xtisuz 2

-

Detesmrune whether the quantity ot service (s agpropriate. {s the appropnate quanut:
of service obvious 1n termns Of statiing : for exampie. most aspects of biiling) or 1s it
orovided on a stand-by or readv-to-respond basis ( for example, legal services)? [f
the quanuty of service is 0bvious and it 1s not feasible to provide it in the wrong
quanuty. skip the test and enter | in column 5. Uf the quanucy of service to be
provided is deterrruned by a thurd party study. enter | in columna SA. If the quanuty
of-service to be provided is deterrruned by an affiliate or (BT study. enter | 1n

column 5B.

The tests below regarding costs (Steps 6 through 9) are applied on the basis that the overhead
allocauon methods and the ascounting coatrois have aiready been verified. In this case — an
audit of affiliate services wherein the provision of many services has recently been transferred
from the teico, [BT — the pimary alternate provider of services is most appropriaiely the teico
itself. Prudent management practice. from the ratepeyers’ perspective. requires that a reasonablie
case be established and documesnted which addresses the economies to be achieved through the
prospective centralization of services. Similarty, a study after the transfer must verify that the
planned economiss have besn reslized. or some Tacking syswem must be incorporated in the
ongoing management procedures to provide the verification.

Step 6 checks for 3 maks-or-buy study, which compares the costs of imesrnal provisioa of the -
sarvice with the cost of provision by the affilisss. The first stage in testing for reascnabie -
pricing of affiliase servicss is t0 examine documentation of the maks-or-buy decision — the
decision that resuited in the curtsilment of ssrvices at [BT and their provision-dy the affiliate.
Absent such documestation. the suditor follows the defasit precsdure, which assumes IBT could
have continued to provide the services. The IBT cont of providing the services is thes estimated
by multiplying the affiliste cost by the ratio of IBT's wage index t0 that of the affiliste. The
lower of the two cost estimates is provisiosally allowed, subject 10 further testing. Again. in the
absence of such 2 study, the estimaed cost of IBT provision of the servics is substituted for the
affiliate’s item expense.
Step 6 Makn-or-Buy Decision. Dovsrmine whather the maloe-or-buy decision is
documenmnd by a stedy. If i is act feasibls to provids the sarvics isternally. and the
service was hisserically provided to [BT by s cumids party, skip the test: enter | (n
columa 6. If ths mal-er-buy ssedy was carried out by a third party study, emser [ 1n
‘~6A. If the ssady was carried out by an affiisss or [BT, eaner | in colamn

Step

In Step 7. a2 proper markst test of the cost of service is 10 cousider the costs of alternative
providers of the service. Thare should be documentation of consideration of such alternauve
providers. The cost estimates of the akernative providers should be based on loag term
contractual prospects. Short term contract costs. particularly labor rasss, wad to be much higher.
and do not provids a realistic altemnative. This type of evidesce will tend to bias the decision in
favor of the affilisse and permit oc encourage a cost cushion. Abssat such documentation. the
defauit provider is again [BT with its costs estimated as described in Step 6. uniess the make -or-
buy decision is adequately documented.

3 y W3
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Step 7 Altemauve Provider. TTus step cnecks for a studyv that compares the affiliate s -as:

' af providing tne service with the cost of tfurd-pany provision of the service -
almost all circumstances. tfus test shouid not be skipped. ang a2 0 snteres .~
column 7. [f such a study has been congucted. enter | 1a column 7A and enter tne
third-parry cost 1n column 7B. [f the thurd-party cost 1s lower than the affiliate s cos:
and the [BT cost the turd-party cost will serve as an upper lirmut on allowabie
affiliate costs, unless the cost of provision of the service by [BT s lower than that of
the thurd party. If the [BT cost is lower than the thurd-party cost. then the BT cost s
the upper lizrut on allowabie affiliate expense. ,

Step 8 addresses the issue of the quality of service of the affiliate and an alternate provider. [f
there is evidence that the quality of service provided by the affiliate is lower for the same or
greater cost as the quality of service that would be provided by the alternate provider (thurd party
or [BT, according to the resuits of Swsp 7). the ratio of the quality of the affiliate-provided
service 1o the quality of the aiternasely provided service is computed. This ratio is applied 0 the
affiliate cost. so that allowabie affiliase cost is scaled down by the quality ratio. For exampie. if
the affiliate provides service with 90 percsat of the quality of the alternate provider. thea only 90
perceat of the affiliase cost will be allowed. (This test is inciuded for completeness. It is
recognized that in geasral there will be 00 ciear evideace oa quality of service. If there is,
however, this test is appropriats.) '

