INTELLECTUAL Note: If the IP is provided pursuant to an Employee Under Contract
PROPERTIES (EUC) or consulting services contract, specific tracking and
(CONTINUED) valuation of the IP is required.

Telco affiliates must establish a single point of contact (SPOC) through
which requests for actual as well as potential use of their inteilectual
properties will be coordinated and monitored to assure compliance with
legal and regulatory requirements. To determine you company IP SPQC,
consuit your company affiliate transaction contact (see Appendix B).

B Transfers From Non-Telco Affiliates To Telco Affiliates

Shall be priced at the lower of FDC or market price.

# Transfers Between Telco Affiliates

Shall be within the constraints of legal and regulatory requirements and
shall incorporate those terms and conditions agreed upon by the
negotiating telco affilistes, provided such terms are not less than the
seller’s incremental cost of the transaction.

14
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TRANSFER FEE

EMPLOYEE
LIABILITIES

EFFECTIVE 1193

EMPLOYEE TRANSFERS

Employee transfers are distinguished from loaned employees. Transfars

involve the permanent movement of an empioyee from one affiliata’s
payroll to another.

@ Transfers From Pacific Bell or Pacific Bell Directory To
Non-Telco Affiliates

Shall be at 25% of the transferred empioyee’s annual starting salary at

the new company. The 25% fee is required by CPUC Decision 87-12-
0867.

The 25% fee shall be appiied to any Pacific Bell or Pacific Bell Directory
amployee who is re-employed to a non-telco affiliate position within six
months of termination from Pacific Bell or Pacific Bell Directory.

The Pscific Telesis Group Intercompany Movement Guidelines for
Salaried Employees should be referenced when implementing this policy.

B Transfers From Non-Telco Tg Telco Affiliates

No 25% fee is applicable.

B Transfers Between Telco Affiliates

No 28% fee is applicable.

8 Transfers Between All Affilistes

The sending affiliate shall reimburse the receiving sffiliste for actual
costs of payment for vacation pay, incentive awards, bonuses, etc..
earned while in the service of the sending company but to be paid by the
receiving company.

The PTG Intercompany Movement Guidelines for Salaried Employees
should be referenced when implementing this policy. Contact your
company affiliste transaction contact (see Appendix B) or your Human
Resources department for a copy of these guidelines.

15



EMPLOYEE
LIABILITIES
(CONTINUED)

EFFECTIVE 1198

W Tracking and Reporting Requirements

All non-telco affiliates’ payroll systems must have the ability to identify
their employees who have former Pacific Bell or Pacific Bell Directory

experience. See Recording, Tracking and Reconciliation section {(page
21) for further information.

All Pacific Telesis Group affiliates., except Nevada Bell and Bellcore, must
report intercompany movement of employees, see

Reporting
Requirements section (page 27) for further information.

16
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FINANCIAL OBLIGATIONS

FINANCIAL

For purposes of this document, the term financial obligations refers ta
OBLIGATIONS

any torm of debt, debt guarantee or security.

B Financial Obligations of Non-Telco Affiliates

Telco affiliates shall not guarantee any financisl obligation of non-teico
affiliates. There shail be no reliance by non-teico affiliates on teico
affiliates’ credit and no recourse to telco affiliates’ assets.

As discussed below, the CPUC and the California Legisiature prohibit
such guarantees.

= CPUC (Decision 87-12-067, o, 334)

*Without prior written permission from the Commission, Pacific Bell
shall not guarantee any notes, debentures, debt obligations or other
securities of Pacific Telesis or its affiliates or subsidisries.”

= California Lagisl (P, Code § 701.8)

*...no electrical, gas, or telephone corporation, whose rate are set by
the commission on 8 cost-of-service basis, shall issue any bond, note.
lien, guarantee or indebtedness of any kind pledging the utility assets
or credit for or on behalf of sny subsidiary or affiliate of, or
corporation holding 8 controlling interest in, the electrical, gas, or
telephone corporation...”

= Judge Greene (U.S. vs, ATAT, Julv 26. 1984, 0, S3)

“The Court will ... approve waiver applications only if they incorporate
provisions which will insure that subsidiaries of the Regional Holding
Companies engaged in competitive enterprises obtain their own debt
financing on their own credit and that no entity stfilisted with the
Regionsl Holding Company will gusrantee the debt in a manner that
would permit a creditor, on defsult. to have recourse to the assats of
an Operating Company.”

