
Step 5 DetemUne \l.. t\etncr- the quanmy of service IS J.ppropn~te. Is the appropnate quanuc'.
of servtce ob.... lous In terms or sraf:in2 : for e:umOte. most asoectS of btihn2) or IS 1,- . . -
;:lrovuied on a stand·by or ready·to·respond buu j for example, le,~ servIces)" fr
tne quanuty of servIce IS obvIOUS WlllS not (euabic to provIde it In tbe wrong
quantity. sigp the tat and encer I In cotUIIUI 5. If the quanucy of servIce to be
provldcd IS dc-=_ by I dutd pany slUdy. eater 1 iJl coiUIIID SA. lfme quanUty
or-service to be provIded is delCrmmed by III atr1llale or IBT sway, caler 1 lD
eolu... D.

The tests below repteiinl casu (Seeps 6 thtaup 9) an applied OD tbe buis that me ovcrhaci
aUocauOD mer.bods aDd tblICCGUII"·' COIUIOIs baw ......, -.a verifted. III this case - an
audit of aftili.. WYIca .,..... cDI provisiaa of IIIIIIY Ia'...... nceady beD umsfcmd
from the telco. lBT - cae primuy.... PfO'ricler of.mea is ..-~ly the lClco
itMlf. PrvcIIat ....... prier. tn... .-p.,..,' ................dill. rascmable
case be esQblisbld aDd doeIJ_I_ wtIicb ...... dIIlCClDGlDin to be KbieYId tbraup the
prospective caanIizIIi. of.w:a. Su.iIIIty. a'".,...cr..- IIIIIIl verity dial me
pi''''''~ baft ... ,.,Met .._ Di'ti• .,.,....be iDcorpanIacI ill me08"" maD','" pn'.__ • pw'"....-i:c....

S..,6cbeca _an t .. .., 11.' c.-fII' I wl ...... ofdll
--.widl__ot ..,dIIR 1'- U r ltor••lliltle ,-

priciIIi ofeI!I!j_ ••i_is.. 'M ",". 1l1li.oidia 0 • .......,dlds" - die
decisioa cbM.... ill....... 1% fII..inl _lIT..dIIir pi ." "IIIDiare,
A-.c suc:b daa'.II"'L _ I ~I•• III...... t I" t '1111 ~ wIIiIIIM • lIT could
bawCMzi '*__ fir.. 1111.,._.,,..'1' 1__ rilllil.....'lcd
by mgtZipI"" _ c.c .".. fIIio til lIT ilia 01.. tIIIU_ n.
lower of me cwo c*c Wo I is ....iIirs.., _. Apia. in the
aDsace of such a SIIIdy. die eerj. dc.c ofJIT peowiliaa 01_ is sutJIij,uced for the
atTili.'s icem explllll

Slip 6 MaIIHr•..,DI IilIa Du II 'I wbnln ..s' ..., _ilia iI
_va lad.., Irk ill ,DIU"''' __ i11l1m"Y. aaul the
~..... bit•• II •., ...'1". _lIT"'••.1111,.,. _ 1III.-:.-r 11ft
ell '" If.. o b • ..,...,........, ........,..,.... 1InIq 'A. 1f.....,WII.-a_"'••nll·.IIT.~ I iii__
a

III Slip 7. I pro,.·· _ of till c.- 01. 'iel is. calli~v till calli of.....aw
p""""n of,. "......... lie m fIl' .Mi ~ 01 suc:b aa.ruaive
provIders. The COlt _i.111. fila. .......-w..~ III &am

concncaaal pnISpK1S. S1IIn..~ '1m, ,... be~ tugher.
aDd do IlOC p&'O~ a TIIis type of.'irlUIC .-.. ~Islon In
favorof_.- _ a COlt~_ MU.IIMb daev.,.."uOft. the

de_Ie pIawider is lIT wida i1I__i.'"•dll=a.I ill S.., 6....me mMe~r·
buy decisioa is ' docu.....

. . ,

... - ...



Ste~ i
-
Alternative Provtder. nus step c:nec:ks for a stuci~ that compares the affiliate S :05:

QtprOVldln2 the servIce with tne cost of crura·cartV provtSlon of the servIce :::
almost all c~rcumsta.nces. [rl.!S test should not be skipped. a."d a 0 e:'lterea :r.
column 7 if sueh a study has been conaueted. enter j In column 7A and enter t.'1e
thtrd-patTY cost In column 1B. If the tNrd-parry COSt IS lower than tne afflllate S cos:

and the raT COSL the UUtd-pany cOSt Will serve &S an upper Itmn on aHowable
Jifillate cosu. uD.less me COSl of provisaoa of che servlCC by Jl3T IS lower than that of
tile tiutC patry. Utbe IBT COSl is lower CiIIIl tbe tN.n1-parcy C:OSL then the Jl3T COSt IS

the upper liaut OD allowable atrllim upease.

Step 8 addresses the issue of the qlllllity 0/s.r'W:. of the &trW- aaci aD a11enWe provicier. If
mere is eVldeDce WI me qa1icy of JrI1ce pravicW by die amIiIre is lower for the WIle or
grarer cost II cbI qualicy of~ dill woaJd be pIO¥idld by die u..... provider (Uwc! patty
or IBT. a=orcIiIII to .. .-au ofS.., 7>. _ rIIio 01 cbI quaIiIy of cbI atflliara-provideci
service to die qualiIy of ul' providld~ is campucecL nus ra&io is applied to the
aftW_ COlI. 10" COlI is ICIiId dowIl by die qulicy 1'IIio. For uampie. if
the atflliare pravicla.,.willa 90 pII'CIIIl of.. qaaIity of me u--. providIr. tba oaly 90
pIIQal of die alftJj_ c:.- will be alloWed. (Tbis _ is iDe'oded for compItttmes. It is
rcopiwt _ ill1111._ will be • dill' nidace.. quaIiIy of IIrYice. It tbere is.
boweYer. lbis rat is ....._> .