Step8  Quality of Service. In cases where specific evideacs allows comparison of quality -
of service (for exampie, esvor rates or meen times to failure), this test allows
incorporatioa of that information. If the higher quality of service can be provided at
a cont equal 10 ar below that of the afiiass. enser the quality measure of the affiliare
in colema SA aad the comparabie quality measure of the alternase provider in
columa §B. The guality ratio, compuied in celumm 8C, is used to scale the
allowabile item expanse of the affilise, as described above, resulting in the quairy
adjusied vaine of service, computad in columa 8D.

Step 9 tests for cost and time overruns in providing the servics. The value of project-type
actvities may depead on the timslinsss of deliverables. If services are otherwise provided under
satisfactory conditions but are substamsially lass, 2 peseity is imposed by charging a waiting
penaity on the costs. This penalty is equal 00 the pre-tax rass of remsra allowed by the ICC.
Similarly, cost overruns ase disallowed uniess thers is 2 changs in ths scops of the services
supplied by the affilisss thas has documeneed approval of the respoasible BT manager.
Continuing serviess, such as billing and accounting, are expected 10 pass this test routinely.
This test is insended primarily for loag-term projects that result in services such as delivenes of
a software preduet or report. )

Step9 Cost and Time Overruas in Delivery of Services or Product. For elemeats where the
test is not to be applied. enser | in columa 9. In the cass of cost overrua. eater | in
column 9A. and enter the excess expense over planned cost in columa 98B. [f ther:
is a docusnsnsed changs in scope of the service or product, enser | in column 9C.
The disaliowed cost. computed as the differsace becwesn planned cost and the 1em
expense, is computad in column 9D. If there has been a time overrun in delivery o
the service or product. enter O in column 9E. and eater the number of months late .~
column 9F. The allowabie cost 1s computed by applying the discount factor to e

9"'. L4 .
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clumed item expense less the disallowed cost in column 9D, if any. The aliowanie
cost ts shown 1n column 9G.

Comparing the Cost and Value of Services

Both pianning and verificauon of gans from provision of services by affiliates are required
because there s an incenuve for the uaregulated parent company (0 charge tugher prices 10 the
reguiated telgo for the services it provides through unreguiated affiliates. and thereby capure 2
higher return. That there is no incentive to do so because unregulated affiliates are jointly
owned by the AOCs — as 15 AS] - is not 2 persuasive argument. The unregulated affiliates
could themseives purchase services at higher than marikst prices from other suppliers or fro: -
pareant company to the rasepayers’ disadvantage. Thus, there should be before and after
verification that the new arrangements for provision of services are in the ratspayers’ interest.
the absence of other maricst tests. the appropriass marist test consists of compariag the cost of
the same services provided by IBT. Step 10 compaeres anticipatad and realized values of benefits
recsived for compieted servicss in terms of expsnse items for work profiles. projects or other
items. For large projects particularly, thare should be documentation of bensfits expected at the
time of project initistion. Abssace of such decumentation weuid lead to deficisacy under the
prudence critsrion. Ressocusbie project management matheds by IBT wouid examine benefits -
realized for a project and compere them with the expectad beaefits. -

Step 10 Comperiscs of Expecied and Realised Densfits. & is amticipased that this test will
be applied 10 mest itoms. To sitlp the tast, cater | in eslumn 10. If there has been
a study of banefiis expested 00 astrus 9 rasspayess as & result of the service, eater |
in columa JOA. If chess has besn 3 study thet demonstrases the benefits realized by
raspeyers from provisien the secvies ase those that were expected, enter | in
column 108. If either saady is missing, the spreadshest computes the allowed
expense as [BT costs. Otherwiss, the expense allowed by this test is the claimed
expense, shown in columa 10C.

“Step 11 The reascnshis coss of sarvics heve besa dewrmined from the cost testing
conducted in Swps 6 treugh 9. Value of the servises has besn established (Steps |-
S). and comparisen of expecnd and realissd benefits carried out (Swp 10). The
final assesament consisss of comparing the cost or valus of the service or product.
and taking the minimun of thess as the aliowabis cost for the sesmed expense item
whish is displayed is cslmma 11. This swp is entirely computaticsal. The
consultant has complewd all of the necessary work for this test in supplying the
information called for in earlier steps.

