized that
25 Jor many cost categories, no cost-causative allocation
26 factor would be available. In those cases, it was
27 determined that an overall allocation factor must be
28 defaulted to and used even though no specific
29 relationship would be demonstrated.
30
31 The general comments above are reflected in the cost
32 allocation standards and guidelines contained within FCC
33 Docket No. 86-111 for cost apportionment. These
34 include:
35
36 (b) In assigning or allocating costs to regulated
37 and non-regulated activities, carriers shall follow
38 the principles described herein.
39
40 (1) Tariffed services provided to a non-
41 regulated activity will be charged to the
42 non-regulated activity at the tariffed rates

4
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and credited to the regulated revenue
account for that service.

(2) Costs shall be directly assigned to
cither regulated or non-regulated activities
whenever possible.

(3) Costs which cannot be directly
assigned to either regulated or non-
regulated activities will be described as
common costs. Common costs shall be
grouped into homogeneous cost
categories designed to facilitate the
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 accordance with the
following hierarchy:

(i) Whenever possible, common
costcﬂcgencsmwbcauocmd
based upon direct analysis of the
origin of the costs themselves.

(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 allocatlon is
available.

(iii) 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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1 These principles provide a framework for assessing the

2 reasonableness of an allocation approach. These

3 principles represent the results of extended and detailed

4 debate and discussion by interexchange carriers, local

5 exchange carriers, customers, regulators and vendors, and

6 provide an indication of the parameters considered

7 relevant and implementable. The guidelines described

R above clearly recognize that situations will arise where

9 costs are not identifiable with any causative factor and
10 must be apportioned on a basis that represents a
11 proportionalization of expenses assigned or allocated
12 prior to that point. Thus, it encompasses the concept
13 that benefits may be attributable to an entity for residual
14 costs or general activities based on the level of benefit
15 aiready derived through assignment or direct allocation.
16 Consequently, benefits are assumed to flow to entities
17 based on nondiscrete factors that are indirectly indicative
18 of use or proportion. Furthermore, the implications of
19 FCC Docket No. 86-111 are directly relevant to SBC,
20 because as an affiliate of SWBT, SBC is required to
21 comply with FCC Docket No. 86-111 if it intends
22 SWBT to record the full amount of SBC allocated
23 costs. (Emphasis added; FCC Docket No. 86-111).
24 Q What is the relevance of the FCC cost allocation rules to this issue?
25 A. These rules are the core to this issue. [ agree with the following
26 statement by Mr. Flaherty on page 9 of his rebuttal testimony:
27 SBC is considered an affiliate of SWBT because it
28 |} performs activities on behalf of SWBT. As an affiliate
29 . company, if it wishes to charge SWBT for various
30 services, it must meet all the conditions and
31 requirements for distributing costs as promulgated by
32 FCC Docket No. 86-111. (Emphasis added)
33 Mr. Flaherty goes on to state that "SBC does, in fact, meet all these
34 conditions”. T agree that SBC must meet the requirements of the FCC Docket No.
35 86-111 (86-111). 1 do not agree with Mr. Flaherty that SBC is meeting the 86-111

6
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conditions and requirements for cost distribution. In fact, 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 10 of Mr.
Flaherty's rebuttal testimony. The Staff’s cost of service adjustments that Mr. Flaherty
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. How will your testimony be structured?

A 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 Fiuctor 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 duplicative 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. 1
will then address other points of disagreement between Mr. Flaherty and the Staff on

the SBC issues.

INCLUSION OF SBC IN GENERAL FACTOR

Q. Can you describe the portion of 86-111 and Mr. Flaherty'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 ratio of all expenses directly assigned or
attributed to regulated and non-regulated activities.
(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 testimony of Mr. Flaherty on page 36 discusses three general
points to support SWBT’s position on exclusion of SBC costs from the determination
of the general factor. These points are:

1 SBC only exists as a direct result of its operating subsidiaries;

2) accounting theory and standards prohibit allocation of SBC costs
to SBC; and

k) 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 a;e then supportive of the inclusion of SBC costs in the general 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. Flaherty 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,
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corporate and financial management of its existing
operating subsidiaries including SWBT.

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

Flaherty’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 ifs 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 business 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 cost assignment and
allocation, 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 1).

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 I-! 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 invelving not only
existing subsidiaries but also the acquisition and

10
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development of new lines of business that capitalize on
the strength of the overall corperation (Emphasis
added.)

SBC describes its basic strategy as understanding a very complex portfolio of
companies, finding growth and diversification opportunities and managing the business
with a commitment to making the choices necessary for success. The four SBC
"strategy statements” are:

° Offer, through our subsidianes, a broad range of
telecommunications products and services built
on our diverse networks.

. Expand our wireless access businesses into new
national and international territories, and adapt
emerging technologies to create and maintain

robust, cost efficient networks.

. Pursue international telephone company
privatizations which have growth potential.

o Continuously assess our businesses and rescope,
divest or shut down those that have weak
cor:petitive positions or are in unattractive
industries, unless they provide substantial,
measurable benefits to other businesses in the
Corporation. (Emphasis added: Data Request
No. 71.) -

In his testimony, Mr. Flaherty has expanded SBC'’s reason for existence by
adding the ownership aspect, but more importantly, he has also omitted any
acknowledgement that some of SBC's activities are not related to its existing
subsidiaries. Mr. Flaherty’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 operations and/or portions of its subsidiaries.

11
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Mr. Flaherty fails to consider, in regard to the issue of "Inclusion of SBC in
General Factor”, that SBC engages in activities that are rot 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 costs 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. Flaherty'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”. Inclusion 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 Accoqnting 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 concem related to

this particular issue is inconsistent.

12
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Q. On page 24 of his rebuttal testimony, Mr. Flaherty 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
corporaiion by claiming that it receives 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 beneficizries of
these functions, not SBC. If there were no subsidiaries,
there would be no parent company costs. Thus,

allocating SBC parent company costs to itself is not
logical and would distort the allocation process.

Do you agree?

A. No. SBC engages in merger, acquisition, and divestiture activity. This
activity is not a benefit to existing SBT 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. Flaherty’s testimony
that addresses this component of the SBC issue?
A. Yes. The SBC business unit adjustment is an issue related to the
following 86-111 paragraphs that havs previously been discussed:
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 assignment or
allocation is available.

The issue here is whether the SBC investment and employee allocation factors
represent a direct analysis of the origin of the related costs. I do not believe that they
do. 1 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. Flaherty’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 his 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 directly related to the
operating subsidiaries’ average number of employees. Do you agree?

A No. I would agree with the example in Mr. Flaherty'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 directly related to the number of
employees. Further, Mr. Flaherty’s example also shows that the designing of an
employee benefits package is a fixed/semi-fixed cost, and not directly related to the
number of employees. I will address pension plan administration in a later section of
this testimony.

Q.  On page 6 of his rebuttal testimony, Mr. Flaherty states that "using the
investment factor . . . reflects the amount of equity investment in the operating
subsidiary and its relative need for capital." Is this true?

A. No. The investment factor represents the amount of equity recorded on
the subsidiary’s books. It does not represent their relative need for capital. It does 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 information for each SBC subsidiary for 1990 - 1993 is given in
Schedule 1 attached to this testimony.

The information 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. Funher; Mr. Flaherty also states on page 21 of his rebuttal
testimony that "as noted previously, the SWBT investment causes most of those costs.”
Are his statements accuiate and supported?

A, No. Mr. Riley’s supplemental surrebuttal 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 workpapers show that some of the work performed 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 informational 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

16
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related to the size of equity investment and is basically a fixed cost (Staff Data
Request Nos. 68 and 974). In fact, the current presentations would show more
information 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 "book"
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-telco Business Plans submitted to SBC (Staff Data Request
No. 704). The portion related to SWBT of the total volume of these m@ﬁals is less
than 25% of the total. Theretore, the Staff’s proposed method of allocatibn’ 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 costs 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

17
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of McCaw controlled about 71% of the voting rights. McCaw had a huge debt
position (65% of total capital). Its common stock represented only 22% of its capital.
In November 1992, McCaw propesed 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 thar 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 cquitable. Do you aérce?

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 surrebuttal 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

“"secretary” category.

18
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However, I know Centel will rot incur $1.3 million for shareholder services in
1993. Centel merged with Sprint Corporation effective March 9, 1993. Therefore,
Centel no longer exists as a separate entity.

Mr. Flaherty’s workpapers showed that Centel had 45,076 shareholders versus
973,569 shareholders for SBC. Therefore, the average shareholder of Centel held
approximately 1,900 shares (85 million + 45,000) compared to 300 shares for SBC
(300 million + 1 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 investment related expenses is a
significant distortion of the facts. SWBT represents
approximately $7 billion of SBC’s total $9 billion in
investment, and the number of SBC shareowners today
is very similar to the number of shareowners 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. Flaherty 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.

Cost Center Name Total Direct SWBT Direct

Pension Plan Administration *x *k *k

Savings Plan Administration ok

Employee Training & Development *k

Compensation Planning & Administration *k

Benefit Planning & Development **

Human Resources Planning & Staffing ok

Employee Information

Corporate Services - Food Services

Corporate Services - Automotive

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 are 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 asserted
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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1 Purpose: To focus on the operational issues

2 and opportunities that the SBC

3 family of companies will be

4 addressing in the *90s.

5

6 Objectives: Strengthen the concept of "family”

7 as a competitive advantage for

8 SBC.

9
10 Provide understanding and
11 awareness of the leadership
12 required in the '90s and the
13 ~ translation of this to operational
14 output.
15
16 Stimulate participants to make
17 positive changes in their
18 organizations."
19 The goal of the "Leadership Forum 91" is to inform SBC’s management of the
20 strategy of SBC and what the Corporation is trying to do to put that strategy in place.
21 The Leadership Forum 91 expectation for the participants was that they (1) would
22 know what SBC’s strategic plan is; (2) would know how important it is that the SBC
23 subsidiaries work together as a family of companies; and, most importantly, to (3) feel
24 good about what SBC is trying to do and to know how dedicated SBC is to
25 accomplishing that. (Staff Data Request No. 121).
26 Mr. Flaherty only provided one session of the "Leadership Forum '91"
27 (Working as a Family). Schedule 2 reflects data from Mr. Flaherty’s workpapers. and
28 shows all the topics that were discussed in each session. Also included in Schedule 2
29 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 Ross, 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 participants management skills, as Mr. Flaherty suggests. It was designed
to inform managers of SBC’s intent for the subsidiaries to work together for the good
of SBC. The video tape Mr. Flaherty refers to on page 26 of his rebuttal testimony
is an edited version of the Leadership Forum program. Finally, Mr. Flaherty’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 not sure what this issue is or the portions of Mr. Flaherty’s
testimony that address it.
Q. What 86-111 requirement applies to this general area?
A. 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. Flaherty's rebuttal testimony addresses this component?

A. Yes. The SBC expense disallowance is an issue related to the
following 86-111 paragraph:

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

Q. Can you address Mr. Flaherty’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
regulatedldcreéulated 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 portion 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. Howevecr, 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. Flaherty’s testimony regarding SBC Board of
Directors? )

A. Yes. Mr. Flaherty ignores the duplication that takes place at the SWBT
and SBC Board meetings. Both approve their respective SEC Form 10Ks. As
previously discussed, both Boards address corporate contributions. Both discuss the
financial results 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. Flaherty in
his testimony conceals the fact that SBC is charging SWBT for non-SWBT activity.
Mr. Flaherty 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 Developmeni Committee met five
times in 1992. It consists of four non-employee
Directors and one employee Director. The purpose of
the Corporate Development Committee is to examine
proposed acquisitions and similar new ventures and to
advise management with regard to the expansion or
disposition of the Corporation’s businesses through
mergers, acquisitions, sales and similar transactions.
(Emphasis added).

Recently, SBC has withheld information related to this Commiittee’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 unnecessary costs of Board meetings in
Mexico as well as dinner parties. 1 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 center 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. Flaherty’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. [ have received no supporting 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

SBC’s naume. 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. Flaherty asserts that
SBC’s Employee Information cost center is not duplicative of costs at SWBT. Did
your examination show his assertion to be accurate?
A. No. On pages 48 and 49 of his rebuital testimony, Mr. Flaherty 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 subsidiaries. This
information relates and has relevance to all SBC
subsidiaries, including SWBT, and can include
information related to SBC financial results, competitive
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 cmployce benefit
programs for -all subsnchanes including SWBT. SBC
communications media are created to convey information
relevant to SWBT and other subsidiaries by the
maintenance of a broad corporate/industry perspective.