Seep 8 Quality ofS.... Ia _ "1mkl'fid c........ of qUl1iry -
of••iII(.... • ,..._ fIiIIIIa). dIis _ allows...,.,.111•., n t .. If. 4 'i17 of. 'aCIa be proVided at
..................01... • __.... .,I.,,,,·••..,t1/rlwajJiliIJu
ill e.1 llA__ II.._1.4"It .1I1_oIlIII't N. provider in
ell .. TIll ••.., c III lC.iI scaletheallow."....,••1 of..eft-.•••nribld.... -wtial ill die qllQiiry
~--tJ/_fta.ca.."'ia III! •.

Seep 9 cesu for COlI....ONII'IIJU iD prowidilll-_ ria. 11111 YIIuI of project-type
aaivitia may dip t. dill p' ,111111 fIIItsll...I.. If.vit.s _ ...... pnmded under
Sllisfaaaly coudiIi__••'nu 'e1" _.'11 d1r is i r..III "Yc:IIIrPII. waitiq
paaiCY OIl die co-. 11111, .., dill .. _ ..fIII_1Ilr1dby _ICC.
Similarly.~0,*. ••• « n &1-. ia of SIl'Vic:a
SUPP~ by tlF III ' of... III' I.SMe mT _pro
COllCiDuiftl .,1 1M _ tip .,_.,..dIiI_ roWDIly.
nus test is i 131 dd~ far -eerm pntjlca dill rault izl.vic:ll sacb as de1ivenes of
a software pred*I or I'IpGIL

Scep9 Cost lidn-o-r:. ia DIIiwry ofs--.••PII.a Per.....IIU where the
telt is DOl 10 be ....ild..-r 1 ill cal t. Ia ......ofc:.l 0...-. encer I In
coI_ '''-IDd..dIe.xcas e:lt,... OWl" pI-""'"~ ill coil" 91. If the:-:
is • _cu•• , ••d din.. ill..,. of viii. ",'ITt..-r 1 ia c...... te.
TbI.1....... ,1l1li•••• " "11ft pi.... COlt and the Item
upase. is c....- ia coI1I_ 'D. lftMre .. bleD • u.. owma ill dcl1ve~ at
the service or~~ 0 in coIu..... 'E. aad aut tbe number of months 11te :~
column 'r. 1'be allowable COSI IS computed by I9Plyilll me discowu factor to t..":e

C'.-Ia....k .. Warinner



::6

ciilmec1ltem upense less the dlu.!lowed cost rn column 90. if Jny. The ajJo"" JOle

co~t.Js_ sho\lfn In column 9G.

Camparilll the Cost aJId Value o( Services

Both pJannln, and. venficauoD o( IIIDS from provisJoa of servte:es by affiliates are requlreti
because mere IS III Inc:eftuve for U. uarapl.......1campuy to dsarp hI,her pnces to the
relulued edoo for me~ it paw'" tbrautIl uarquJaIId affllllClS. and thereby capture a
tugner rerum. nw there is no iDceacive to do so ....... uarepliled alfiliasa are JOintly
o\lfned by the AOCs - U IS ASI- is DOl a pIftUUIYC arpmIftL Tbe UDreIU1a&ed a.ff'ulaleS
could themselves pure'" .....ices ..... cilia pric:IS from adler .....iers or fro: 'e
parar compaay to die na.,.,.· cIiIIdYII'JIL ".. sllautd be k/OnlDd.."
wri/ft:lUitltr d'IIl die..an 11111. for pro'" 01 all ill die rm,lyers' iIllll'at. .1

me abIaIce ofom..-....... 4... CI in of corp ItiaI tbI COSt ot
the SlIDe Slr'YiCIII P""'iltd'" lIT. S.., lOCI.,.. _lili,.oj 1M.-li... .,.. ofbeDefits
rlClliftd for ca WlJiaII ia __or.p.n••~ far walk,..... prejeca or adIar
items. Par ptaj.~ JIIIIicuIIdY 'M lid lie cllr s of apeaad II me
tiJDI otPlojecl i-p

'. M.IIC1., d.n il.w.aN 1.11 Ulldlrdla
pruds.. c:riwioL ' °21 z "'.,. ei•••ftD.
rulizect for. projea aDd ca willa &be eqlliiNd1I.I.k

StaplO

-Seep 11

Seep 12

Step 13

,.... ~ '~.

ea........"III.R"-IrS • I •• usa 1& II iripus__ dais ..will
......... _ ... T• ...., lia ••, II. rt.... bubeen
• ..,." •• ,.., '.'•••• &1 i.'fI'_•• .-IIef..~.alter 1
ill Ell • 1M. If"""""."""".•'. I I"".odICSraJiudby
~..a-p.,,,,,,.,,,_,,,,,,,,,,.,,"""'liD
coh·e • I•. rt ...,.< pi Ie ' «t=_lIIIu.tbea1lowecl
e~._lIT a.. bydIiI_ is die claimed
apease. sbowII iart IIC.

"...0••',._" 11•.•d,.._-=-,.d'i
COIId iII....'.1 .. t. Villi of 1 tlllftU.... (SIlIps 1-
'1 G) '" II1J IF "1" ••• d..It' • 'II •• _ (Slap 10). TIllftaaI.. .m I. 1IS]' • ., II"at _.\filii .,dIlT fI'IIdIIcl.•.•'... " ,11_ ·pL..._~.__• .,..~

.tlt ill • "I'.... III IlL 11IiI..,. .•1ilI", 1...18.1 TIll
,. db .. _., '.II1.~..otdllo.I ••..,walkflrdlil..ia...,tyiDl-
iafa s1 ,.. ...

w.-'. tiMI c.a far".p .iss ....bela ",;eecf. me ,atID of
t• • "'-' eM OJ"..... is ca_, IIITCI by...,"",", and
displayed ill ell 'P7 11

The : ill...sd"'.",. t.b ee:..~b1lW~Dthc
aUaw calC asd • cWwd apase. TIll CIJ6f IS cIisplayecllD
cat__ 13.