Step 12 Mi'mmmumfummmmmmummw of
the aliowable cost 10 the cigimed expense is computad by the spreadsheet and
displayed in column 12.

Step |3 The disallowsd cost is computed by the spreadshest as the difference berween the
allowabie cost and the claimed expense. The disallowed cost is displayed in
column 13.
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The disallowance ratio 1s computed tn he soreadshest as the rauo of disajjowes == ;-

Step 14 1outes e Iy
to'the claimed expense for tne em. The disgiiowance rano is displaved in
column I4.

Step 1S The werghts to be applied to roll up the disallowance rauos for individual 1tems o
an overall disallowance rauo for the eaure set of sampled items are computed as e
_ rauo of the claumed expense for the item to the total expense for all itemns n the
sampie. The towal of all expense items in the sample appears at the bottom of
column labeied COST OF ELEMENT AT AFFILIATE. The roli-up weighr for
the item is displayed in column 1S.

Step 16 The contribution of the allowed expease ratio for each claimed expense ttem to the
total allowed expease ratio for the sampie is computed by the spreadsheet as the
product of the roll-up weight and the allowed expense rato for the item. The
contribution to the sample allowance ratio is displayed in column 16.

The final sampie allowance ratio is computed by the spreadsheet as the sum of the contributions
in columa 16. The sampie allowance ratio, so labeled. appears at the bottom of column 16.-

A summary of the consuitant’s spreadsheet analysis is provided ia Exhibir /V-/5. -

S-WS-40010 Review actual vaiue of services provided compared 10 the anrticipated vaiue of
service when work was planned.

This section was designed 10 specifically focus ca acaal versus anticipated value for work
profiles that terminated during the test year. Over 90% of AST's 1992 budget represeated work
that was 3 continustion of efforts from 1991; in partisuler, the scops and deliverables reiated to
work efforts may changs from ons year to the ssxt, but the primmary functions were catsgonzed
by AS] management as continuations of existing 1991 projects aad business management
work.242 a 1992, 12 ssw werk prefiles were cressed but acas wers termissted or merged.!’ [n
1991. 134 work packagss and/or product service orders were creased: 28 were terminated and 9
merged. To assess whether similar decisions wouid have been made by AS] and/or BT based
upon actual costs or benefits (whea actual costs or benefits sigaificantly deviated from
anticipatad couts or benefits), the consultant first determined whether the 28 1991 terminauons
occurred batwesa September |, 1991, and August 1, 1992.2¢ There were no lerminations
during the test year. [f there had beea. the consultant would have selectively reviewed test vear
data. to the extent possible. to assess whether similar decisions would have besa made by ASI
and/or [BT based upon actual costs or benefits (if actual costs or benefits significantly deviated

from anucipated costs or benefits), rather than anticipated costs or beefits.
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As part of value tesung work performed (regarding Value Tesnung 5-WS<0009 work siep), the
consuitant concluded — for the work profile/bill line comoinations tested — that actual vajye of
services provided By AS1 o (BT compared favorably (o the anucipated value of service when
work was planned.

Cost Testing (-

S-WS-40011 Determine if costs charged to IBT for ASl-provided goods/services are
appropnate.

Based upon the consuitant’s cost testing of the target sampie of 50 items, only one excepuon was
found. The extrapoiauon of this discrepancy to the eaure AS] population resuits 1n no matenal
impact. There have besn 00 repeyment conwributions 10 [BT s regulated operations for services
subsequently used by unreguiated wiscommunications providers.*S nor bave there been any
right-to-use fess or royaities peid to IBT for /T systsms developed and charged to [BT.2%
During cost tasting, no situsticoas wers noted in which repsyment coatributions or right-to-use
fess or royaities should bave resulted.

Based upon the consultanr's other investigations and analyses. however, other areas were -
identified where inappropriats costs wers charged by ASI 1 BT, iscinding: -

®  Excess deprecistion (as discussed further in Flading /V-7)
®  Excess wages (as discussed further in Finding /V-8)

I S-W3S-40012 Determine the cost-competitiveness of ASI-provided services.

The consultant's indepsndent assessment of ASI-provided services to [BT is included in the
results of the value testing spreadshest analysis developed as part of the Value Testing section of
this chapter. Soms of the services provided by ASI are difficult 10 compare against external
providers and some are not: both situstions are addressed in this analysis. .