Conversely, SWBT pro;lidcs 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

28




S ¢

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

31
32
33
34
35
36

Publications:

Supplemental Surrebuttal Testimony of
Robert E. Schallenberg

types of information are necessary, and they are 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

Enterprise 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.

Enterprise 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. [t 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::lletin

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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center in 1991.

Ak

ceased publication at the end of 1991,

Mr. Flaherty's workpapers show that **

** of the

mployee Ne ulieti

These bulletins go to various audiences. In most cases,
they are for the Corporate staff. Occasionally, Empioyee
News goes to St. Louis-area employees, or to all
employces 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 passing 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 Telephone Times.
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 '

30

** was charged to this cost
Therefore, the Enterprise Magazine represented approximately
total expenses charged to this cost center. The Enterprise Magazine

Mr. Flaherty’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 Magazine.

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 Bullctins in most cases goes to
SBC corporate staff. Occasionally, it goes to St. Louis-area employees or to all
employees. SBC is using the employee allocator for these costs, which in most cases
isl 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
ofr the Telephone Times. The employee allocator will overstate costs allocated to
SWBT.

Q. What is Schedule 4?

A. 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 Week" 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 Week" discusses SBC’s sponsorship of Space
Center Houston and Southwestern Bell Telecom (Telecom) agreement to sell phones
in the Caribbean. The July 3, 1991 "This Week" also discusses 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 REBUTTAL TESTIMONY COMMENTS OF MR. FLAHERTY
" Q.  On page 7 of his rebuttal testimony, Mr. Flaherty states that assignment
and/or allocation of SBC expenses to its subsidiaries is reasonable:

. .. because 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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perform if SBC did not perform them. However, this should be done 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. Flaherty 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 affiliates.

Q. How do you know that SBC is charging SWBT for projects that are not
related to SWBT and usiig SWBT improperly to subsidize SBC non-regulated
affiliates?

A. s

** (Staff Data Request No. 254).
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I requested the consultant documentation related to this unknown 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

e e

** 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") activitics. This project

does not involve SWBT projects, and no costs associated

with this project are assigned, charged, or allocated to

SWBT or SWBT-Missouri. Further, 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. 1

could find no mention of this situation in Mr. Flaherty's testimony and schedules.
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L 2

**  (Staff

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

L2

** SWBT was 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. Flaheriy’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. M. Flaherty describes, as follows, the SBC voucher test
péffommd by his firm, Deloitte & Touche:

Cost allocation through use of the voucher system,
versus through payroll time charges, was fested by
performing the following 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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vouchers his firm examined to support his statements. Schedule 2 shows a voucher

Lt

- Determined the selection process 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 cach 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" report which indicates that the expense was
properly posted to the general ledger. Then, the total
expense amount from this report was compared to the
SWB Cost I report where overhead and other charges
within the account number were totalled.

The total expense was verified against the billing to the
subsidiary using the "Cost Allocation To From" report.
No discrepancies were noted. Based on the review it
appears all costs are properly allocated, direct charged
or retained through the voucher system. (Emphasis
added).

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

** 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 III-1 of his Schedule 3.

Schedule 7 shows that on the one page of voucher No. 5 that 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 **

** 1 would disagree with Mr.

Flaherty's conclusion regarding the voucher system. I would be concerned about the
accuracy of SBC voucher system given that 1 only sampled one page of vouchers and
found at least one inappropriate charge.

Mr. Flaherty states on 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 workpapers 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 accurately 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 general expenses, even
if one accepts the current SBC allocation method. In fact, Mr. Flaherty'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 activities performed by
SBC.

In sumumary, the analyses provided a clear indication that
the activities being performed are necessary and reflect
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, itese activities are nondiscretionary 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.
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.

No. SWRT is being charged by SBC for costs that SWBT would not
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Q. On page 17 of his rebuttal testimony, Mr. Flaherty indicates that his
"cost allocation study” reviewed and tested SBC's method of direct charging and
allocating its costs”. Further, he finds that the SBC cost allocation system was found
to be both reasonable and equitable. Did your examination of SBC support Mr.
Flaherty’s conclusions?

A, No. SBC’s Cost Allocation Systern (CAS) provides a description of the
supporting documentation for SBC cost center direct charges. (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 retention, direct charging, or allocation through CAS.
SBC cmi)loyees will establish a standard cost center assignment. These cost center
assignrrénts should reflect the employees’ regular activities and idcnﬁfy the percmtage
of their fotal time spent on eacn activity. The nnnitoﬁng fbf work actiﬁities through
the use of time studies is to take place when:

L SBC establishes a new position; -

2, SBC changes responsibilitics in an existing position; and

3. SBC’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 the employee work activitiecs performed in thirty minute

increments by cost center for a four week period. The four week monitoring period
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of daily aciivities is to be performed by SBC managers and supervisors for ali their
subordinates each year.

The Staff requested the data (Staff Data Request No. 1201) supporting the SBC
cost center assignments. In response to this data request, SBC sampled its employee
base by taking every tenth empioyee shown on its organization chart. SBC provided
only one time study to support its employee cost center assignments. SBC provided
the explanation for this was that CAS was a guideline, not a requirement. The
employee cost center assignments are 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 ni existing documentation to support the percents
associated with the cost center numbers shown in the response to
Information 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 workpapers contain an outline of the cost allocation process
training held in 1992. The outline includes the following section:

HL  Exception Time Reporting

A. Each employee is responsible for

reporting their own time to their payroll
coordinator.




Supplemenial Surrebuttal Testimony of
Robert E. Schallenberg

1 B. You are reguired to keep records of the

2 tirme that your exceplion report, just like the

3 time studies to establish your time on your

4 payroli record.

5

6 C. Your payroll coordinator will report your

7 time and exceptions into the SMMTR system on

8 a regular basis.

9
10 D. If you are a supervisor, you are
11 responsible for monitoring and reviewing your
12 subordinates exceptions, just like their initial
13 establishment of their PCR cost centers.
14
15 E. We will review the details of the
16 exception reporting with the payroll coordinates
17 immediately following this session.
18
19 (Emphasis added.)
20 The above training outline would indicate that time studies are required to
21 support your standard cost center assignment and time records are required to support
22 exception time reports.
23 The above material shows that SBC’s actual practice is inadequate and provides
24 no assurance that the SBC’s direct charges through the standard cost center assignment
25 are accurate or reliable. Further, the accuracy of the general factor allocator would be
26 questionable given its reliance on SBC direct charges. The lack of support for SBC's
27 standard cost center assignment also shows the lack of an effective audit trail from the
28 direct cost center charges of SBC to the actual work activities performed at SBC.
29 Q. Did your examination of SBC exception time reporting show similar
30 problems?

41




10
u
12
13

14

15

16
17
18
19
20
21

22

Supplemental Surrebuttal Testimony of
Robert E. Schallenberg

A. Yes. Schedule 8 is a copy of a portion 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 (Scheduie 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. [ 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, et. al., Case No. 90-3430-CV-§-4.)

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

Heoke

—** (Staff Data Request No. 1074-4).
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hik

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

CV193-502CC. The following chart provides a breakdown of the legal representation

representing the plaintiffs.

*& (Staff Data Request No. 1000).
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SWBT Alfred G. Richter, Jr. (#27444)
Ann E. Meuleman

Darryl W. Howard

Joseph F. Jedlicka, III
Katherine C. Swaller

SBC Wiiliam J. Free (#28280)
William R. Drexel (#31792)

SBYP | 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 its cost of service. This
is normal and would occur if SBC did not own SWBT. However, SWBT will also pay
for the costs of the SBT attorney under the correct allocation system. SWBT would
not pay for the costs of the SBC attorneys if SBC did not own SWBT and could not
uSc its cost allocation system to bill these costs to SWBT.

Q. On page 26 o. his rebuttal testimony, Mr Flahcrty discusses the
conclusion in your direct tesimony that SWBT is being charged for non-SVWBTk '
activities, and also discusses his investigation of your conclusion. Do you agree with
his 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 contzin no reference to any Internal Revenue Service
requirements. 1 viewed the logs as evidence of executive activity related to non-
SWBT activity that must be either reflected 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 10K for 1991. SWBT is charged to entire cost for its 10K.
The SBC 10K 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. Flaherty states:

The cost allocation requirements imposed on SWBT are
set forth in 47 CER. 64.091. The rule actually lists
four measures of assigning costs: (1) direct assignment,
(2) allecation 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 IV-8. Mr. Flaherty's additional language of "such as
relative size" does not appear in the FCC requirements.

Q. On page 28 of his rebuntal testimony, Mr. Flaherty discusses his
examination of the time SBC incurred higher than normal costs because of affiliate
transaction; i.e., awarding bids to affiliates who were not the low bidder. Do you have
any comments?

A. Mr. Flaherty's comments are circular. The last time SBC bid the work
(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. Flahcxity 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 shamholdcismcming our
printing (SBC’s capabilities.)” The affiliate was not the low badda Mr. Flaherty

notes two items in response to the Staff’s criticism of this event. First, he states the

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

would disrupt operations and cause other problems.

I disagree with Mr. Flaherty's statement that the decision to use Gulf Priﬁting
and incur higher cost was appropriate in 1987. The impropriety of this action is
further magnified by not taking bids after 1987. Therefore, 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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1 “ Q. On pages 30 through 33, Mr. Flaherty addresses the Staff's use of the
2 term "discount”. Do you agree with his testimony?
3 A. No. I disagree with Mr. Flaherty’s testimony on several points. First,
4 it is obvious the term discount reflects a benefit. Mr. Flaherty discusses that a
5 “discount” basis is not a logical allocation basis and is not reflected in accounting
6 theory or practice. However, he also acknowledges on page 8 of his rebuttal tesimony '
7 that "determination of benefit" is an item which is consistently applied in the
8 determination of the most appropriate basis for allocation. The Staff’s use of the
9 "discount” concept is a discussion related to "determination of benefit” which is fully
10 consistent with Mr. Flaherty's literature search. |
\ Second, MrFlahcnyassertsdmthlsvaluesmdydemmdlclevclofbawﬁt i

In fact, in this mstancc, the economics of scale
created by the presence of all of these subsidiaries
collectively, not individually, and the commonality of the
activity that is perfonmd on their behalf. Thus, the
benefits from the economies of scale are not "scale” or
discount related but are the result of a _mg_ cost
which is allocable based on responsibility for causation
or direct benefits received rather than a theoretical
abstract of "scale" or discount.
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Mr. Flaherty's workpapers contain no support for this assertion. However, Mr.
Flaherty's testimony provides an example of why he believes his assertion is incorrect.

Fourth, Mr. Flaherty provides an illustration on page 32 to support his
testimony on this point. While I disagree with his illustration, | agree with his
statement on page 3! of his rebuttal testimony that “they [SBC activities} are not
actually divisible in this manner." Therefore, Mr. Flaherty's illustration does not
actually apply to SBC activities. For example, if SBC activities were directly related
to certain amount of units, then SBC costs would be assigned based on those units, and
there should be no issuc. However, SBC activities are largely fixed in nature (e.g.,
sharcholder meetings) or related to a measure of use (e.g., number of sharcholders) that
cannot be associated with SBC subsidiaries and/or the parent.

Mr. Flaherty's illustration assumes 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 -| Other Subs. 4
Alone Stand Alcne |  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 ($100) of the sharcholder meeting.
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However, Mr. Flaherty's iliustration 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 price is $9 (versus $10
for SWBT and $11 for other subs). The combined operations have a total benefit of
$250 ($2,050 - $1,860). SWBT receives a $150 benefit ($1,500 - $1,350) while the
other subs receive a $100 benefit ($550 - $450). 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

related to these units (75/25 split) are allocated in

proportion to these benefits (also 75/25 split) which

are enjoyed by both entities. Thus, the price paid by the

Telco is the same as the price paid by the other subs,

which reflects the commonality 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 are
allocated 75/25. SWBT is only receiving 60% ($150 + $250) of the 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 size of SWBT
is being assigned away from SWBT to SBC’s other subsidiaries which is inappropriate

and inequitable to SWBT's customers.
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Q. On page 37 of his rebuttal testimony, Mr. Flaherty addresses removing
the retained earnings amount from the investment factor. Is Mr. Flaherty consistent
in his position?