-



Step I J

Step 15

The dIsallowance ratio IS comouted tn tne sore:1dsheet as the rauo of dlsaijo\l,~'" . ~..' ..... --),

[c,the c!3Jmed expense ior tl'le :~em The ~lsaiiow(Jncc rarlO IS displayed u:
column 14.

The weIghts to be ~tied to roll up the dlsailowance r1UOS for tndtv,Qualllems 10

an over&1J clisallowance ratiO for the ea~ sct of sampled Items~ c:omputee as t..":.e
, rauo of the cia&med upense (or die iUlllllO die lOW elpease for ail Items In tile

sample. ". total of aD expase ilelDl in the sample appan at the bottom of
column labeled COST OF ELEMENT AT AFF1l.lATE. The ,oil-u.p wetgiu for
!.be item is displayed in coA.... 15.

Step 16 The CODIribuUaa of fbi auow.d ..,... ruio for adl claimed expense Item to the
tocal auow.d ..,.. f1Iio for _ ...... isco.,.. by cbIspN.cisbeet as the
product of me roU.." wei....cbI allowed expa. t'IClO for me Item. The
~,..~~,.,. is~iII calUIIID 16.

Sample AJIowuce Ra&io

TbI/fNIi~16~ ,.. is caIIIIJ'*d by cbI Slft"'b
• U cbI sum of the comributions

ill coIgmD 16. Tbe sample a110wuce 1'IIio. so II..... appars. die baaam of co6ama 16.-

A mmmary of t!JI caasulClDC's ....... 1DIlysiI is pla,idId ia bltibit tv· IS.

I50fVS.4fIOlfJ ...,1ICIIMIl..tI/arvit:aproP"efJlf1l1lllnlJ,. rIw lIIIIiaptu,ti \laiza of I
s...........Mllp...& .

......

1'biI sectiaa..dsS.., ~ • If III"'",r-.-a..- IReiped VIluI for wort
proftJa cbaI.-i , ~ iII*J"_,... Owr tlA6t. 1992 bIIIt"l'IpIaUlred wort
ttw WII a _Ii. i'l fII "'1"1: -wu dill..,. IIIddllh...re11Wi to
work e«ans., ct IF _,... ,....., IF rt_..C8lcmzcd
by ASI m 11 II Hi_fIl·;· l"l po.j, sU-Mpmem
wort.U2 IA 1992. 12 F TII,....I I ~.._ -.n··S.. orlDltled.l.] In
1991. 1~ wart pw' • I P'l i .c••ia _ mllP i: 21_....nlt'd and 9
meraed. To __ _; would ba by ASI IIJJdJor 1ST based
U1'OG acwaI_ ar bII Ia. ( c-. or..,. sipificaody deYiIred from
anueipad _ or b112811). dII ca.a1c.l tint ........... cbI 211991 caminauoas
occumd .... III s. r I. 1991. aDd AapIII. 1991.* Tbae were DO lInDiIwions
durinl the..;... If bid die CGDIUI would baw IIIecIiwly rmewed test year
diu.. to the·.... pOllible.CD _ ,;.;1 baw..made by ASI
IIIdIor [IT bIs8d upon ar:IUII~ or bIDe,. (if aaual c:-. or beMftII sipi 6rnuy Qcvlated

from anucilWld com or beDefta). I'IIIIer tbIIllllliciplllld COllI or beDefits.



~;~~~; ;
:::~~~ ,
.c ,. .... , _...... -_..,.-- -

: ====11.111111•••111111111111111'11==111:::: ;;;;;;;
If JIJjIJ~J!IIJ.J~I!IIJI~J.II!!IJfjIJ~~JJ!ljjl !Baij~i

!I 1····III·I··III'II·~~~'·~I··II··il·I·I·I·I·I·I·c••e :~:~:~~!w ilill I II ••llllall I II IIII ==;=;~;
...

5ill!II!III!I!!II!I"!'III!II'III""""'!!!! 111111£

illll~lllllnllllllllllll'l,nllllllllllllllll II;i;~;
i I iiliiii

; IIIUli

:)
r--

I
I

I Ii ill 11111.1 11ft 11 I II.!
I illllllmMIII..1IRImIIII1I11I11I1
III
i. ! r I I .

I!.- I l d 'II
II J I I ,. J 11 hit
!IJ I' I! II 1111
I :I I! I I II .III=_:, *1= ---..r) , f ~ ------ ----



"" ..._1Ii.. ~

oooa-----oocoao----------eOOQo=eOcQooo ce

--I--········-_·_-···-··-······-·_-·~·····-:: :::::::::::;::::;::aa:::::J!::::::::::::
~-_._ :-..- _- -..- -.-..--.-.-- --~-._._- .._----.:....-.---._-.---:-- ::::::--:::-::----: :.:-:::::::-:-:-. -

--------------- ---..
..........----- .

•••••• 0-------

.11 •W.-
-.i..:-I: •••••••••••••••.~--••-----------------•••-­.. :
• I

oW • ~l!IIIIfI.!IIII!III!IIIIIIIIIIIIIII!!III!I!li
will-sci ,lll:;SJ•••I••'IS!!!"!I!!!!!.·IIJ·•••al·.-•••lil!==!II-.. 05 •••••• •••• • ••1 ••••

.... i • -
~ II. !

I

.&:••::

.;J:.II':~I
·W!e. =.! ------.----------~----------------------.--~. i ,. [

c.IJ:I,; ';~ i_5 ••.•••••••••------••••••••••••••••••••••••••••
, -,. W :.... . :

------------------------------------_.-----

--------------------------------~----_.----

a'

I::::::

. _. ." .

...::::

------.. ---- _.... -. ----- ...
We:
tl'

-.• •;1

".i
• • i.. :W :

• 1

- ,.



:z .. -:::: -"
~ '2 i ~ -= ;..:. 0 •..,.0 0 0 0 a 0 0 0000 0 0 0 0 000 0 - 0 00 0 0 0 0000 00 .00 0000

=:.:: ::
~ ..- ....'1 :.

z
C;;;.i
-el.....,...