Evy S

Findings and Conclusions

The following idessifies sny findiags and conciusions asseciated with work swps S-WS-40009.
S-WS-40010, S-W3-40011, or S-WS-40012 incinded in the Vaiue and Cost Assessment -
Transaction Testing sectioa of this chapeer.

AST's investment in property. plant, and equipment is recovered through moathly charges to
depreciation expsnse, which is in turn passed through to IBT as an overhead assignment to the
various work profiles.s? For the moath of July, 1992. depreciation expanse recognized by AS!
amounted to $5.3 million.?* of which spproximately $1.6 million (30%) was ultimaely

recovered from [BT.

sl
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The consultant obtained an analysis of depreciauon charges for July, 199224 and reviewed (e
analysis (0 determune annual depreciation rates uuiized by ASL. These rates were then compare
with the actual depreciauon rates prescnped by tne Ulinois Commerce Comutussion for (BT anc
wie resulung differences are noted in £xhibur /V-/6. This extubit shows that ASI s recognizing
approximately $9 muilion more per vear in depreciauon expense than would be recognized if
(BT's prescribed rates were being employed. Thus equates (0 approximatety S2.75 rmullion per
year in addiuonal depreciauon charges to [BT.

In the consuitant's opinion. the products and services acquired by BT through ASI should not
cost [linois ratepayers more simply because they are provided by an affiliated eauty. If these
same services were in fact being produced internally by [BT. the capital assets supporung ther
provision would be depreciaed under the ICC guidaiines. resulting in less costly depreciation
charges to [BT. While there is obviously justification for establishing a centralized organizauon
(such as AS]) to serve the five AOCs. (0 the exient that this organization provides essenually the
same services that the individual AOCs would otherwise provide themseives under full
reguiatory oversight, the same reguilatory principles w which the AOCs are subject shouid
pertun. .

nsis Coumasree Commnington
Fesumsd Masagument Aadit of the ASNissed Trassesions of (iineis 5e8 Telaphous Compaey )
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The recent reorganization and redistribution of services from IBT to ASI is a situation that
permits a special approach ia evaluating alternstive provision of thoss services. The services
now provided by AST were previously provided internally at [BT, or procured by IBT from
external sources. Unless there are specific studies that show both (a) anticipated benefits and (b
realization of the benefits, there can be no basis for the transfer of functioa to an affiliae
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Concerning the cost of those services. wages are the major component of costs for the services
suppiied to (BT According to data from the Bureau of Labor Stausucs. the Chicago area-has

tne rughest cost of living and the tughest average wage 1n manufactunng among all of the
metropoiitan areas where the former Bell Operatung Companies (BOCs). that are now Amentecn
Operaung Companies (AOCs), had their headquarters. The cost of living 1s one major
component in jusuficauon of higher wage rates. The other major basis for companson of wage
rates among mewopolitan areas is the average wage in manufactuning. This wage rate 15 taken is
an indicator of general wage levels for a given metropolitan area. Consequently, (BT was
already competing — t0 the extent that its wages are set compeutively — 1a the most costly
labor market of all the former BOCs.

The determination by Ameritech management to relocase the bulk of ASI services from the other
metropolitan areas to the Chicago ares (Hoffman Estaes) is therefore open to question, and
must be justified. To the exmnt that AST employess are still living and working in the
metropolitan arzas that are headquaners of the other AOCs, there is no evideat justification for
the higher wage structure at ASL To the exment that services, whoss benefits and cons are
shared by (BT, are provided outside the Chicago area, there is even greater basis o question the

In centralization of functions, justification is somstimes made upon the basis of “obvious” -
economiss of scale. However, ths managessent lissranus now questions whether centralization -
of functions ingvitably yields reduced cosss arising from economies of scale or “spreading the
overheads.” The transfer of many fuactions 1o AS] is justified on that basis by Ameritech

management with littis or 80 documentation or further evidencs. Whils exampies abound in the
professional litsrature, fwo Listed here accursaly convey the skepticism that has emerged.