A. No. This is another example of the bias that exists at SBC towards cost
assignment and cost allocation to SWBT. SWBT and Yeliow Pages (YP) are the only
two SBC subsidiaries that have positive retained earnings. This is caused by (1) 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 eamnings 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 non-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 bilied for these costs through the allocation
system. (page 24)
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For example, SWBT pays many "pass-through” expenses
(i.c., 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 distorts the relationship
between direct and allocated expenses when comparing
SWBT and other subsidiaries. (pages 29 and 30.)

In summary, positive retain earrings can be included in the investment
allocation factor which is unique to SWBT and YP. This decision will allocate more
SBC costs tc 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 cxamination of SBC find the effective audit trail that Mr.
Flaherty discusses on pages 52 and 54 of his rebuttal testimony?

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

related to **

*k

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

related to the Sunset Project. The Company responded that:
Documentation related to the Sunset Project, if any,
cannot be lccated 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 information 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
du'ect téstimony regarding the incentive of SBC to increase income and cash fow by
ovércharging 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
SWBT?

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. Schedule 9 is 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 supporting workpapers for the $30
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 alternaiive to having the necessary functions of SBC performed
by SWBT. This alternative would be to move the functions from SBC into SWBT.
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 biiled to SBC by
SWBT. Therefore, SWBT performs some services for SBC as well as for itself.

The Corporate Value Study includes not only SBC but Asset Management,
Inc., (AMI) and Administrative Services (ASI). Schedule 3, Exhibit III-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. Flaherty's interview notes acknowledge that "SWBT
has its own training function but in 1993 has dgreed to use ASI more.” Mr. Flaherty's
workpapers show that SWBT offers equivalent courses to some of ASI's courses. It
is stated that "In some cases, the content of CPD (Center for Professional
Development) courses is ciosely related to courses offered by Southwestern Bell
Telephone Company.”

The Corporate Value Study does not pass a reasonableness test. For example,
SBC identified its allocable 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 itself. In
fact, a subsidiary could expect to effectuate certain cost reductions. |

While the SBC 199! and 1992 costs were $108 million and $103 million,
SWBT was allocated $82 million and $75 million, respect.iVely. Therefore, high
savings estimates related to SBC performing these f‘unc_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 shown on Schedule 3, Exhibits VI-2-2 and

possible that SWBT would achieve a lower cost of service if it performed any
necessary functions internaliy and avoided the SBC cost assignment/allocation system.
However, this is not a. realistic scenario under the present holding company
arrangement.
Q. Does this conclude your supplemental surrebuttal testimony at this time?
A. 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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M. Flaherty's workpapers show the following topics of ecach session.

MONDAY

CEQO VIDEO
Priorities and Direction

LEADERSHIP FORUM
Introduction

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

SBC FAMILY (1 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 Performance
Organizations
- Alignment
- Purpose Driven/Customer Focused
- Structure’s and Manager's Role

SCHEDULE 2-1




Creating High Performance
- Set Direction and Manage Focus
- Build Motivation and Commitment

Sustaining High Performance
- Set High Standards
- Balance Intuition and Reason

MR. ADAMS (1 Hr; Int.)
Operational Focus of SWBT

NETWORKING WITH OFFICERS/SENIOR MANAGERS

WEDNESDAY
FINANCIAL OPPORTUNITIES:
BOTTOM-LINE PERFORMANCE (1 1/2 Hrs; Int.)

- Maintaining Financial Flexibility
- Internal Perspective
- Bottom-Line Impacts of Decisions

FULL/QUALITY SERVICE (1 1/2 Hrs; Ext.)
- Perception
- Commitment
- Implications

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

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

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

NETWORKING WITH OFFICERS/SENIOR MANAGERS

SCHEDULE 2-2




THURSDAY

EMPOWERMENT (2 Hrs; Ext.)
- Summary of the Week
- Manager’s Critical Role
- Opportunities For Enhancing Job
- Motivated to Take Action

CEQ VISIT
Mr. Whitacre

- Chairman’s View
Q’s and A’s

SCHEDULE 2-3
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FROVIDE COPIES OF THE MATERIALS AND/OR VIDEO TAPES FCR THE

CORPCRATE POLICY SEMINARS.

SOUTHWESTERN BELL CORPORATICN ("SBC") CONSIDERS THE REQUESTED
INFORMATION TO BE, IN PART, PRIVILEGED AND PROPRIETARY. AS
SUCH, THIS INFORMATICN SHOULD NOT BE DISCLOSED TO
UNAUTHORIZED PARTIES WITHOUT THE WRITTEN CONSENT OF SaC.

1. A‘ copy of a typical Leadership Forum ‘91 agenda is
attached. -

Also attached are video cassgttfg teco:ding; of e

ptésen&tion.s mdc at Leadcrship ; k';91 (thteo
‘ nr Kiernan’s pnsentation (tape two) is




Responsible Person: Bill Wuest
16625 Swingley Ridge Drive
Chesterfield, Missouri 63017




~ Monday 1120 - 100 Lumch

Baliroem A
100 - 1115 Gecrgo Keely/BIll Wuest......... LF 91 Purpose: Objectives: Structure
115« 120 EdWhitacre. ... . Prigrities & Direction
120 - 210 JayBamey..... ... ... Familyof Companies
210 - 230 Break .
220 - 340 JayBamey..oimim e FAMuly of Campanies (Continued)
340 - 400 Break
400 - 530  J. Blatherwick/Ulam Caoonan.. S5C Family
530 - 630  Reception
6:30 - 800  Dioner Baliroom A
800 - 1100 Recrestlon/Hospitailty
Tuesday 700 - 800  Breakfast Ballroom A

800 - 900 RICKROSS .o e

10:20 - 10:40  Break

Qperating in the "%0s

Qperating in the ‘20s (Continuea)

1240 11:40  Royts Caldwell.................. Operational Highlights
11:40 - 100 Lunch Bailroom A )
1:00 - 200 Jima Crupl External Environment
200 - 20  Break
23 - 330 Jim Crupi External Environment (Coatinueg)
33 - 400 Break
400 - 500 EdWhitacre....o e .. CEQ Visit
500 - 600 FReception
600 - 730 Olnmer Sallroom A
70 - 1100  Recreation/Mospitailty
Wednesday 700 - 800  Breakfast Baliroom A
800 - 330 DomXiemam.................. Financiat Opportunities
¢ -1000 Break
1000 - 1120  RennZaphiropoulos.......... Management Practices
1120 -1240 Lumch Ballroom A
1240 - 1:40  Jobm 8dem oo oo FUILQulRy Servicz
1:40 - 200 Break
200 - 245 JohnOdom e Full/Quality Service (Continueg)
245 - 300  Streich Bresk :
300 - 400  Ed Musiler Qperational Highlights
400 - 430 Break
20 - 530 Jim Adams SWET's Operational Focus
515 - 630  Reception
630 - 800 Olnner Bafircom A
800 - 1100  Recreation/Hospitality
Thursday 700 - 800  Breakfast. Ballraom A
800 - 930  Tom Helnselman ... — EMpowerment
2:30 - 1000 Beeak
1000 - 1100 Charles Foster......................... Nationd) Subsidiaries’ Jperalionat Focus
1100 - 11:10 Closs
11:10 - 1220 Qptional Lunch ... mreccne Ballroem A

MESSAGE NUMBER: 314-832-5000 (EXT. 300)

FACSIMILE NUMBER: 314.8532-9584
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Company Response to Staff Data Request No. 283

Copies of the following newsletters distributed by SWBT during 1991: These newsletters

were

A. This Week

B. HQ Bulletin

C. Performance

D. HQ People

E. Missouri Business Plan
F. Telephone Times

G. Family Safety Health
H. Legislative Bulletin

L FYI Bulletin

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

HealtllfSafcty 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.
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B. Performance informs managers of key performance indices (e.g.. access 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 community service contributions of
fellow employees and encourages further community service contributions by publicizing

the selfiess 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.

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

projects

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

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

L FYI Bulletins inform employees of company goals, strategies and relay the

benefits to customers of these strategies; reinforce the need for customer focus.
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i Advertising

ds premote 2¢dtional Bstings, Oec. 19
ystomer gude back in Muskogee, Feb. 1
ew customer guide in Austin, Dec. 10

1 Industry News

3h signs tefemarketing i, Jan. 9
age charge taken sericusly, Dec. §
1blisher agvocates parnership, Dec. 19
chnaiogy henefits oider adults, Mar, §

Marksting & Sales

ceas lines jump, May 14

L sales on fast pace, May 14

L sajes totais for 1991, Jan, 1§
arie. CCS repricing, new revenus, May 21
CCO sales brisk in Tuisa, Houston, Fed. 6
CCO San Antomg rollout. Mav 7
CCS saies no mrystery 10 reps, May 21
Consuitative saliing, Feb. 27
0A atlurs ZIP codes, May 28
OEC signs BOSAN deal, May 28
R, Wonth schoois get Mexar®, Ape. 50
INFOMARK sytsm tested, Maz. 12
Jadl house TV saves money. Ape. 2
Huiti-line intine rolls out, May 14
Metwork. mgmL services afiered, May 7
16 Savar Legins in Kansas, Ape. 9
Cpar, ssrvices claims 2 win, Mar, 12
Oper. services find market, Dec. §
Py phone contracts inked. Jan. 9
Public forms business unit. Jan. 9
Sales agems give full servics, Mar. 26
SBMS offers traffic help, Apr, 16
SeiectCarc™ ad tria, Mar. 19
Sarvica reps 388 19 lifestyles, Dec. 10
Saftwarg sales growing, Mar. 26
Strong ADL hotiday s2iss, Oec. 19
SWET is2¢s RBOCS in CCS. May 21
SWET wins Amentech bid, Jan. 23
SWRT wins operator sves. bid, Febd. 6
Team CPE salss for ‘91, Mar. 19
Team saie to chopper firm, Dec. 10
Teamung up for Winning Edge, Fed, 27
TeisBranc® service gains, Fed. §
Texaco ranews p2y phones, Oec. §
Texaco signs pay phone contract, Fed. §
Taxas begins OA/Call Compiation, Jan. 23
VHA signs muiti-sve. contrace, Mar. 19
Winaing Edge program kicks off, Jan. 23
M Media circus
Analysts view of S8C. May 7
HB 1078 editonial, May 7, May 28
MO 1076 latter to editor, May 28
HR 5098 aditornial, May 28
HA 5098 letter to 2ditor. May 28
Qperator-2ss:5t2d yailow pgs., May 28
SWET netwrark management, May 7
B Network
Area codes will look different, May 28
Ak, gets enhanced 911 System, May 7
Belicore, SWBT host conterence, Apr. 9
8roagbang fotlows SONET, Mar. 12

THIS WEEK INDEX= DECEMBER 199t—MA¥ 19922

Oata sarvice quarantess, Fed. 27
Sarthquake: ons year latar. Oec 5
Fooding, firx arts in Toas, Jan. 1§
ISON group meets in Housmn, May 14
Mo. legisiation moves ahead. Mar. 12
Netwi. refiabiity group formed, Fed. 20
Pregaring for 800 datadase, May 28
SWAT links GSA in ndeo thal, May 21
SWBT tests frame reizy, Fed. 6

SWET to upgrads 150 swiches, Jan. 2
SWBT's capal budget, May 26
Teleradiciogy and hearncare, Feb. 27
Video Santa hook-up. Jan. 2

B New ideas/new ventures

AL reguiation proposed in Aric, Apr. 18
Bag Pant team wins Novas, Dec. 19
Clean fuel trucks in Austn, May 21
Information services degin, Jan. 18
Minonty/women supptiers, May 7

‘New' This Week begws, May 7
Paperiess vouchers begin, Jan. 2
Strategy. massion oultined, May 21
SWAT begins work on mission. Jan. 30
SWET mission & strategy, Mar. 12
SWET tests billing with disics, EDI Fed, 20
1 Quality