-0 .
• •:i: •••••••••••••••••••••••••••••••••••••••••••

-.;i: ..••••..•..•.•.••..•••....••.•.•.•••••..••. • •••• 00

0· ~i illlillllllllllll!IIIIIII"IIIIII!!11111111
s~=I!~ ;; =!~!.'!.'I!·!!I!.!!!!!a!III"I·I·llil·I·I·I=llil·!=..11181 11 •• ;._.- _•••- • ._.: •

t. loll 'I.~
• ~c.; " ••••••, ••••••••••••••••, ••••••••1 ••••••••

1;1'11111 ------:-~----------------------------------

alI'

li!lllil!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!

Iii Iii! !!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!!

IIIIIII

1IIIIli

-.:" .-."; ........................•.........•.•••....... ... :

c. ;
itt;
.is:

-; ~ ",-. . ------ --.------------- --~ ...

•••••••
:&&::::

... :
.)§: =." i •••••••••••••••••••------•••••••••••••--•••.. :

- Wlllilill"';III;,".III'."III'·'I!!"III···1!lii! 1!·!!i·~II!! iill ~1!ilal.·!lii.il lili. i··
~l • ISI-.:; i'l l §w :i\ •••••••••------••••••••••-------------•••--

.1 .. :
• I. til ... c :

•••••••

II•••::



-.:
!!;.... i ~I·;·••••••••••••••••••-··_--••••••••••••·--···

~ i

siln· iI!~~I!;I;;;IIIIIIUUUIIIIIJIUlinllllln
.! ·1 ~ .

*Iai! ill···········································

Q..
I
~.-
c.....z....•..

~-a-

I
ij
;~
·uj ..cJ••a ell.· .-·...~ «:!­c..•z••:

'1'::::

eiie~ =~ ~ ~ » » icacee• •••• .
~---_:l~/:!:::::I -....... O! ..

c......
:..
I

Oft 0- .
tllllil~ c
as IIII!O ...

i:•••••••• :I:l... ....
1IIIIIi

IIIIIII

IIIIIII !
I-.

III::::

-------------------~----------~----------~­Q ~=:::;::::::::I:::=::=::llr::::::=:::::I::1
; o ••••• ~ ••• - ••• _ ••••••••••• -- •• -~•••••••..
I-
Q

'::f.

o ------------------------------------------­
• :::::::::::::::::::::::::::::::::::::::1:::
; •••••••••••••••••••••••••••••••••••••• a ••••

i
!r&.

; .

; ~-------~~~~~=-I---------------------------~• :1::11:::::=:. :::=!:::::=:=:;:.I~!=:::I;:;! .&4••• ~ •• -.~.~-•••• - •••••• -- •• -~ •••••••

~

-.i..:

-I; ~---~---~---~--••••--------------------••--1M :

• 1

fiilllliiillllllliiii!I!!llllllllil!!!lli:!!!
11-s:: I'!a:a.'::.ez:.::••== ~1.·.=illlzi.I·. ~.-

: - ... ..... .. _. -.
: -

!ILl

I • j 111111111·I111II11I11I'1'1111I11111'11111111=111;111
1
••••".' •••••••••••••••••••••••••••••8;1.., :

:n!2il(I~IIIII;mlnllllllllnIIIIllllIDIIIIIIII

~lnlbfl;I!J:!lIlIllImIlIIIlIIIHIIUIIIIIIIIIIII
=.·I·':tli
~ .IS :

~ i=
!~IIIa-o.... -
~ ""'•• 1!!2! I~~l-----_·_-------....--------------------..--III - »:z:

8- ~ .

-.i

:.:_------------------------------------------_Ii
• i.!I•••••••••~••~.~.I••IIIIII.I••I •••••••II.I.

==: .
:I :.:
Ii
~;

we:
iii :.-~-e~~.=::~.~..~~!=:!-!.!:~~=:=I.I::~:~:=

SIS::~~

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



:'X:'.:"::.:. ...

AS part Or' value~J~nl work performed Ire~1l'dln! VaJut TtsrznJ S·WS~ work step), the
::onsuitant concluded - for tnc worK prorilelb1l1 lme comOlnauons ::su:d - that ac%lUj "'aiue of
services proVlded by ASI [0 IBT compared favorloly [0 the anuclpatcd "·i.!ue of servIce .... hen
.....ork .....~ ptanned.

COle Tacine

s·Ws.«J011 D.'.""'iM ifcom clul",ed tD /..,!Dr ASl·proviUd ,00000sefVlc.s tUft

apP""flruJt••

Sued upoa tbe c:onsaac.r's COlI _i" ofdIe..- ....... 0150 i-.ClUy a. UCC1'Uoa was
fouad. The utrIp)laaoa o( dIiI cIiscr'Ipa1Icy to tblacn ASI ,..llciaIl rau1cs ID no macenIJ
impICL ".. 1.'."••:Cllna.M. IITs 1 0....... (or SCI'Yiccs
sub••~_dyUIIId by '. d.11.. P7E'c'" ..., baw dIInI-' lIlY
ri........ f_ or ro,aIIieIJ*d to IBT far vr 51" ..~ aDd cUrpd to IIT,-
Durin. COR ,.rie •• _ .•,.i ill wbidl ,.,.,.•• CG81I'iburioas.or ripu-uMll&
f_ or royal..1M lid 101 •

....upoe_(II_~ ia'.IIi. I ."... ...

idiMiftedwblNiIl F' .·-_ "'ASI.IIT d;·r:

•
•

bu. , ••••t (a til. •• ,.•• ia ,...,"'.1)
hcea...(_ ftIrdw ill "".,N-8)

The couultIDt's i-F••d.. •• SWI' of ASl ·an • lIT is iDcluMd ill die
results of dill vaa. ,wi.... $ t 11 ·e1l a pill of.. V..r...., -=-of
tbiscbapr.er. 5-.01••'; I 'U.''''ASI ca.... •... awoal
providers and saa. IN aac ... Ii lSi... 1IlIdn .M ill ddI.-,..