A majer cunoms of varying degrens of eonsnuliantion is fur the ergunisation ieif. High leveis of
but possibly inapprepriams polisies for iesal conditions: and the powsnnial for rapid desision
maiiag dunag smargensias. bt everissded sommumcation channels duriag aormal operations as
commumcations flow wp and dowa the hisrwuhy 3

Kespng things small by hiving off asw divisiens is sAe key 0 kesping aa organization sdapuve.
Divisions shouid pessass their own support saff. 351

Especially in view of the ssparass reguissory and record-keeping requirements faced by the
AOCs. it appears ® be saything but certain that centralization of various functioas (¢.g.. legal
Mmywﬁwa.ﬁm)aﬁlvﬂhm&mm

There are clear gains from sharing of the costs of services oaly if it can be shown also that the
services meet the particular nesds of the disparase components of the organization at least as
well as the decentralized previsios of the services wouid have dome. A classic argument — and
p«hapsthewcmfamofm—mhmdmm
that is commoaly shared by the AOCs. However, even here the cass must bs demoastrated by
studies. mmmu‘ummmwmmmn
necessarily be more complex. which requires greatsr expenditure of resources in design and
tesung. [t must be shown by studies that the savings of centralization more than offset this

- ———
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added development and tesung cOst. and thar the ceavally provided software meets the neegs o:
the AOCs. as.weil as would be done unaer cecznwaiized provision of the software. [ s aiso
weil estabiished the more compiex software 1s more cost!y (© mantam. and especialiy to moc: =
:0 meet changing and disparate needs of the disparate organizational components.

In consequence. there 1s no basis for the higher wages paid by ASI and passed through to BT
for the services provided. Therefore. in the absence of expiicit "before and after” studies
showing clear savings to [BT from the new arrangements. the higher wages should be

disallowed.

A number of empioyees transferred from [BT positions to AS] positions during the
reorganization. To measyre if any excess wage paymeats at AS] resulted. the salanes of
sampled empioyess as of September 30, 1992 were compared with the salaries that the
employees would have received if they had remasined at [BT and received standard wages for
thetr pay grades at the tims of transfer. Promotion cases were omitted from the analysis, as were
workers who switched from full-time work at IBT to part-time werk at ASL The resuiting
wages were compared in a ratio of acmual wages a2 ASI to allernative IBT wages thar would have
besn received. as piovided in Exhibiz /V-17. Thess rasics. by empioyes, were aimost invariably
larger than ose. showing tat virmully every cansferred empioyes made higher wages at ASI .
than at [BT. The ratics for individual employess wers added up using their current wages as -
weights to obtain 2 sessure of excess wags costs & ASL This comperisca was based upon & _
sampling of data and showed 2 gap of 10.1%. Ou average, employess who transferred to ASI
received 10.1% higher wages for the sams jobs that they did at IBT — in that the transfers were
lateral moves, not promotions. This 10.1% results in a comperison wage index of 90.83%. or
[BT's wages as 2 percentage of AST's. This comparstive wage index reflects the additional wage
costs associated with reorganization of seleceed fuactions from IBT to affiliases, specifically
ASL. This comparison wags index was then used in the valus testing spreadsheet analysis as a
basis for (2) general dissliowances of higher wages aad (D) reprising of services provided by
AS] when there was inadequass documentation of benefits resuiting from transfir of services.

The recommended disallowansss (from the value testing spreadshest analysis) — 9.79% — also
resulted primarily from enssss wages. The percentage diffarenss betrwesa 9.79% aad 9.17%
(100%-90.83%=9. 1 7%) - .62% cecurs becauss oas of the tessed work profile/bill combinanons
(target sampls 43), 2 segative sumber, was act included ia the disallowed cost columa. The
sampie dollar figuss assecisted with the 9.79% toied apprecimassly $11.532.390. If these
results were exmupolased 9 all professional services charged by ASI 10 [BT, the resuiting figure
wouid be appreximaely $19,100,000).22 [a looking at excess wags costs from a differeat .
perspective, ths suditor multiplied AST's excess wages (inciuding peyroll overhesds). as
determined by a feview of AST's financial stasements, by 30.03%, the IBT portioa for the test
year would be approximassly $11.500,000 in excess wages.2

Recommendarions

The following ideatifies any recommendations associated with work steps S-WS-40009, 5-WS-
40010, S-WS-40011, or S-WS-40012 inciuded in the Value and Cost Assessment - Transaction

Testing section of this chapeer. = -

Fraderick & Warinner
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IV-R68 Disallow aporoximatelv §2.7% muilion of excess ASI deprecianon charged to [BT
(Referto Finding [V-F7.)

Based upon the auditor's analysis of excess depreciauon. approxumately $2.75 mullion of excess
ASI depreciauon charged o [BT shouid be considered by the ICC for possible disallowance.

IV-R?9 D jlli :
excess wage navments, (Refer to Finding [V-F8.)