Sest practices studied, May 7

Brown paper fair critique, Ape. 23
Budget. net. analysis beging, Mar. 19
Budget. net. analysis update, Apr. 16
Call tracs team profile, May 21

Cutting bureaucracy 2 must, May 28
HQ team tracks down errors, Fed. 13
°82 goal: less bureaucracy, Ape. 16
Suggestion program and quailly, Oec. §
SWAT sat to expand quatity, May 21

W Regulatery

Al reg. lagisiation filed in Mo., Fed. §
Galter 10 gets 0ida. 2pproval, Apr. 9
Court action filed on CPNI, May 14
Exchange connec. Sve. agpraved, May 14
Mistory of reguiation/past |, May 28
Legistation would renstats MFJ ban, May 14
Missouri gets new pricing, Jan. 23
Missoun legisiation fails, Mgy 21

Okla. ALJ files recommendation, May 28
Olda. teico isgisiation filed, Feb. 20

PSC chairman tavors legistation, Mar. 19
Reguiatory freedom « growth, May 14
Senats debats beging on HB 1076, May 14
Senate panei approves legisiation, Apr. 23
Texas OCP approved, May 14

¥Whitacre assails Oida. regulation, Feb. 27
Why info sves. good {or consumers, Mar. §
M SBC-refated

AM] offers services, Dec. §

Annual meeting coverage. Apr. 30
Annual meeting videatane, May 7
Annual Report avaiiable. Apr, 2
Blatherwick elected Pioneer pres., May 7
Celiuiar One? ofters info sves., Fed. 20
Cettular One? offers sports info. May 7

Cafiutar One® teaes gigitai systzen, Oec. 10

Cefuiar saius soar. 22 18

Oule opens cadde HQ, Akay 7
Empioyess steered SBYP eftort, Fed. 13
First quarter shadeng, Ape. 2

First quarter carmings, Apr. 23

Freedom Phone® products expand, Fed. 13
Goiting greats tes wp, May 7

New York Times prases S8C. Fed. &
Pockat phone test beging, Apr. 9
Quarterly dividend dactared, Jan. 2

SBC ranks 25 on Fordes list. Apr. 30

SBC reports antvwal eamings, Jan. 30

S8C restructures Mast, May 7

SBC stock finishes year strong, Jan. 23
S8C, Panasomc test pocket phone, Jan. 30
S8C, teico executive changes. Jan. 15
SBC 10 serve Repuld. convention, Jan. 9
SBMS roaming sve. in U.S., Mexico, May 14
S8BT focuses on customey, Fed. 20

SBT rofls out new phones, Dec. 19
SWET, SBT am saie, Apr. 2

Switched broadbandg trial, Maz. $

Teimex after one year, Jan_ 30

Teimex profits up i 1991, Mar. §
Wireless expertiss wanted, Ape. 9

M Workplace/workiorce
Adams AGA remarks, Jan. 23

After EMP. new profile, Ape. 23

As others see us by Deanis ORz, May 28
Attandance award called dack, Osc. $
Attendance award options. Dec. 19
Bargaining begans, May 29
Sargaining stasts asny, May 7
Caltaway named t9 UW s2arch, Apr. ¢
Charge card changss, Feb. 27
Commwnity work recognized, Dec. 10
Driving course goss high tach, May 28
EEDQ Compliancs Bookiet, J2n. 23
Employment verification palicy, Apr. 30
EP addresses surpius situation, Apr. 2
EP deadfine 2pproaches, May 7

EP offsred 10 nonmanapement, Mac. 19
Fax scammers foided, My 7

Financs deot. update, Ape. 2, Apr. 30
Hackars foiled by empioyees, May 14
How to get duphcars W-2s, Feb. 27
Invol. separations updats, Fed. 13

KC group iicks off recycting, Jec. 10
Managers find new chailenges, Apr. 23
Mgmt. force reduction ends, Feb. 20
Michelangeio computer virus, Mar. 28
Okia. wins heaith, safety honors, Feb. 13
Pamphlet highiights ADA, Agr. 9
Proprietary infomation alert, Mar. 19
Reptacing otd CO batteries, May 21
Separations group consolidates, Jan. 30
Scriter scan reduces expsnses, Apr. 23
Termmations cafed ‘last resort,” Jan. 9
3,750 s3y yes to EMP, Dec. 10

Tuition remasns non-taxed. Jan, 23
Wags attachment changes, Apr. 30
Why sign vouchers in black, Mar. §
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- “Promoting
education is a
goal we share

-Tricia Holland, area manage:r-
exiernal affairs-Houston

Southwestern Bell
Telephone

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. Its
mission: Expose visitors to the spectacle of
manned space flight.

=A primmary goal of the center is to
encourage America’s youth to pursue
education in science and engineering.”
says Tricia Holland. area manager-externai
afTairs-Houston. “That's a goal we at
Southwestern Bell share.

=Qur sponsorship fits Southwestern Bell’s
commitment to education, which is a key to
economic development in our region,” she
says. *In addition. it enhances our
reputation as 2 high-tech company.”

Space Center Houston, located on Lhe
grounds ol the Johnson Space Center. is
scheduled lo be completed and open to the
public in late 1992,

The center is not a theme park but it will
include enlertainment elements similar to
those found at EPCOT Center in Florida.

* fn fact, the entire concept of the space

center s being designed and planned by
the creative minds behind EPCOT: Walt
Disney Imagineering.

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

Live cameras will shew whal's
happening in Houston’s Mission Control. at
the Kennedy Space Center launch pad or
aboard the Space Shuttle during flights.

Also available to Space Center Houston
visitors will be:

*Guided tours of NASA, including Mission
Control and astronaut training.

«Space Shuttle mock-up, an exact
duplicate of the mid-deck and Night deck of
the shuttle.

*The ~feel of space.” where visitors can
experience how ohjects feel in the vacuun
of space.

\When Space Center Houston is fuily
operational. S\WBT will have the
opportunity to use the facility for corporate
gatherings. employvee meetings, sales
conferences and other events.

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.

William 1. Free will replace
Lynch. Free currently is vice
president and associate
general counsel of SWBT in
St Louis.

Durward D. Dupre will
replace Free. Dupre currently
is vice president and general
counsel of SWBT's Texas
Division.

Appointments for Lynch
and Dupre are effective
June 1. Free’s appointment is
effective July 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 roofl deck, completing the
structural frame.

Construction began on the
building in November 1988,
Instaliation of communi-
cation and computer wiring is
scheduled to begin early next
year.

The first compulers are
scheduled to be moved into
the building in May 1992,
Personnei will move in
several phases so operallons
are nol interrupted.
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Around SBC

Fresdom Phone® goes Caribbean
Southwestern Bell Freedom
Phone”® and the Caribbean
Association of National
-Telephone Organizations
(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 (n this largely
untapped market,” says
Darrell White, vice president
He says [ew trade barriers

and good potential part-
nerships are factors favoring
business with the region.

Yellow Pages customers satistled
An independent 1990 survey
shows an average of 67
percent of respondents were
satisfied overall with
Southwestern Bell Yellow
Pages’ products and services.

The company's goal in 1991
is to increase the satisfied
group to 70 percent

Intersest incoma Fund nots
Effective July 1, 1991 through
December 31, 1991, the
Interest Income Fund (IIF)
interest rate for the manage-
ment savings plan is 8.75
percent. The UIF interest rate
for the nonmanagement
savings plan is 8.50 percent.
These rates apply to all
new money previously
invested in IIF accounts as
well as new funds invested
before January 1, 1992.

Stock Watch

May 15 ¥0.375 49.500
May16  NoChange 49.500
May 17 40625  50.125
May 20 Y0250  49.875
May 21 40825 50500
Southwestern Beil

Corporstion
Cleging stock prices, May 15-21, 1991,

Cali Forwarding becomes moblle in Austm oﬂenng

SWRT this week begins a new service that
is ideal for the persen on the go.

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

RACF ofTers a significant 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 for
the initial offering based on the necessary
technology required to provide the service
and the ability to file an experimental
offering.

“We’ll tearn how important RACF is to
existing Call Forwarding customers,” says
Lisa Wilder, area manager-product

management. “We'll aiso determine
whether RACF should stand as an
enhancement or as a separate product.”

Wilder says residence customers—
particularly busy families——will find RACF
an aid to staying in touch. Business
cusiomers will find RACF equally valuable,
says Sandy Van Dillen, area manager-
business product management.

“Real estate agents [requently work cut
of their homes,” Yan Dillen says. “But
agents sometimes get stuck at an open
house or wailing for a client to call. If they
miss a phone call, it could mean losing a
six-figure deal.”

During the initial offering, RACF will be
priced at $1.50 per month for residence
customers and $2.75 per month for
business customers. The initial installation
charge will 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
Publlc Service Commission (PSC).

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

SWART estimates the credit for a one-
party residence customer will range from
about $1.48 to $8.33 and the credit for a
one-party business customer will range
from about $3.52 to $24.77.

The three-year regulatory experiment
began last year. Part of the plan is a
“sharing formula”™ which calls for SWBT to

This Week

May 23, 1991

Agdress comments 0
8ill Matchan,

This Waek egitor,

1010 Pine, Aoom 1021,
St. Lows. MO 63101.
Cweuialion Manager:
Dors Wright,

To request back issues.
cal! {314) 3912152,

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

The regulation plan also gives SWBT
incentives to increase efficiencies and
modernize the network.

*The customer credits signal the
incentive regulation experiment is working
for customers and the company,” says Dale
Robertson, assistant vice president-
comptrollers and external affairs.

“We also are pleased that our
modernization program is on schedule
because the new technology positions
Missouri communities for increased
economic development opportunities,”
Robertson says.
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“Distance °
learning will I l I 'Ei ‘/ ‘/eek
support ‘
education.” ®

—Bill Evans, area manages- Southwestern Bell
. market planning Telephone
SWBT begins marketing effort directed at educators Headlines

Telecommunications can be a valuable taol
in improving the quality of education.
That's the message ol a marketing program
that begins this week. -

SWBT is telling 2,5C0 school supervisors
how “distance leamning” 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.

SWAT 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 language 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 premises. 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 interest R

Distance learning applications range
from voice-only leleconferencing Lo inter-

Background: Student enraliment in SWBT's five states
SWBT's tarritory accounts for 13 percent of the total U.S. education market. Here's a look at the number

active, two-way video. The latter calls for a
communications tink and video cameras,
monitors, microphones, speakers and
control systems at each end of the network.

(Interested in learning more about how
techndlogy is changing the lace of
education in America? A special section
printed by Business Heek contains several
related articles. To receive a copy, send
your name, work address and work phane
number to: EDUCATION, 1010 Pine, Room
921, St. Louis, Mo. 63101.)

.. SWABT helps Kansas schools rate an A-PLUS:

A group of rural schools ia southwest Kansas is
reaping the benefits of distance lsaming. The A-
PLUS (Advanced Photonics Linking Unified
Schools) Network has been up and running since
last fall. It allows the schools to offer courses
that vere previously unavailable because of low
enroliment or lack of certified staff in cartain
areas. SWBT and independent tefephons
companies deliver the A-PLUS 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 Maody, superintendent
of the Ashiand School District. "They've taken to
it unlike anything we've seen.”

of students and teachers in the five SWBT states, alang with student-teacher ratios.

Students.

3433831 i
i Tofal’ . 5,812,375% .

- Teachers...> Halio.

Interim increases denied in Texas
Interim rate increases filed in

"May with the Texas Public

Utility Commission for
Directory Asaistance services
and residence Custom
Calling Services were denied
in pre-hearings held the past
two weeks,

Hearings on the repricing
requests for both groups of
services are scheduled in
September; final orders are
expected in late November or
early December.

SWBT requested that either
the increases be effective--or
interim rates be OK'd--by
August 1. The administrative
law judge approved
consolidating three dockets
involving Directory
Assistance services into one
repricing hearing. The
services are: Directory
Assistance call completion,
multiple 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 firm big repeat customer
Fourth Financial Corp., the
Wichita-based parent of Bank
[V, now does more than §1.2
million a year of business
with SWHBT and Southwestern
Beil Telecom. Renewai of a
mainienance contract and
purchases of equipment and
services were the latest sales.