FiNJba,J GNI. c.a.r...

The (0Uowilll iP pm.., II• II .. "IIId11•• Hilil , WIt...S-WS..-0D09.
S·WS~10. S-....nl....~12 iDCI.... ill till V eo.Aaa"""·
T1'tl1UIICtilltlT~1._" 01dIiI eM"..

lV.nl AWls.bE', SZJJde in aem MJ -.FiMje iJ tpje. sbv'" • miMi,
rateaym.

ASrs iDvesaDlDl iD ptOpIflY. pi-. IIId ...... is .............. JDOGCbIy dIIrps to
depnlcWioa as,.... wIIicb is ill .. pIIIId dnuIb to lIT••uwdI.M aaip..... to Ihe
various wort prafUIs.JG For_ ma•• ofJuly. 1992. d1,ruiMi•• e.F.'•••g" by ASI
IIIIOWIced to 5'.3 1IIiIIi-.Z. of wtIidI approximMaly S1.6 min;.(~)..ubilll_1y
recOve* fram mY. " .

'I
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The consuiWlt obtained an analysIs of deprecliuon cnarges for Juiy. 1992:" and revIewed (tie
a.''1alVS1S to c1eSImune annual depreCiation rates utlhzed by AS!. These rates were U'1en comoare::
I,j" !th' the aaual ceprecaatlon rates presc:nbcC by me U1lnOIS Commerce Comnusslon for IBT'. a.,c
t.."le resulun, ciilfem2c&S ate noccd In wibIlIV·/6. nus extubn shows uw ASI IS re:ognlZ!ng
3ppro:UtnateJy S9 miHion mon: per year ta depreclluon expense rnaa would be reeorruz.cd If
rBTs pr:esc:nbed rates .....ere bema employed. nus equaca to approxmwety 5:.75 ~lbon per
year in ~iuona.l deprecllUOIl charles to IBT.

In the ccmsu1tant's opUlioa. the praclucts aDCi services acqWteci by liT throup ASl should not
cost Winois rarepayers mCft simpJy because they lie provicild by ..1It.i1;,*, eAucy. U these
same services were in fa:c bani produced intenl&Uy by IBT. tbe capita1 wm supporuftg cnelf
provision wauJd be MiliCi UDiIr - ICC .u&'i', ill leu COIdy dlprecWJon
charps 10 lIT. WbiII is aO'riouIly;_6: far a~ OflllUZatlon
(suds u ASJ) 10 serw - Ave AOCs. 1:0 iii RtFlli. pmvic* eueacaa1Jy the
sail ~ic:eIdIM die iaIdiYiduaI AOCs ..w "0,,* $r_lva UDMt full
rlJUiIIDry owniIiK. dII..- ntplIIary priDe" CD wtIicIldle AOCs IN subjecl sbouici
penaiIL

....C cC
, .......1'...........,.... ST.

'3lblllel
IV-t' ""M Daplu......

- G-.I- .. - ...,....,... ,.. s'MIJi ..
JiIid: :JdI: :mil: :JIIIR ::all: :Bt

T.
u tSI.J"' ;;:
n't'tll%'

D4 $ I..­...............
ICC.._ ....

au: 2......_..
~ru •

... .,. MI• .... .... ... SoI.m;n..... 1." J" tUM 11..,.• ....... ,... ~ ,.. .... ".-
"p ,.,.• m, r e mw geM ioU" • ..,.. • Slim -- .". ... ntJ.•JJ.-- P • • "It,'·

.
lV-Fn AEII...C"' • 'i"QljmwJy 10,1')'" dwp 1E.I.

The naDI ,... ,....bucioBor.,.,.. r.-lITtD All is a".jan thai
pamics a spICial ........ ill ~.....of ,i_ ".SlMces
now pIOvicild b1 AII- ......, prcmdId ....., • lIT '" lIT from
extenW sources. U _ splCiftc stUdies dill stIDw (I) _-eip••d"iiu ancl b I
realiDUon of the beDlfiu.1bIN c:aa be no basis for me uusfer of flKlioe to .. affttiaae

SL,,_rick 1& Wari.....
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Coneemln, the coSt of Utose servIces. wares are the maJor c:oml)Onent of costs for the servlc~s

suppiled to IBT:- ACcOrding to dati from the Bure~ of ubor StlUSUC:S. the ChlC:a,O area-nas
~ne rughest cost of livlftlltld the tulhest averal_ WIJe In manufactunn, amon, all of the
meuopohW1 aras where the former BeU OperauDI Compwa (SOCs). thai are now Amentecr:
Operaun! Compuln (AOU). bad their heaG&tuafters. ". cOSt of IivinllS one major
component in Jusuficaaon ofhi,.wap rIleS. The adler major bUlS for compltUOft of wale
rates amona ~U'OpobWl areas is the averap .... ill maaufar:Dmn.. This wap nre ISt~ J.S

an Indicator of .aenJ wlp lewis for a ..~ mecropoliws ara. Con.seq~uy. IIT was
auady compecial- 10 die _teal dw its wapi 11'1 set c:ompmciveJy - us the most costly
labor marXef of a1I the former BOCs.