Based upon both analyses of excess wages performed by the auditor, at least $11.5 million in
excess ASI wages charged to [BT shouid be coasidered by the ICC for possibie disallowance.

i

C. COST/BENEFIT ASSESSMENT f

S-WS-40013 mrqummmmwmm
gooduervices is commensurase wish the cesss billed 10 IB7.

This section, as dispisyed in Eshibir [V-/8, summarizes the results of ths value and cost testing -
portions of this study. -

T ~ﬂ—-¢a-
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The first three_ processes are referred (0 a5 “frontine” processes by AS] and [BT Managemen:.
because they have direct and mmediate 1mpact on the estabiisiunent. delivery. and conunauity or
informauon/teleeammunicauons services for AOC customers. The next seven processes are
referred (10 as “SUPPON” processes. as they directy contnbute to the long-term viability of
frontiine processes. but do not have an immediate 1mpact on customer service. The thurd group
of processes are “adrmurusuwrauve” processes. because they are general in nature and do not
directly contribute to the delivery of products or services. but do have a direct coatnbution to the
overall management of Amentech. 25

Those processes designatad with an asterisk (*) were oot included in either the cost testing or
value testing work due to the use of PPS sampling for selection of work peofiles/ill lines. For
those processes where work profiles/bill lines were salectad, the suditor concluded that valuable
services were being provided to [llinois ratepsyers: however, the auditor also concluded that cost
assignment and accumulation methodoiogies were generally appropriate, excepe for those items
noted in this report, including:

Inadequate justification for provision of AS] services

[napproprisss recording of AS] charges at corporass lsvel

Inadequase documsntation of market valus for asset wansfers

il
: P
I
|

Deficiencies in AMP activities betwesn AS] and IBT management

D. IMPACT ASSESSMENT

l S-WS-40014 mwmdaymuﬁdumwmﬁwngx
of review.

“The proposed test year adjustmnants for ASI charges w0 [BT, primarily from excess wages and
depreciation. total approximassly $14.25 millica.

ST

-2 Frederick & Warinner
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EXHIBIT 3

MATRIX OF PART 32 ACCOUNTS AND ASSOCIATED
o 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 Ind. column may be translated as follows:

R- cost pool is directly assigned to regulated
N -  cost pool is directly assigned to nonregulated
S-D  cost pool is common/shared and directly attributable
S-l. cost pool is common/shared and indirectly attributable
G-  cost pool is common/shared and generally allocated
6124 1 Ragulated R — Direct to Reg.
General 2 Nonregulated N - Direct to Nonreg.
Purpose 3 Other S-1 -~ Ralative cost of
Computers Investment Acct. 2124
Expense
6535 1 Other: Regulated R -~ Direct to Reg.
Engineering 2 Other: Nonregulated N - Direct to Nonreg.
Expense 3 Other: Shared S-1 —~ Engineering Wages and
Salaries (in OSP invest-
ment and expense
accounts)
6611 _.1' General Support R - Direct to Reg.
Product . Ragulated
Mgmt. 2 General Support N - Direct to Nonreg.
Nonregulated
3 General Support: S-1 — Marketing Allocator

Other




6613 1 Shared S-1 —~ Relative cost of
Product Investment Acct. 2212.2
Adver- 2 Reguiated R ~ Direct to Reg.
tising 3 Nonregulated N — Direct to nonreg.

6623 1 General Support: — Direct to Reg.
Customer Regulated
Services - 2 General Support: N — Direct to Nonreg.

Nonregulated ‘
3 General Support: G — General Allocator
Other

6722 1 Regulated R -~ Direct to Reg.
External 2 N ted N — Direct to Nonreg.
Relations 3 Corp. Advertising S-1 — Marketing Allocator

4 Other G - General Allocator

6724 1 'Regulated R —~ Direct to Reg.
Informa- 2 Nonregulated N - Direct to Nonreg.
tion Mgmt. 3 Network S-1 ~ Network Total Costs

(in OSP investment
and expense accounts)
4 Marketing S-1 — Marketing Allocator
5 Corporate& Other G = General Allocator
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WORK PROFILE 06-0067
AMERITECH INTEGRATED MARKETPLACE SYSTEM (AIMS)

Work Profile Description

AIMS is.a regionaily defined, maintained, supported, and accessible marketing
inforrmation system. its purpose is to consolidate existing AOC marketing
information systems into an integrated marketplace information platform. AIMS
provides consistent and common information regarding Ameritech customers
and all Ameritech products and services, reguiated and unreguiated.