SMHEDULE 5-3




Around SBC

Freedom Phone” products rall out
Southwestern Beil Freedom
Phone® has added a two-line

memory phone 10 its line of

home/olTice feature
telephones.

The new FT 350 has
several memory features,
including “save”--a
lemporary 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 turn-on and message
capability and announcement

interrupl from any branch

exiension. The machine also
has a buiit-in telephone, uses

a single microcassette and

mounts on desks or walls.
New FA 960 and FA 963

answering machines are

deluxe models that feature a
single microcasselte and solid
state oulgoing message voice

chip. Both include an LCD
display, day/time stamping,

announcement interrupt and

conversation record
capability.

SBC declares 71-cent dividend
The Board of Directors of
Southwestern Bell
Corporation on June 28

declared a regular quarterly
dividend of 71 cents, payable

Augiust 1 to shareowners of
record al the close of
business July 10, 1991,

Ark_kteracy program, Dec. 20
Space Center Houston, Aay 23

B Ervironment

Directory recycling pragram, Fed, 14
Letters to This Week, Mar. 7
ReDirectory scores oid boaks, Apr. 4
= Fingncial

Campawn finds solutions, May 2
Fourth quarter dividend, Oee, 20

'S0 Net income Qained, Jan. 31

91 finance Chailenge, Jan. 10
Quarterty dividend announcad, Apr. 4
Recession atfects SWBT, Jan. 17
SBC Annual Meeting, May 2

SBC ne! income down in 1Q, Apr: 18
B indoztry News

Bellcore names president, Fed. 29
Cettutar subscribership up, Apz 171
SWBT hosts SUPERCOMM, Dec 13
Telephone cost drops, Fed. 28
Telephone penstration up, Mar: 7
U.K. 1a open phons market, Apr. 171
B Manzgement

Atterbury to head Telmex, Jan. 10
Caldwe!l heads Teimex affont, Dec. 13
Dreyer 1o Texas, Roth retires, Jan. 37

g
|
B
;
:
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Family Space™ in Springfield, May 9
First SecureNet™ sale made, Apr. 4
Free mililary connection, May 9
Higpanic customers, Mar. 7
Houston now fourth in size, Feb. 28

New ATLT billing beging, Fes. 27
(-Transter saie made, Jan. 37

Plexar® flexdility in Texas, Agr. 25
Product promo centers, Fed. 27
Residence ADL sales. Feb. 28

San Anionia team sale, Fed. 14
7-Eleven pay phone wiaback, May 2
Single-point contact triad, May 30
Smanfile™ tor small business, May 2
Solytions canpaign ends, May 2
Solutigns teams SWBT, S8T, Mar, 7
SUPERCOMM exhibits, AMdar 27
SWBT-SHT Texas team saie. May 9
SWET-Tetecom team sale, Dec. 20
Team Bank gets Plexar®, Apr. 11*
Team effort gets sale, Mar. 28
Team Plexar® salg in Texas, Mar. 14
TeieBranch™ marketing gain, Mar. 14
Texas hospital winback, Apr: 18
Texas optional calling plans, Jar 37
wummou gets Plexar®, Mar. 21

Mmmummmau
Ark. gets switching contract, 1
ATAT rates SWBT high, Dec. 13
Beficore

J.C. Penney ISDN field test, Feb, 14
Kansas tomnado restoration, May 9
ummmmumml
'90 Customar satisfaction, Feb. 7
SWRT assists Super Collider, Apr. 17
SWHT chooses UNIX™, Apr: 25

SBC bids on Teimex, Dec. §

W New idsas/new ventures

Ad sales in Austratia, Mar 28

Credit card billing expands, Apv. 4
Interactive video on display, Apr. 11
intercept Referral trial begins, Fed. 28

S8C group wins Teimex bid, Dec. 1.1
Video Channel aiternative, Jan. J

W Regulatory

FCC proposes coilocation, May 1§
Legisiation filed in Mo., Jan. 10
MFJ bill in Cangress, AMar. 28

MFJ bill imroduced, Feb. 7

MFJ: What's the big deal?, Apr 17
Mq. customer credits, May 23

Mo. legisiaton ends in tie, Feb. 28
Mo. pledges job funds. Apr 25

Mo, PSC project team, Dec. 20

0CG staft action & cutbacks, Mar. 27

New . Jan. 10
New Phone® catalog, Apr. 4
SBC holdings doubla, Jan. 24

Savings Plan-March 91, Miy
STAIRS gets suggestions. Feb. 7
SWATs mal system, May 2
War means more security, Jan. 24

~N

This Week:

Stock Watch

June 26 A0.250 51.825
June 27 A1.250 52.875
June 28 A0.625 53.500
July 1 A1.250 54.75C
Juty 2 Not Available
Southwesiern Bett Corporauon

Clasing stock prices. June 26-July 1, 1991,

July 1. 1991

Aaaress comments to Bidl Matthan, This Week sditor
1010 Pine. Room 1021 St Lows, MQ 63101
Circuiatian Marager Dong Wrighnt

To reauest pach tssues. cal 1314) 331-2152

Printed on recycled pager
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Southwestern Bell
Telephone

August enroliment 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 August. CarePlusisa
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 Beng/fit
Bulletin 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. 30. If you do not choose
CarePlus during August, you will not be able to sign
up again until the next enrollment period in lc.2e

1993, when a 12-month pre-existing condition
limitation will apply. Employees can cancel
coverage at any time.

Because the plan is entirely employee-funded ard a
stable pool of money is needed to pay for covered
procedures, JO percent of employees must choose
CarePlus in order for it to be implemented Sept. L

Please read your enrollment packet carefully. If you
have additional questions about CarePlus, you may
wish to attend one of the CarePlus information
meetings. Reservations are needed for employecs
located in downtown St. Louis. Please indicate
which session you prefer and return the form below
to: CarePlus Session, Room 1021, 1010 Pine. A
ticket will be returned to you. Employees
throughout the rest of St. 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.)

Name:

Department:

Company mail address:

Phornie:

{ ] I'would like to attend a CarePlus Information Session. (Please mark (1) first,

(2) second and (3) third preferences.)

( ] 'm unable to attend any of the information sessions. I'm interested in borrowing
a CarePlus [nformaticn Session videotape. NOTE: Several departments have reserved
videotapes for their work groups. Please contact your supervisor before requesting a video.
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Aug. §

Aug. 6

Aug. 7

Aug. 8

Aug. 9

Aug. 12

Aug. 13

Aug. 14

Aug. 18

500 E. 8th
Auditorium

68213 Holmes

500 E. 8t
Auditorium

215 N. Spring

800 E. 101st Ter.
Cust. Sves, empl.
(Sessions will be
held in esch urit)

14250 32nd SL &
2301 Savage

115 W. Adams

402 N. 3rd.

100 N. Tucker
Auditerium

OBC, Rm. 422

14780 Manchester

2651 Oltve

801 N. 11th

£15 Olive
6t Floor

8:00 am.
900 am.
10:00 a.m.
1:00 p.m.
2:00 p.m.
5:50 p.m.

9:00 am.
16:15 a.m.

8:00 am
800 am

100 p.m.
2:00 p.m.
$:00 p.m.

8:00 ;.
9:00 ..

Will be posted
at worksite

8:00 a.m.
50 am
1:00 p.,m.
250 p.m.

8:00 am.
9:00 am.
10:00 am.

1:00 p.m.
2:00 p.m.
$:00 p.m.

800 am.
9:50 a.m.
11:00 a.m.
1:00 p.m.
2:50 p.m.

8:00am
:30am
11:00 a.m.
1:00 p.m.
2:50 p.m.

Aug. 14

600 St Louls

Picaeer Lounge
Aug. 1§ 600 St Louis
Ploaeer Lounge
St. Louis
Aug. 16 OBC, Rm. 422
“Aug. 19 OBC, Rm. 422
Aug. 20 100 N. Tucker
Auditorium
Aug. 21 1010 Pine
Mark Twain ARm.
14S. 4th
Assembly Rm.
Aug. 12 550 N Florissant
155 N. Lindbergh
Aug. 13 OBC, Rm. 422
Aug. 26 1010 Pine
. Danie! Boone Rm.
Cape Girardeau
Aug. 27 2200 Themis
$31 Sliver Springs
00_0 Broadway
Aug. 18 351 Sliver Springs

100 p.m.

700 am.
800 am
9:00 am

800 am

1:00 p.m.

700 a.m.
8:00 am.
10:00 a.m.

1:00 p.m.
2:00 p.m.

8:00 am.
900 .t




CarePlus: New Optional Medical Plan
Covers Same Experimental Procedures

9B

arePlus. [t’s an optional new supplemental
medical plan that can mean peace of mind
and financial security for you as an employee
or retires” of a Southevestern Bell company.
For a small monthly contribution, employees
will have a benefit of up to $500,000 to caver ex-
penses for several costly experimental medical

"procedures not cavered by the SBC companies’

medical plans, including CustomCare and the
Comprehensive Vedical Plan, or HMOs.™

The procedures inciude several types of bone
marrow transplants, which are used as treatments
of *last resort” for many canceraus conditions, and
pancreas and islet cell ransplants, which are used
to treat severe insulin-dependent Type [ diabetics.

CarePlus. li's an innovative medical plan that
qffers emplayees of the Southwestern Bell family of

mental procedures not covered by the SBC compa-
ries’ medical plans (inchuding CustomCare and the
Comprehensive Medical Plan) or HMOs; funded en-
tirely by participants

Employes Comribution:
Individual (employee only) = $4/month

Family (employee plus dependents) = $&/month

Coverage: -

Designated faclity: 100% of covered charges
Non-designated facility: 30% of designated facility rate(s)
Enroliment:

Initial Open Enrollment: August 1991 for coverage
effective Sept. 1, 190t (30% enrviiment required)
Subscquent Enrollments: every third plan year (gext
enrollment int 1995 for coverage effective Jan. 1, 1994)

Southwestern Bell
Corporation
-m‘_

----------------------------------------

companies an opporwunidy i emplavees have: to
be covered for certain experimental procedures that
can be [jfesaving, but are far beyond the price range
of most people. CarePlus is entirely separate from
the SBC companies’ medical plans and HVOs.

Yery few employers (or insurance companies)
offer coverage for “experimental™ medical proce-
dures. But because some of these procedures
are being recommended for Southwestern Bell .
empioyees or their family members, and because
the cast of these procedures could create a finan-
cial crisis for an employee’s family, a program has
been developed that offers this type of caverage
at a minimal price 1o the emplavee.

Because CarePlus is entirely employee-funded,
50 percent of employees must choose CarePlus
coverage in order lor the program to go into elfect
{continued on page 2)

* Future references io empiovees inciude retirees.
*~HMOs may differ: Contact yoar HMO for information
regarding coverage.

------------- N N N R R NI T I

Cancellation Policy: can cancel coverage ot any ime
but cant re-enroil until the next enrofiment (preexist-
ing condition limitation applies)

Procadures:
Coverage under CarePlus includes expenses related
to the following experimental procedures:
* Allogeneic bone marroie transplants for
the treatment of
- chronic lymphocytic leukemis
- breast cancer
- multiple mysioms
« Autologous bone marrow transplants for the
treatment of*

- bexin cancer

- Wilms' tumor

- Ewing sarcoma

coloa cancer - muitiple myeloma

testicular cancer - cloomic myelogenous
feukemia

I
it

[ T B B |

* Pancrecs trensplant
* lila cell iransplans
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The CarePlus OPtion o pompas e

and in order for the program to be continued.”
This level of participation is necessary ¢ ensure
thal an adequate and stable pool of money is avail-
able to pay for covered procedures. .

I this level of participation is met, coverage
will begin Sept. 1. 1991. il enrollment is less than
30 percent. CarePlus will not be implemented.

This bulletin is intended to provide enough
information about CarePlus to help vou make
an informed decision regarding enrollment.
Regardless of what your decision is, you must
complete, sign and return the enclosed Care-
Plus Enrollment Form by Aug. 50, 1991,

CarePlus informational meetings will be held
at selected company locations during the menth
of August. Employees will be notified regarding
dates, times and locations of the meetings. At
locations where meetings are not held, emplayees
may have access Lo a videotlape explaining the

program.