The~... by~ _Inl, •••mto ...- • die bait of ASI~ from the other
mllfopuli__ CO dill e»rlp.. (HufI - 1M II) .dllftfan OpeD CO q.-iOll. aDd
z.- lie jusafted. To.....1_ASJ. p••.,••• - dllmac".... ia die
mlnpoti_ItUI__ -..t.....of.. adIIr Aoc:a. ..iI.ftidlllj_i&:ICiCll for
the biPar ASI. To dIJ--dill~_ '*-ftll1IId COIII_
shared by rBT. IN pI~ oua_ die c:bicftIo ...... is~ basis co qUlSUoft lbe
..forbi...... ••t .._-n=11
III C8IIII'IIizIIi. 0( ft••••I. j\ld!11Ii. is I'.' i .......dII bIIiI of -obvious-
«.alBia til scale. Hoa.,•• dill I' ill I H' • IT"T d_ c:.arnu-ioa - ,
of luM1ioas .....,,...1111-._ iii i .... II .1.Sjz of ·• -Jpl"dinl the
overN • ".a .., ft All .;.1 by ADftIIcD
",. widllitlll or""m••_ WIJIII·..,. IiouDd in the
proI'esliaaal u.-. twelilllll.. lIa I I'" ..,., d1I tDf"il i - ..!III --.-

A";' I"",,, t $1 ell • r i ......S J 't iIIIIf. of
~__""III l' NI _.1' 1''''.11' .. ' · ,..iciIL
.pI {~I,in",.,.i:IB;I'II"I1"""lrn"·I1 ...... ' . , 6"1lIIIIiIII..... I' . I ..e.g, 1. II .II ct h __ pi lIi.a.
=a _ r I II.....,......... *,.-
Irn"r .., eLI"I ail•••' f ....1· 'IF ;, ....
0. '1 1 81

Es,acially ill....,.. "u_ 1 I 1.. fill....,... 'lII.n. 7

1""by tal
AOCs. it app•••" ., __ II1II CIIIQ'PH'.;- of VIriauI "-'i•• (..... 1cll1
aDd manysoh.' d_).ASI will t.retiI ... pa,...

•-
There are cleIr pial a-.blri81 tl.....ofwn,il ..., if i& CIa dill the
services mcel me plftiaalw...of die 411,_. ca..I•••., _,M ;'." as
well. _~ .."'"iii. " A dunic __Il- a.nd

perUps Ute IU'OIIIMI c-. far .....i'·..of - I.a.._""'"of soflware
dill is COfNIIGIIIy by ilia AOCL __be • ......,....c b~

SIUdiII LA arn,s;II"'" of AOCI e .. fIIIOIlm.., .;.iIdiai must
nlClSsarily bJ IDIN cu. ,_ __8.,1.11- fII_a ill-PlAd
caanl. It musl be sbowII by stUClia'dw abe uvialS of c:aualizalioa mDI'I dIaD offsel UlI5
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.
added development and tuunl cost. and that the centrally provided software meetS the l'leeas 0:

the AOCS. as_well as would be done unaer ce:encrailzed provIsion of the software. :::s alSO

''''"'ell establ1shec1 the more complex software IS more ccsrry ro mazntazn. and especIally [0 moc~:=-.

to r:1eel changing and clispUl1e Deeds of the disparate organIzatiOnaJ components.

[n c:onseauence. there IS no basis for the tulner wa,es paid by AS1 and p&Sscd throuJh to IBT
for tne services provided. n..lore. 1ft tbI absace of explicit "before altd alter" studies
shOWing clear savIngs to IBT from the new atrIZlgemeftlS. the bilher wages should be
duaHowec:l.

A number of aDl'ioyea trIIISfIrred from liT posiliaas to ASI posilioas durilll the
reofluizllion. To !DUlin if.y excess w paymems at ASI raulCid. tbe salines of
sampled employees II of St,r, JIbIr 30. 1992 eatIIIIIINd witb die salaries cbat _
employ-. waulcl UW Nlli ... if_bid Id.1BT IDd naiwci SWIdard Wiles for
thell' pay pMa. die a- oIu.s&r. PtulDlliaa c:.- - - __ flam dlllIIIJysis. as wen:
worbrs wtIo swia:Dld"- fuII-ciD wart. lIT to,.....welt. AIL Tbll'ISUltizll
w...... ca....ilalllioof-a .....ASl••'p "iftDIT.... _wau1clhave
t.ar.-_."'I1"t ill lV·17.~...'" I pll,,, _ almost ilmriably
larprdllll .....IlI -,...,a .t _ '..I" bi ASI.
dIID.lBT. TIII..r.iIIIIh .,__ .
...... 10 U eof ASI. t1IiI., upaaa _
samplinl of cia.. _ ••• IIP of 10.1~. 011._ ¥ ....1.,.wbo a.sfemtd to ASI
receiwd 10.1~ ........ far ... _ .......,cId.arr- ia dill dill r:usfers were
laMnl mows. 110& "lIani•• 1111110.1_.. 10 aa cliapnil.I..... of90.13~.or
IITs ..... a pall 7 II 01ASl'1. TIiI c..._".. iIIdIa refItca dIIIldditioaa! wage
com Ull'CiIMd .,M·.of .11 18""1i,•a- lIT to aIIlj_, spIICifally
ASL This COIIIpII'iJ.I ia *hu aaaiysis as a
bail for (a) '--1' I,. 31. ol r-)'.I of••illl pnMcIed by
ASI.. cbIre .. in d , , eIIcn..,,'"oflnllftts'lIl_ framnaaflr of savas.

llIeiKO...".d a •••••(a- YIIIIII' • ' ...,.)-9.'"-a1so
rauJ_pr Jya- II.Bm." ". 1I ' 1Id9.1'..
(lC1Oll-90.I3 11tA)-.... 111_111 , _af COIIIbiDaaons
(wptwn,llG).a • lUI "r~.._iJIIt' :til_II ••••_.,1 ZI ".

sample doIIIr_ lin r' 7 , .... dEl 9."" .111" "'II II .Ir SU.D2.3tQ. If...
raula ... 4,1171 t • II PI" II....~__-I."'"AlI_lIT...."IJI!i8I fil"r'e
would be '" I J If St'.lCll.GOD).- la &1:1.;-' • anB.._ a-acIiftIraI
pmpllC1M.. dIiI ell'. 11,Dt:1 AS1's al,a (i••I,II, ,.,.. "Il••
defetnWIIclbJ a m•• 01~s "'snAil bJ 3O.G3_. _lIT __ teSl

yar wouAd be .,......., S11.500.ooo ill "cas .

R«~

The foUowiIIIiclMd&I., ,.......Mi.. auoci_ widl walt..S-ws-t0009. S·WS·
40010. S·ws...aoll. or S-ws...ao12 iDc:lsJded ill cbI V.._ e-~ .TlllllUlCno"
T~ItiIt, secUOft of this cb.-.