Part 32 Classification

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

- data extracts from source systems

- maintenance and administrative moduies

- aCCess capabilities and standard reports
- integration and user acceptance testing

Three Bill Lines were established for these activities:
- Ameritech Regional (benefits aill 5 AQOCs)

AU2Y00 Two bill lines for intemnal tracking

. A19800 (e.g., maintenance vs. snhancements)
- indiana state specific work

.NS9800

The three Bill Lines were ciassified to Part 32 Account 6724, information
Msnagement FCC Part 32 reference in support of classification states that
Account 6724 inciudes "costs incurred in planning, developing testing data
bases and application systems for general purpose computers.” These activities
are classified as shared.

AS! work alsd involved communication from marketing regarding data needs,
access requirements, and data reiationships to the programmers. In addition,
ASI defines and manages AIMS for marketplace analysis and decision making.

Two Bill Lines were established for these activities:
- Ameritech Regional (benefits all S AOCs)
. A198S0
- Category Il empioyees (bcmﬁts all 5 AOCs)
. A19982 -
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Part 32 Ctassification (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 Lines
- Part 32 Account -
B8ill Line Codes 8ill Line Codes
Acet 6724 Acct 6611
Customer To Be Biled _ information Management Product Management
Regional AUZY00 A19930
A19900 '
Regional-Category it
State Specific

Part 64 Classification

A Decision Hierarchy, as prescribed by the FCC, is used in determining Part 64
Cost Pool Assignment

1. Direct Assignment: Do the activities exdusmly support nonregulated
producls and services.

NO. AIMS is a data base which contains information
on both reguisted and nonreguiated products and
services. The programming work is not divisible,

it simuitaneously supports both reguiated and
nonreguiated products and services, and cannot

be directly assigned. -
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Part 64 Classification (Cont.)
2. Are the activities directly attributable?

NO. The programming and marketing efforts support

a multi-informational marketing system, (i.e., customers,
billing, products, etc.) for which there is no direct
analysis of cost causation.

3. Are the activities indirectly attributable?

YES. in sccordance with the cost allocstion standards, the Shared
General Support cost pool is appropriate for the AIMS programming
(Account 6724) and marketing activities (Account 681 1) which allocates
costs using the Marketing Allocator. (The Marketing Allocster is
calcuiated monthly using directly assigned and attributed costs in
Accounts 6611, 6812 and 6613).

4. is the general allocstor applicable?

NO. The activities are sitrbutable using indirect cost causation.
(See #3 above).

The following chart indicates where AIMS expenses are directed in the allocation
process (Shared):
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Necessity of Shared Cost Pool Assignment

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

There is no direct relationship between the program coding and how the
marketing data will eventually be used. Therefore, an indirect cost attribution is
accomplished through the Shared Marketing Allocator. The marketing allocator
is calculated monthly using directly assigned and attributed costs in Accounts
6611 (Product managomont). 6612 (Sales) and 6613 (Product Advertising).

The above onmplo demonstrates the billing process from classification of

work, time and expense reporting and generation of service bills. In addition, tho -
process and steps of classification and cost pool assignment were discussed. -

Adherence to FCC Part 32 Chart of Accounts and compliance to FCC Part 64
Cost Allocation Rules were aiso demonstrated.
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Audit Report
on
Review of Affiliate Transactions
at
Ameritech Services, Inc.

Ameritech Response

Affidavit of Mz, Matthew Mihina, [II

I, Matthew Mihina, being first duly sworn on oath, depose and state the
following:

1. During the December, 1993 on-site visit by the audit team, I
made the following statements to the audit team, including Mr. M. Wilson, -
from the Federal Communications Commission. I toild the audit team thata .
paper which transiated bill lines to Part 32 accounts and Part 64 cost pools and
which ASI had provided to the audit team was not an official company
record, but was an unofficial translation table an empioyee put together for

personal use.

2 I also recall that, prior to those statements made during the
December, 1993 on-site visit, I told the audit team that the sheets at issue were
not officdal company records, but again was an unofficial transiation table.

Subscribed and sworn before me this 13th day of December, 1994.

- Laiel W Fon .

~ CFFiICiaL SEaL -
CAROL M. FANCHLER
NCTa2Y S LI STATS ¢ ILLINOIS
MY JSMMISSICN Expiags N3
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