The Pian Basics

CarePlus is a completely optional supplemental
medical plan designed to cover expenses [or cer-
tain experimental medical treatments niot covered
by the SBC companies’ medical plans, including
CustomCare and the Comprehensivi Medical
Man, or HMOs. i

The plan offers 100 percent coverage (up to a
lifetime maximurn of $500,000 for each covered
family member) if the treatment is performed
at a designated medical [acility. Any treatment re-
ceived for covered procedures or services through
a nion-designated facility will be reimbursed at
8) perceni of the designated (acility rate(s).

The $500,000 maximum aiso includes limits
for air ambulance up to $5,000 (when medicaily
necessary) as well as transportation, lodging and
meals up to $10,000 for a travel companion(s).

Employee contributions will be $4 per month
for employee only coverage and $8 per month for
family coverage. Contributions may be adjusted
from time to time. Participants will be notified
of these adjustments, which may be made as a
result of plan usage, as procedures are added or
dropped, or for other reasons.

Full-time, part-time, regular, temporary and
permanent employees are eligible for CarePlus
as well as all retirees. Employees who are en-
rolled in HMOs also are eligible.

If you choose CarePlus coverage, your contribu-
tons will be deducted each month from your pay-
check. Employees can cance! coverage al any ume.

(August 1991), there will be no “preexisting
condition™ imitation or medical exam required.
(A preexisting condition is a condition for which
an individual has consulted with a physician or
has been tested, treated or diagnosed within the
90 days immediately preceding the coverage
effective date.)

During subsequent enrollment periods. pre-
existing conditions are noi covered {or 12 months
from the coverage effective date.

asvisuazass R TN eNS BadevsrevavasuT e

~We decided to make the
CarePlus option available
to help our emplovees
and retirees deal with
the high costs of certain
experimental medical
procedures. CarePlus

_can offer employees
peace of mind.”

-------------------------------------

The initial open enrollment starts Aug. 1. 1991,
with a coverage effective date of Sept. 1, 1991.

Subsequent enroliments occur every third plan.

year. 'you do not choose CarePlus during thig
enroliment period, the next enroitment period
will occur In late 1993, with coveragz effective
Jan. 1, 1994,

ft's important to remember that because these
procedures are considered “experimental.” they
are not covered under the SBC companies’ medi-
cal plans, including CustomCare and the Compre-
hensive Medical Plan. However, most of these
plans do cover the non-experimental ransplants
shown on the chart on the facing page.

“Experimental” Procedures

While there is no universally accepted definition
of “experimental,” a procedure is generally classi-
fied as experimental when it lacks sufficient
foondinued on pagr 4)
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The CarePlus Medical Treatments:
Who Needs Them, How They Wark

CarePlus

19851.8

he procediires covered by CarePlus gener-
ally are considered “high risk/low success™
treatments that are used as a last resort for

patients with life-threatening diseases. [n addition,

the incidence rate in the general population of in-
dividuals who need these reamments—and qualify
for them—is very low.

It's important to remember that enrollment in
CarePlus does not guarantee that a participant
will receive a covered procedure. Many factors—
including the patient's age and current state of
health as well as the requirements of the facility
performing the procedure—determine whether
a patient is a candidate for a certain procedure.

CarePlus provides coverage lor the experimen-
tal procedures described earier when certified by
Prudential, the Claim Administrator. A predeter-
mination process will enable employees to verify
coverage before obtaining treatment.

Despite the generally low success rate and low
incidence of these experimental procedures, the
plan does offer inancial security in the event that
an employee, retiree or dependent would need
one of these costly procedures.

The cost of bone marrow transplants generally
ranges from $100,000 o $300,000; pancreas trans-
plants range from $75,000 to $100,000.

When making their enroilment decision about
CarePlus, employees must weigh the low monthly
cost against the likelihood of needing this cover-
age. Certain factors such as age, current heaith
status and famnily history should be considered.

SPECIUL NOTE: ing to Dr. Richard
Champlin qf the University of Texas M.D. Anderson
Cancer Center; because complications and risks as-
sociated with bone marrow transplants increase

over age 60.
In programs which offer pancreas and isiet cell
transpignts, patients tend to be under 50,

Bone Marraw Transplants

Bone marrow is an active spongy tissue inside the
breast bone, spine, petvis and ribs which produces
most of the body's blood cells—red blood cells (for
carrying oxygen), white blood cels (to fight infec-
tion) and piatelets (that aid clotting).

Several diseases, such as leukemia, Hodgkin's
disease and multiple myeloma, may destroy bone
marrow. Bone marrow also may be destroyed as a
result of aggressive chemotherapy and radiation
used to treat diseases such as leukernia. breast

........................................

cancer or lung cancer. When the bene marrow is
damaged or destroved. the individual is at risk for
a fata} infection or uncontrofiable bleeding.

For cancer patients, a bone marrow transplant
makes it possible 1o receive higher and possibiy
more effective dases of chemotherapy and radja-
tion therapy because marrow damaged by treat-
ment can then be replaced with healthy marrow.
For leukemia patients, the ranspiant is intended
to provide disease-free marrow.

Once the transplant is completed. the trans-
planted healthy cells should begin to grow and re-
produce and the patient’s marrow can resume
production of normal blood cedls.

.....................................

“Emplovees must weigh
the low monthly cost
of CarePlus against the
likelihood of needing
this coverage.”

.....................................

Allogeneic Bone Marrow Transplants

In allogeneic transplants, the source of marrow is
another person, generally a sibling or parent. The
success of this procedure depends on how well
“matched” the donor's marrow is o the patient’s

marrow. Compiex matching Lests are run to re-
duce the chances of the transplanted bone mar-
row reacting against the patient's body.

Finding a good match for this procedure isnt
easy. According to the National Cancer Instinute
and the National Marrow Donor Program. only
about 30 to 40 percent of patients have a sibling or
parent with an acceptable match, and the odds of
obtaining a compatible marrow from an uarelated
donor range from 1 in 10,000 to  in 20,000.

Autologous Bone Marrow Transplants
In autologous transplants, the patient's marrow-is
replaced with his or her own marrow. The mar-
row is usually removed when the patient is in re-
mission and is then frozen.. The patient is treated
with extremely high doses of chemotherapy, which
kills cancer cells but also destroys bone marrow.
After chemotherapy, the marrow is returned to
the body. During this period, the patient lacks a
complete immune system and is highly suscepd-
ble to infections, which may cause complications
resulting in death. rconanuad as page 4)
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The CarePlus 0plion ccorznued from page

medical evidence to be considered consistenty
effective and safe.

To keep current on the experimental status of
certain procedures, the CarePlus Flan Sponser.
Southwestern Beil Corporation. will consult with
a number of outside sources, including the Claim
Administrator, Prudential. Many factors are used
to decide which procedures are experimental,
including the resuits of clinical studies. medical
literature and the assessment of groups such as
the American Medical Association and the Health
Care Financing Administration.

Within the experimental category, there are
centain procedures considered by the medical
community to be “unacceptable,” including those

Medical Treatments tcontinued from page 3)

9068

Pancreas/Isiet Cell Transplants

Pancreas transplants are recommended only for
those patients who suffer with severe complica-
tions from “Type [* diabetes. With this form of
diabetes, the pancreas producas po insulin or an
insufficient amount.

Type [ diabetics usually develop the disease as
children and are dependent on daily insulin injec-
tions. There are approximately one million Ameri-
cans who suffer with Type [ diabetes. (#ith Type
I diabetes, the pancreas is able to produce insulin,
although the body is not able to metabolize it
These diabetics often can control the disease with
dizt and oral medication.)

Because diabetics often suffer kidney failure,
pancreas transplants are frequently done in con-
junction with kidney transplants.

Al leading U.S. medical centers, the one-year
success rate for pancreas transplants--success
meaning the patient no longer requires insulin
and has normal blood-sugar levels—is over
50 percent. However, transplant patients have
to take immunaosuppressive drugs for the rest of
their lives to prevent rejection of the new pan-
creas. And researchers are studying whether

thai are very unsafe or ineffective or those in the
very early stages of

Al the other end of the scale are the “more
acceptable™ procedures, including those hat have
some degree of success but also involve substan-
lial risks or those that lack substantial clinical
research. The treatments included in CarePlus
fall in the “more acceptable™ range of experimen-
tal procedures.

" Plan Changes

As other experimental medical treatments find
increasing acceptance within the medical com-
munity, the Carefius plan could be changed from
time to time by the Plan Sponisor. Empiovees’
contributions may be adjusted as needed.

----------------------------------------

pancreas transplants can prevent, stop or reverse
the complications of diabetes,

Similar to pancreas transplants, islet cell mans-
plants are considered only for severe Type { dia-
betics, and the purpose of the transplant is the
same: o achieve “insulin independence” for the
patent

islet cells are the cells within the panreas that
produce insulin. Although the islet cell transplant
is not nearly as successful as the pancreas trans-
plant, it's a much simpicr procedure. Using a local
anesthetic, a small incision'is made and the cells

The down side to the islet cell transplant:
Currently, insulin independence is very short-
lived. Also, in order to achieve 2 sufficient volume
of cells, one transplant of islet cells requires sev-
eral donor pancreases, which are in extremely
short supply.

\quWmemmmw

CarePlus Plan Sponsor:  CarePlus Plon Administrator:
Sowthuesiern Bell Corp.  Southwestern Bell Telephane Co.
One Bell Center, J3th Floor 1010 Pine. Room 408

St Louis MO 6J101 St Louis MO 6101

NOTE: Your Finaanal Prowcons For You and Your Famuly hinder
cocians detmbs oa the beaefs plans mentoned i TUS publicaton.
U you have questions abowt YOur coverage. piesse check the tander
or call your benefil oifice. Sowglt Buflena s oot intended W change
the lerms of your beseth plans or e oiaal documents wiech gov-
em them. U (here are any inconsisiencses derween Uus dulletin and
the ofSai plan text, Lhe et vl prevaal
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Question: W hy arc suberueni enmlimenis
unls held once even threv aran”

Answer: Because CarePlus is entirely empiovee-
funded. the three-year interval provides a stabile
pool of enrollees, ensuring the furids to pay for the
costly procedures covered by CarePlus.

Question: 3\t is considered a suaaditivd
dependent?

Answer: The following people qualify as
dependents under CarePlus:

* Your spouse;

¢ vour uninarvied children until the end of the
manth in which they reach age 19. or until the
end of the month in which they reach age 23 if
they are full-lime students at an institution of
{earning;

* your unmarried child, regardless of age, who
is mentally, physically and/or medically incapable
of self-support and fully dependent on you for
financial support

.....................

.« =2 LY

Question: What happens Fun Gamib ~tatus
rhanees and | oeed o change an canenaere

Answer: The emplovee or retiree is responsible

for notifving the Benedlt or Payroli Office
armym,wmm&pe{mmmm-
dent becomes qualified for CarePlus coverage. or
the dependent is no longer qualified for coverage.
(If vou have family coverage. it is not necessary to
notify the company of any additions.)

Employee contributions will be increased or
decreased the first of the month following the noti-
fication. There are no late enroliment or refund
privileges.

Question: Can 1 add my amils later even ol
thev're efigible now? .

Answer: Not until the next enroliment period.
which will occur during 1993 for coverage
effective Jan. 1, 1994. In addition, they must satisfy
a 12-month preexisting condition limitation.
fconsinued on back side)

CustomCare & the Camprehenswe

Medical Plan*
(Non-Experimenial Transplants)
Cornea transplant
Heart transplant
Heart/lung transplant
Lung transplant
Liver transplant
Kidney transplant
Alfogeneic bone marrow transplents for:
- Aplastic anernia
- Acuie leukearua
(ymphocytic and non-lymphocytic)
= Chronic myelogenous leukemio
= Neuroblastoma
- Advanced Hodgkin's and
non-FHodgkin's lymphoma
¢ Autologous bone marrow transplants for:
- Advanced Hodghkin's and
mﬁod@'cn':mkm
« Acute leukemia
(ymphaocytic and non-lymphaocytic)
- Neurcblastoma

e Aﬂogeneicbonemmwuusphnufor

¢ Autologous bone marrow transplants for:
~ Breast cancer

- Lungconcer

- Qvarign cancer

- Colon cancer

~ Testicular cancer

- Broin cancer

- Jﬁbmmmor

- Multiple myeloma
- Chronic myelogenous leukemia

* Based on CustomCare and the Comprehensive Medicaf Plan. Participants of other plans should consact their benefis representanve tn
dererming coverage for the above noa<experurunial transplanss. MIOWMMMMFOM Eligbilizy for
any procedure s subjeet to all plan provisiens and medical protocols.
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cal plans?