/V.R68 Qjs.ilpw apmpllmllcl\' S;.-r~ mtlhon of et;e'5~SIdepre;litlon ,Puna to CST
rRefeuQ.Flnolng IV.F7.)

Based uoon the auditor's ilWysas of ezccss depn:cllUon. approllnLIteJy S=.75 mil1Jon of excess
ASI de;m:clauon charged to liT sbowd be corwdered by tne ICC for poSSible diSallowance.

/V·R19 Disallgw apprpl""Y III , miU. pC &sr, fp,Iy.!pe*s1 law;gSl$ Rued upon
nS"$ wlI' prmcng, (Ie!er to Fmdift. IV·FI.)

Baseci upon bod! anaJysa of ex,.s waps performed by the auditor. uleast S11.5 million In
excess ASI "aps ctwpd to IBT..sbaWd be C:CWlic*ld by die ICC for pouib&e ciisallowlJ'Cc.

4 \
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The first three.precesses are refemd to as "fronthne" processes by AS1 md lBT l'rWti,emenl.
because they have duect and ImmedIate Impact on the esttbhshment. de1J very. and conunuJtv of
lnformauonlte*ammunlcauons servIces for AQC customers. The next seven processes ue'
refcmd to as "suppan" processes. as they dIrectly canmbute to the lonl·term vlabdiry of
fmntilne processes. but do not have an immediuel~ 011 awomer servia. The UUrGitouP
of processes an: "~dmuUsumve" pracesJeS. because they lie pnera! in nature altd do not
dlteCtJy c:oncnbuc.e to the deJivery of productS or setY1CeS. but do have a c:iin:ct c:oacnbuuon to the
overall mallqement of Amlnted1.1S'

Those precesses daip" witb ... ureriSk (e) were IIOC iDcludld ia eia. die COSt tesWlI or
vatue EaStin. work due CO cbI use of PPS SI".UD, for of work pcdIaI'billliMs. For
Ulose proces.. white wort pram.",W WIll _.1Ctirar coad,aMd dial valuable
set'\ic:es -.n beiDI prawiclld CO Wi.. rw p.,eas; "ewr.- IlIdi&or alia c:aacluclld UW COSt
usipmem ucllClC:MlIIU'm-~ ....-aJ1Y appropriare. except for tbaIe icems
acxed Ul this repon. mcludia1:

•
•
•
•
•
•
•
•

hI? 1 1.... j........ for pI~riIiaD ofAS1_~;I••
lng" ._1111 ,..fIlASlcllll .....
lasd fl.'... '·;-ot Ylilllfor_......
T_n......ASI_••.., IlIlisl
bet " ••,••,,,,,'.11I1 rbl,.lIIda sntia_
E.... AS! ,., •=i.. tll._lIT
&xIng ASI.."',.. IO'"
DeftciIBCill iD AMI.'ida blew [PI ASlIDd lIT....._,

____________D._Dt__..__~_cr_A_._._._..__._,.._rr ......__I
Oal~:.i..-",.,....._._IIIIliicA;, ....r-......../fNliIt's I
fl/mUw. .

·ne plOIOHd ..",1II1dj1jl·a " All cll••11 • lIT.....ily rr-ex [[.1 .... -
depreciaf.ioa.. taaIl ." ...j- " SI-&.25 mil_

51...,
., ~".' Fredlrick 6 Wari_e.p_Ir. _
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EXHIBIT 3

MATRIX OF PART 32 ACCOUNTS AND ASSOCIATED
PART 64 COST POOLS

Below is a Matrix of those Part 32 accounts and related cost pools to
which ASI assigned costs in the 12 directly billed work profiles the audit team
reviewed in depth. In total, there were seven Part 32 accounts with each
account having between 3 to 5 cost pools.

The letters in the ImL column may be translated as follows:

R • c:cst pool is direc:tly assigned to regulated

N - c:cst pool is directly assigned to nonregulated

5-0. cost pool is common/shared and direc:tlyattributable

5-1 cost pool is common/shared and indirectly attributable

G • cost pool is common/shared and pnera1ly alJoca-.d

Acspunt
6124

General
Purpose
Computers
Expense

1mb
R
N
5-1

ARRonionmmt JMJ5..... _
- Dinlctto-"
- DinIct to Nomeg.
- RaJative COlt of

Investment Aa:t. 2124

6535 1 ~ -.plated R
Enpeering 2 at.: NOftNIUlated N
Expense 3 Ott.: ShaNd 5-1

6611 .fl Gmenl Support R
Product ~
Mgmt. 2 Gen..u Support N

NOftNIUlatlld
3 Gen..u Support 5-1

Oth..

- DiNetto",
- D1Nct to Nomeg.
~W... and
5alarWI (ill OSP invest­
met aNI eLpense
acx:ounts)

- DiNetto'"

- D1rect to Nomeg.

- MarketiraI Allocator



6613 . 1 Shared 5-1 - Relative cost of
Product Investment Acct. 2212.2
Adver- -<2 Regulated R - Direct to Reg.
tising 3 Nonregulated N Direct to nonreg.

6623 1 General Support: R - Direct to Reg.
Customer Regulated
Services . 2 General Support N - Direct to Nameg.

Nonregulated
3 General Support G - General Allocator

Other

6722 1 Regulated R - 0i1'ect to Reg.
External 2 Nonregu1ated N - Direct to Nonreg.
Relations 3 Corp. Advertising 5-1 - Marketing Allocator

4 Other G - General Allocator

6124 1 .Regulated R - 0i1'ect to Reg.
Informa- 2 Nonregu1ated. N - Direct to Nonreg.
tion Mgmt. 3 Network 5-1 Network Total Costs

(in OSP inwstmmt
and ex.peI\M accounts)

4 Marketing 5-I - Marketing Allocator
5 Corporate &: Other G - General Allocator
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exhibit 4

WORK PROFilE 06-0067
AMERITECH INTEGRATED MARKETPLACE SYSTEM (AIMS)

Wof'1( Profil. Description

AIMS is.a regionally defined, maintained, sUJ)ported, and accessible marketing
information system. Its f)UtPOM is to consolidate existing AOC marketing
information systems into an integrated marte_lICe information I'lattorm. AIMS
provides consistent and common information regerding Atneriteen customers
and aU Ameritech produds and services. regulated and unregulated.

Part 32 Clas.iftcation

The ASI work involved system development and testing work by programmers
for: - common data W8tWa0use

- data eib..from source systems
- rnair'It...- Met adminil1nltive modules--=-. c~liti. ~~ reports
- integlation~ UHf~ testing

l'hrM Bill Una were est8blished for these activities:

- Ameriteen Regional (benefits •• 5 AOCs)
.AU2YOO Two bill Ii,.. for intemaJ tracking
· A19900 Ce.g., rnaintetWIce VI. enn.aments)

- Indiana state specific work
.NSIIOO

The three Bill Lines... a.uiIIed to PIrt 32 Accutt 1724, It'Iotm8ticn
tMnagement. FCC PM 32~ in support of c1811ifta1tion .... that
Account 1724 incIudeI -COllI incur.d in ..,... det.laping testing data
basel ...s lppIication tyItImI for~I JU'POIe cornputarI." TheM activities
are dl.lifted ........

ASI work ... itwoIYed camnu'licItion from rnneting repding dMa needS.
access requi,..".,ts, and d8Ia retationships to the~. In addition.
ASI defin.. and I'NIn8geI AIMS for mmetplace .-..lysis n decision making.

Two BII. Unes .,. eswblilhed for the.. ae:ttvitieI:
- Arneritec:h Regional (benefits aU 5 AOCs)

· A111S0
- Category II employees (benefits all 5 AOCs)

· A199S2 -

1



ExhIbIt 4

Part 32 Classification (Cont.)

The two Bill Lines were classified to Part 32 Account 6611, Product
Management. FCC Part 32 reference in support of classification states that
Account 6611 includes "costs incurred in performing administrative activities
related to marketing products and services.

Summary of AIMS Bill Un..

• Part 32 Account •

BUI Une COd.. 8R1 U". Code•

C.......'T.......

Regional

Reglonal-Category •

State Specific

Part .. Claultleatlon

...1M........................ Acct ..11".................

A11112

A Decision Hiel ..ctly, • prescribed by the FCC, is used in determining Part 64
Cost Pool AlIigrment

1. Dnct~•.I...,.It Do the 8Ctivities exdusively support nor-n;utated
praduclI~ .me..

NO. AIMS is • data baM which contains information
on both regut••d and ncrftgUlated products and
.me.. The PlllQlMming wen is not divisibl.,
it simultaneously supports both regulated .-ad
nonregulated products and services, and cannot
be dir8ctly assigned.

2



Part 64 Classification (Cont.)

2. Are the adivities directly attributable?

N9. The progrwnming and mllkating efforts support
a multi-inforrnational marketing system, (i.e., customers,
billing. produdS, etc.) for which there is no dired
analysis of cost causation.

3. Are the activiti. indirec:tfy 8tIrfbutIlb1.?

YES. In aCCOIa.ace with the coat ....iOn stand8rda. the Shared
GeneralS~ com pool is appropriate for the AIMS progr8mming
(AcccuIt 8724) and nwtc8ting aetMtieI (Account .11) which allocate.
costs uling the Mfteting Allocator. en- MIIrketing Allocator is
caallllICI monthly using dinlCly -.ipd and attributed COltS in
Acccu1tI.11••12••13).

4. Is the SJIfW8I aUOC8tOr applicable?

NO. The 8Ctivities .........UIinI irdIect COlt c.ulation.
(SHa above).

",. faIawtng aIWt IrIIcIleI where AIMS expenHI ..dncted in the allocation
proceaC....,:

3



ExhIbIt 4

Necessity of Shared Cost Pool Assignment

The AIMS system contains regulated and nonregulated marketing data. An
analyst pr programmer who writes or analyzes program coding is doing work
which will ultimately support both regulated and nonregulated produdSlservices
necessitating a shared cost pool assignment

There is no direct relationship between the program coding and how the
marketing data will eventually be used. ThenIfore, an indirect cost attribution is
acccmplished through the Shared Marketing Allocator. The marketing allocator
is calculated monthly using directly assigned and attributed costs in Accounts
6611 (Produd management), 6812 (S.'es) and 6613 (Product Advertising).

The above eqmple demonstrates the billing process from dassifieation of

WOf1(. time~ expense~ng and generation of MMc:e bills. In addition, the ­
process and steps of ctauifieation and cost poot ...i;nment were discussed.

Adherence to FCC Part 32 CMrt of Accounts and compliance to FCC Part 64
Cost Allocation Rules were also demonstlated.

4
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Audit Report
on

Review of Affiliate Transactions
at

Ameritech 5ervicesr Inc.

Afftdayit at Mr, Matthew MJbiDa. m

I, Matthew MiNna, being first duly swom on oath, depose and state the
following:

.
1. ~ the DIcember, 1993 on-site viIlt by the audit teIIn, I

made the fo11owtDI ltatDetl to the audit __ iDdud1Dl Mr. Me WilIonr
from the PecMnI CaaummicatioN CoInmiuiGn. I told the audit tIIm that a
paper wbicb traI\tIMed bJl11m. to Put 32 acaNatI ad Put" COlt pools U\Cl
which AS! had pnwided to the audit Nul\ was not _ official company
record, but wu an unoffIdaJ truLslation tabla III employee put toptber for
personal use.

2. I a1Io NC&I1 that, prior to thaIe state\eIltl made during the
December, 1993 OIHite vilit.1 told the audit tIU'l that the ..... at iIIue were
not official company rec:urds, but apin wu an UDOffidaJ tIUslatian table.

c:;t.~~c < DC

Subscribelt ad swam bIfore me this 13th day of~,19M.

It& I