Question: 11, will

e SBC compranies medi-

Answer: \o, CarePlus covers aniy the specific

¢yperitnenial medical
earlier in this bulletin,

Question: | experimentad degg
included in this plan?

. No.Ifadrugis approved by the FDA, it

procedures described

therapy

is covered under most SBC companies’ medical
plans, Experimental drug therapy expenses are

&enerally covered by the

who assume this as a re.

reclive eve surgen )?

product manufacturers,

search expense.
Question; W hat about ry

dial keratotomy (cor-

. The procedures covered by CarePlus

are performed lo comba

lil‘e-mnealening diseases.

Radial keratotomy Zenerally is corisidered cos-
metic surgery by the medical community and is
therefore not part of CarePlus,

Question: \re em
to change?

drops below 30 percent. the
conducted to determine if

.................

subivct lo g preeisi.

et i the ogigdedl. o

- Ifthis happens, CarePlus will be termj.
nated at the end of tha sear. Ifan enrollmen is
scheduled during a year in which participation

the eheiznatoed Loaactiti B caralimeny and voy will he

theraen? : ing candition limitation.

Answer: Oniy certain medical centers throughow , Lo
the country p(:rfurm the experimental procedures Question: W hat happens if partivipation in
rovered by CarePlus. Southwestern Rell Corpora- ! ".?'”": il oo 30 ey

tion will contracy with lop medical centers spevial.  *f Phitn vear!

i2ing in each of the procedures.
QUGS“OHI Does € mePlyge o CTCVEI iftee.
AU Nl coneped by

enrollment will he
CarePlus should be

continued.

Question: 11uu isny n

tised?

wrthly contributiog

Answer: The contributions. which are put in a
lrustl‘und.areusedlopavdmdaim costs of any

Question: 1\ hat happens to the
trust fund if the plan is terminated?
r. Expenses for any

money in the

¥ procedure in progress

that has been certified by the Claim Administrator
will be paid as well as any remaining administra. .
live expenses, Any excess would then be returned
lo the current participants,

ployee contributions subject

> Yes. Contributions could go up or down

asaresunofplanusage.aspmcedummadded
ordropped.orforotherreason.s.

Question;

Can [ keep con erageill go on leave?

- Yes. Thereisa “ct.tinuation of cover.

2ge” provision available 1o employees called
ave, the company will
options. If you dont

Plus coverage will eng,
nroll until the next

COBRA. Atthe

start of the je

noﬁfyyoumsardmgymr
chooseCOBHA.yourCue

lnmlscase.youcnn'tre-e

Question; r one of the CarePiys procedures js

medical community. will it th

underourresuhr medical plan?
Answer: CustomCare
Medical Plan i

considered experimental within the

en he covend

and the Comprehensiye

Specifically exciude procedures cov-
ered by CarePlus. From

panies’ medicaj plans. However, uness a proce-

dureismoved.itiscoveredanybyCmPlus.

Question: \\hy should |

suggests one of these p

doifmy physician

rocedures for me or one

of my covered dependents?

ask for the CarePlus

. Call Prudendai at 1-800-445.5692 and
Coordinator,
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SCUTHRESTERN BELL CORFORATION

GUIDELINES AND PROCEDURES FOR THE COST ALIOCATION SYSTEM

allocation through the Cost Allocation System (CAS).

This document should be carefully reviewed in full by every new employee,
mmmmgitsmwuwmmm
crientation session at the initiation of employment. For existing employess,
thism:?nlshaﬂdbemvi“:ndatlestmnllyapartofthcjd:m
process camjunction th prescribed CAS tims assigment studies In
addition, whenever an employee accepts a new position within SBC, it will be
fuumwmmmmmm




Soxthwestern Bell Corporation Section 1
Cost Allocatien System . Page L of 1

COST ALIOCATION SYSTEM OVERVIEW

The Cost Allocation System was developed for the purpose of providing SBC
with a system to allocate corporate costs based an the specific activities
performed by its employees for specific corporate entities. The CAs is
structired to allow employees to identify the specific activities (cost
centers) they perform and the ameurt of time they normally sperd on a given
activity cn an angoing basis. Alsoc, the CAS allows employees to identify the
corporate entity which benefits from their work. Finally, the CAS allows for
temporary or permanent modifications to an employee's time reporting records
to recognize changes in work responsibilities.

Eachsmdapartmentisd:aracterizedbythegexmlg:wpofactivius
its employees perform, and this characterization should serve as a quide for
identifying :

to ensure that the appropriate cost centers are selected. In each
instance, vanancestrmthadepartmentalacuvxtlsmym When these

vaxwmm,theyammpcrtedmanm thrughsm'spayroll

The effectiveness of the CAS deperds cn the accuracy of each employee's
activity records ard the awareness ard sensitivity of each employee to charnges
inthatypesaxﬂtimnquirm:tsofthnactivitiesm Ths, each
employee, in cmjvm:t:.en with their superviscr, mst take respersibility for
developing amd mjminﬁgmtewstwmsmthepaymnmam
report any temporary variances in job respansibilities

The sections which follow describe in greater detail the mechanics of the

CAS process and the responsibilities of each SBC employee to enswre the
effectiveness of the CaS.
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Cost Allccation System . Page 1 of 1
Users Guide :

EMPIOYEE RESFONSIBILITIES

The employee plays a critical role in maintaining the effectiveness of
the Cost Allocation System. The CAS will not be effective unless each
emloyee recognizes their responsibilities with respect to:

mmttbesystmra;tﬁresofanirdwimal

§
|
z%

The employee's role in the Cost Allocation System involves:
- Eablim&gmiﬁﬂmstmassigrmts(s) for the distridution of

- mmmwmmm&mswm
through the "exception" reporting of time spent on activities different
ﬁmtbe)mgimlccstwtarsassigmd (see Section 8 for exception

- Wﬁmmmmm&uj&m@m.

additionally, it is incumbent upon managerial amd

supervisory persomel
to initiate ongoing monitoring of the distribution of employee time ard work
activities for all subordinate perscmel.
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The Cost Center Mmber (CON) assigmment should reflect the specific
actzvitishﬂividualmployeesperfmaﬁﬂxepemmtotwmlhm
required to canplete those activities on an ongoing basis. Thus, an employee
may have more than ane ON deperxling on the natwre of their Jjob
respansibilities ard work being performed. For example, an employee in the
Corporate Coommnications Department may work on Corporate Advertising .
(cm 08000) and News and Rublic Information (ON 05000). Accordingly, the

oan that particular employee's payroll records would reflect
ﬂmseac&viﬂsbeimperfo:mdmaregularhasisarﬂtmldidenutytha
percent of their total time expended an each activity.

The menitoring of work activities through the use of time studies will
take place when:

- Ampcsit:.misastablishedmtbecozmtim
- Anudstimpcsrtimhasadamgamr&spcnsibﬂities

Managerial and/cr superviscry persamel through their ongoing
mituhgor;lmﬁmudvnﬂcmuviuesmtm@daﬁ:gﬁm
study is required. ‘

NG FOSITIONS

Wen a new positicon is established in the Corporation, mitoﬁ:gofm
activities of this position through the use of a time study will begin.
wmmummﬁmwmmdmmmam
increments, by CN, for a period of four weeks. Informaticn and directions

recording activities can be found on Attactment 1 of Section 3. For
mﬁmmm,wmwwt@mtmu
established, the new eployee's supervisor must estimate, as acourately as
mmmmummumwmmm
crder to establish a payroll record. When the stixdy is capletad, the payroll
‘record mist ba modified to reflect the new CNs and percentages as determined
by the study. Payroll recordds are established amd mxdified with the Payroll ‘
Change Repert (PCR). See Section 4 of this mamual for more information .

When an existing position has a charnge of responsibilities, a monitoring
of werk activities through the use of a time study is required (as in the case
of a new positicn) in oxder to establish standard ONs that are consistent
with the employee's revised responsibilities,




A manager or supervisor selects an appropriate
. At a minimm, this reevaluation should be performed on an arrmal
basis for all SBEC employees. The purpose of perfomrming these menitoring
activities is to assure that each employee's ON assigmment(s) accurately
reflect the activities being performed and the associated amount of time
recuired for each activity.




DIRBECTIONS FOR USE

A four-week monitoring periocd of daily activities is required for all new

positions within departments of SBEC. Also, a four-week monitoring

periodofdaﬂyac:intiasshmldbemidemdbymmgersuﬂm
all their subordinates each year,

A form has been rovided (Attachment 1, page 2 of 2) which may be used to
recexd time during the monitoring pericd. The form shauld be completed daily,
with an employee recording activities in 30-minute increments by ON ard
amount of time spent for each O listed. Attlnaﬂafthnprexind
the department should determine the apywropriateness of ONs and the time

assigned to each cost center. (Section 4 of this mamial cutlines the steps

for making or changing OOW assigmments.)







Sarthwestern Bell Corporation : Section 4
Cost Allccaticn System ; ) Page 1 of 2

CHANGING COST CENTER NUMEER ASSIGNMENTS

'naeprecedzngsectlmdescribedthestablishmentof@sfurea:h
employee. The primary points of cansideration included the following:

- Apprcpnatem{sareidentiﬁedaxﬂunhﬁedmeadmenployee'spaymn

- mcmmmmeperm(mtoamw) of stardard
hw;sassocmtedmthactivztyperfmmeasdevﬂcpedmthewsmdy

pericd; .

- Each employee has the responsibility to be thoroughly familiar with
their ONs;

- Haragenalarﬂsupe:nsazypersamlarerspas:bleforoverszghtard
mtcrﬁ:goftheacamcyoftbewoﬂ:—hamd;stﬁbr&motwb&ﬂm&te
employees as well as the develomment of appropriate time-menitering
devices on an angoing basis.

EXCEPTION TIME REFORTING

) mthedajlycamseofbusms,mea:ployeemypa:fmactwitis
different from their ON assigments. When these exceptions ocarr,
employee - may beraquiredtomleteanib«:eptxm‘rimlzepcttﬂmin
critenaaresat;sfied An BException Time Report allows recognition and.
adjustments for variations from an employee's standard CON assigment. The
following factors should serve as quidelines for determining when an BException
Time Report is required:

- The activity being performed recuires a ON different from the employes's
designated CNs;

- ‘memmottimerequizedtoperfmtmactivityismemdxm
any given day or an accumlation of four howrs in a given calerxar work

An Exception Time Report may be initiated by either the employee or the
supervisar, althn:;htbapdmympasibihtyrestsn&eadxmloyee The
decision to utilize an Idception Time Report should be made with the
cancarrence of an employee's supervisar. While the preceding factors serve as
guidelines for initiating an Exception Time Report, there may be limited
situations where smaller increments of time on a weekly basis may be requested
to be reccrded. These special activities will be handled through the standard
payroll exception reporting wmechanism. Instructions on e:c:eptim time
reporting may be fourd in Section 8.
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Stardard CCN assigments are established or modified using a Payroll
Charge Report (FCR). Establishment or modification of an employee's
designated OO assigments should occur wder cne of the following
circmstances:

- Initial assigment of jcb responsibilities;
= Change of jcb responsibilities;
-Ex:ept:mmportingtoa':eormcrxsbegustoooaxmamgular

I:apattmotmmreparﬁngtoapartimlar@demws.the
enplcyaeshmldinitiatea?d% toixmpantethetimzwtin;
change. datem:nhagthepercentofﬁmto toacnt,ﬁnaplqne

percentages
adduptoloo%axﬂnstbe‘mlenmm(mﬁactics). Detailed
instructions

cn preparing ‘the PCR should be cbtained from your departmental
persamel cocrdinater.
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Sauthwestern Bell Corporation ) Secticn 5
Cost Allccatian System - Page l of 3
Users Guide

stardard O, ac@‘dmtimereport,pmocssanacpensevmdm,q_rmdﬂy
their use of a standard CN, the employee must carefully oonsider the
selection of the appropriate ON.

The selection of an appropriate CON generally requires that:

- FEmployee activities must be identified and related to appropriate cost
centers (e.g., Shareowner Services, PRublic Issues Research, Corporate
Buggets, etc.);

- Employees, in carjunction with their supervisors, must determine whether
the time amnxl expense associated with activity performance should be
directly charged to cne or more but not all subsidiaries, retained by the
Parent, or allocated to all subsidiaries.

Attactment 1 of Secticr: 5 lists the cost centers with their CON and the
charging directions with their codes. A cambination of the cost center ard
the charging direction produces a 5-digit CON to be used for time ard expense
reporting.

Attachment 1 of Section 5 should be used to select the appropriats ONs.
A definition of each cost center can ke foud in Attaciment 2 of Section 5.
In the definition of each cost center are examples of activities performed
within that cost center. Howevex, the lists of examples are not intended to
be exhaustive ard do not include all activities performed by SBC employees.

supervisar

of work activities to be performed (e.g., a corporate budget analyst in the
Finance Department would select the Corporate Budgets OON). The employee's
Jjeb description should serve as a guide for the initial assigrment of CONs.
Percentages of time assigned to ONs and the CONs used should be reviewed and
updated as necessary with each time stixly based on the results of the daily
activity summaries. Selection of CNs should be reviewed by the employee's
supexviscr. Questions regarding the appropriateness of OON selection
Jjeb activities performed should be addressed to either the supervisor
Corporate Manager - Reculatory Issues.

Y
directicn) as to whether the time or expense is directly charged to one or
m(h::imtall) subsidiaries, retained by the Parent or allccated to all
subsidiaries.
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Section 5
Page 2 of 3

Activiﬁsarﬂmcpermsasslmldbedirecﬂydiargedtoaébsidiuy%:
- Assistance is provided to an emtity at its request, such as:

® Trademarks, patents ard graphics services;
® Preparation of tax returns;
® Litigation assistance.

-Activitisa:eperfmned:elaﬁ:ﬁtnmormentitis, and each
errtitycanbe muqael Ylda' itified, such as;

When a decision to directly charge expenses has been made, selection of
the 2-digit cxde for the entity(ies) to be charged should be appended to the
appropriate 3-digit code previously selected from the cost center mmbers list
(e.g., Tax Return Preparation for Mcbile Systems = 03904).

-The decision to retain expenses in the Parent is generally made when
there are no benefits to be received by any subsidiary entity.

Examples of expenses asscciated with activities which are generally
are:

- Mergers, acquisitions, and new vertures;
= Corpcrate artwork program activities.

If a decision to retain expenses has been made, ﬂndmrg‘ingdiwtim
code selected should be a 50 designation, and placed after the apprepriate

Allocation of SBC employee time and expenses should be made in the
following instances:

- Mmotactiﬁﬁaralatedtop:uvidingcmatemmmﬂ
direction to all subsidiaries;

- Punctions performed centrally for the benefit of all subsidiaries;
- Performance of activities not directly charged ar retained by the Parent.
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Vhen a decision is made to allccate a portion of an exployee's time ard
expense to all cperating subsidiaries, selection of the charging direction
code should be a 00 designation placed after the appropriate OON.

Attaciment 3 provides a listing of all valid cost centers amd
directicn combinations, Refer to this listing to ensure the ON that you have
chosen is available for use, especially if you have not used the 0N before.

The purpose of this section is to provide guidelines which may be used in

i performed
which do not clearly fall imto a specific cost center or charging direction.
In those instances, the employee and superviscr should first fully discuss the
mumefﬂmwdﬁwwmwfomdmmimamatmmﬁm
If the categorization is still uncertain, the Corporate Manager - Regulatory
Issues (235-6354) should be contacted prior to a OGN being selected ard
Teparted. ‘



Southwestern Bell Corporation . Secticn 8
Cost Allocation System . Page 1 of 2
Users Guide

EXCEPTTION TIME RERORTING FOR PAYROLL

exception reporting an employee's time.

Time spent on a project which does not fall into an employee's
mmalccstcet:tersaxﬂzsme:mofcehaxrperdayoran
accumilation of four hanxs per week should be exception time
reported. It is important to track the time spent an these projects
carefully so that the benefitting emtity will be charged accurately,
as well as the appropriate cost center. Use the form presented as
Attachment 1 to keep txack of individual time to be exception ~oded.
This form also sexves as substantiation of how time is spent amd
d:a.rged and should be kept with each department's payroll records.

Precise documentation is important. Attachment 2 of Section 8 is an
example of hew this form should be prepared.

mnmeptmrmmtfomssmndbemedtcrming
SWMTR Form FASW-4568 (Payroll Time Record). The following criteria
will be employed:

® Payrcll hours should be exception time reported on Form

e Refer to the SWMIR PHASE IT TIME REFCRTING TRATNING MANUAL to
determine how these exception code tables are maintained and
how payroll exception hours are coded.

® The SWMIR FHASE IT TIME INFUTTER TRAINING MANUAL should be
usedasaguidc:urth-acmalmuﬂnmdsmﬂtbe
payrcll data. It is tha inputters' responsibility to review
their SRR reports to ensure that all codes have been
properly imputted. mmsisaamleofam
Distribution Data tahle after the codes have been imput into
SWMIR. Each entyy must be reviewed carefully.

'®  Use the Respensibility Code, Jcb Runction Code (TFC) ard

Enviramert Code (always zero) associated with the payroll
recerd of the esception ccded employee's reported time. The
JFC used will determine the account to which the salary will
be jommalized. There may be more than ane JFC per payroll
mmber, so be sure to choose the correct ane. (Wrong JFC
equals wrong salary account.)
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Ocstm?catimSystm ’ Page 2 of 2

The section of Form FA SWASE9 entitled "Keep Cost/Estimate
Wﬂmldmmﬂmm:au@tmﬂnlmin
Section 5 of this guide, using two leading zeros .to fill in
all of the available spaces. (These leading zeros should not
be used in the cost center space an Fomps SBC-4471 arxd
SBC—4472.)

The section of Form FA SW4569 entitled "ILocation Code™ should
be used to contain the Project IDs that have been assigned arxd
intended for exception reporting. If no Project ID is to be
used, leave this space hlank (it will default to SC0000).

The secticn of Form FA SW4A569 entitled "Eng. Rate/labor Code"
shauld not be used.

The SWMIR System will accept two-digit exception cxdes using
nmbers 10 throxgh 99 sequentially, and alphanmmeric cocdes
that range from 1 through 5 in the first position and from A

2 in the secord position (i.e., 1lA-1Z, 2A-2Z, 3A-32,
4A—4Z, 5A~57). These cambinations allow a meximm of 220
codes

Cnly the same mmber of hors (or less) that are in the pay

pm.cd excluding holidays, may be exception reported through
Therefore, exception hours must be reported each pay

periodandmtmmﬂatedmtiltheezﬂof.ﬁnm.

© DO NOT serd in correcting time sheets to report additicnmal

cost center or Project ID exception hours. Simply report them
an the following pay pericd SWMIR farm. SWMIR will not make
ret:mactivaadjusmxtstocafsurlﬁrmectm If an error

has been made, contact the Corporate Manager-Regulatory Issues
for instructions an bow to coxrrect it.

Follow the instructions contained in the payroll practice for

preparing the top portion of Form FASW-4568 (reporting for
vacaticns, EWP days, sickness, etc.).
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mmmmmmwmmwamm
number cnto SWMIR Form FASW-4568 each pay pericd. Retain these forms
for supporting documentation.




*This does not include paid overtime.

(8) Summarize hours recorded cn this sheet to be charged to a cost center
' ramber anto SWMIR Form FASW-4568 each pay pericd. Retain these forms
for supporting documentation.

NOTE: See Attaciment 3 for explanation and use of circled ( ) items.
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Saathwestern Bell Corporation ' . Section 8
st Allocation System : Attaciment 3
Users Guida - Fage Lof 1

(1)
(2)
(3)

4)

(5)

(6)

(7)

(8)

Provide a brief description of the project.
The date that the exception hours are being recorded.

Time worked - the mmber of hours worked an the project, pot
including any overtime (paid or umpaid).
Repo:tgx_ﬂ.ypa;dovert:mtnns\nﬂcedmthepmjectinms

The Campany is the name of the subsidiary (or SWET state) for which

the project is being performed. If the expenses associated with
this proj baret:a.inedbysm,i:ﬂicate"sa:"inthjs

ect are to
.colum. If the project falls into a cost center that will be
to all-

allocated
particular entry.

ﬂheccstcenternmberistheﬁve—dignnmberre;n:sentirqﬂn
appropriate cost center and charging direction. Refer to Section 5
of this mamal for assistance in selecting this rumber.

subsidiaries, leave this column blank for that

Select the appropriate Project ID if there is one associated with
this project. This is pot a required field.

This report will be used to prepare the SRMIR Form FASW-4568 each
pay pericd for actually recarding exception time. Forward this form
pramptly to your departmental SWMIR coordinator.
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SOUTHWESTERN BELL CORPORATION
COST ALLOCATION SYSTEM CHANGES
1987 - 1992

- The current cost allocation system was put into place
using cost centers as functional designations.

i288

- 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 1988 retroactively
for the full year and was required by the order in FCC
docket 86-111. In 1988 only SWBT and PUB recaived :
allocations for advertising; the charges related to the
other subsidiaries were retained.

- For CCN 61, Cash Management, and 62, Southwestern Bell
Foundation, costs are no longer rataincd. CCN 61 is
changed to an allocation based on investment. CCN 62 -
Foundation is distributed to SWBT and PUB by the :
Composite Frctor. CCN 62 costs for adninistration are
retained. These changes were implemented in December
retroactive for the full year.

- Directors insurance premiums in CCN 49 are allocated
to the subsidiarlcs starting in July ot 1988.

- For CCN 74, Executive Air, SWBT starttd 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.




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 reveriues, 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 depreciation anc
miscellaneous taxes are now included within Tier 1
expenses and allocated to CCN’s based on the salary
factor. Other 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 Eactors 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 of 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 for
the parent’s use and their own use of the corporate
aircratt.

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 varicus expenses to
SWBT for pool recovery from prior years which were
retained previously. These were as follows:

12&1 pi:1-1:]
SBC Foundation Donation 7.8 N/A
SBC Foundation Support .4 -4
Supplemental Retirement 7. 8 (.6)
Parent Executive Air 2. N/A

- The following CCNs are deleted:
13 Special Shareowner Projects
(use CCN 11 - Shareowner Services)
47 Internal Audit Staff Support
(use CCN 70 - Internal Audjit Services)
73 Corporate Services - Security
(use CCN 35 - Executive Suppott)
44 Corporate Policy Development
‘ (use CCN 56 - renamed Corp. Policy Devel.)
64 Subsidiary Specific Projects
(use CCN 75, Subsidxary Support)

- The following CCNs are addcd. ;

30 Benefit Planning and Developuant

N (was in CCN 29) ‘

1 Human Resources Plann;nq and Stafzinq
(was in CCN 29) '

32 Employee Intormation
(was in CCN 28) :

53 Legislative Advocacy E ‘
(wag in CCN 45 - theral R.gulatory)

54 Federal chulatcry
(was in CCN. 45)

Publ;catxons subsidiary became Mast and Ycllow Paqes
with 2 different charging directions (October 1990).

- St. Louis Health Center went.away (October 1990).
- Gateway Rivers was added.

- Mobile Systems began receiving allocations for SwWB
Foundation, Advertising, and Executive Air. This
adjustment was made in September business and was

retroactive to January 1, 1990.




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 fees and expenses
(use CCN in which the expense belongs)
78 Benefit Payments
(no longer exists)
79° Technology Management
(no longer exists - absorbed by TRI)
83 EsSOP
(in Savings Plan CCN)
45 General Regulatory
(split into Federal and State)

The following CCNs are a&ded-

27 Savings Plan Hanagemont

79 Legal Support - ,
45 State Regulatory Activities

The following CCN title changes are made:

199 From Bill and Voucher Proc.slinq to
Controllers Support - now contains LAN
management charges V

399 From Pensions to Dapruciation

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 inteo CCN
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 for second
tier subsidiaries will be eliminated for 1993.
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