17
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BILLING AND - ] Scope
PAYMENT

These billing and payment guideiines are applicable to ail transactions
between Pacific Teiesis affiliates, except for the provision of non-tarifted
goods and services from the Holding Company, which is governed by the
Holding Company cost allocation policies and guidelines.

B Billing

Generally, the methods and procedures for billing affiliates should not
differ from billings to non-affiliates. Billings shall include all information
necessary to facilitate timely payment.

if, for any reason, billing is not rendered in s timely manner, additional
interest must be added to the amount billed. This interést should be
calculated (using the 90 day commercial paper interest rate) from the

date the bill should have been rendered to the date it was actually
rendered. For exampie:

= Affiliate A provides a service to Affiliate B on April 1. Affiliate A‘s
policy is to bill all affilistes for services rendered within 30 days. In
this example, the bill should be rendered no later than May 1.

= |f Affiliate A does not bill Affiliate B until June 15, 45 days of interest

(from May 1 to June 15) should be included in the amount billed to
Affiliste B.

All purchases of goods and services for company business should be
billed in the name of the company rather than the name of the employee
receiving the goods and services. Such goods and services should not
be billed to an employee for reimbursement through the voucher process,

uniess the subsidiary ledger system csn appropristely capture these as
affiliate transactions.

B Payment

Payments to affiliates should be made promptly. I|f psyments are not
received by the payment due date, lste charges may be appropriate.
Assessment of iste charges is the responsibility of the billing company.
Late charges should be caiculated from the date payment was due to tﬁc
date psyment was received. The CPUC requires that sli bills from Pacific
Bell and Pacific Bell Directory to non-teico sffilistes be paid din_cﬂy to
Pacific Bell or Pacific Bell Directory by the non-teico affiliate receiving the
service (Decision 87-12-067).

18
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BILLING AND
PAYMENT
(CONTINUED)

= Audit Trail

Both the billing and payment processes shall provide an adequate audit

trail which will allow internal and external auditors to verify the accuracy
and appropriateness of the bill and paymaent.
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RECORDING, B General Ledger
TRACKING AND

RECONCILIATION Each affiliate must record in its general ledger ail transactions conducted

with other affiliates. Further, each affiliate must snsure that separats
intercompany subaccounts are maintained for each subsidiary and that
transactions with affiliates are recorded in these accounts in 8 manner
which will allow them to satisfy the requiremants in the Subsidiary
Reporting Requirements Package. (A copy of this package may be
obtained from Pacific Telesis Corporate Financial Reporting.)

Each non-telco affiliate must have the following sccounts on its general
ledger to record activity/balances for the following:

= Ravenue - Sales to affiliates

= Expenses - Purchases from affiliates

= Assets - Accounts receivable from stfiliates
= Liabilities - Accounts payable to affiliates

In addition, a separate revenus account must be established in the
general ledger by each affiliste for revenues received from customers
referred by Pacific Bell (Decision 87-12-087).

B Subsidiary Ledger

Each affiliate must ensure that the details of every sffiliste transaction
are resident within their accounting system to allow for the review and

reconcilistion of these transactions by company personnel and internal
and external auditors.

Each non-telco affiliate, excluding the Pacific Telesis Group Holding
Compeny, must establish and maintasin & subsidiary ledger for all
transactions with affilistes. The CPUC requires that each non-teico
affiliate, excluding the Pacific Telesis Group Holding Company, establish

and maintain 8 subsidiary ledger for transactions with Pacific Bell (CPUC
Decision 87-12-067).

This Subsidiary ledger must have an sccount for each affiliste. Each

subsidiary ledger account must have a subaccount for each of the
following:

= Revenues - Sales to (name of affiliste)

= Expenses - Purchases from (name of affiliste)

= Agsets - Accounts receivable from (name of affiliste)
e Ligbilities - Accounts payable to (name of gffiliate)

20
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RECORDING, in the Pacific Bell account, the Expenses - Purchases from Pacific Bell
TRACKING AND Subaccount must be further segregated into separats subaccounts for

RECONCILIATION Tariffed Products/Services and Non-Tariffed Products/Services.
{CONTINUED)

Each non-teico affiliate must accurately record and identify in its asset

management system all purchases from Pacific Bell that are classified as

assets. This requirement will ensure determination of the total asset
purchases from Pacific Bell in a given reporting period.

Each subaccount shall include the following information:

transaction amount;

transaction date;

transaction number (providing a clear and accessible trail
supporting documentation); ’

= total debits and credits for the month; and

= balance

ta

The subsidiary ledger balances shall, during each accounting close, be
reconciled to the general ledger affiliate transaction accounts, and any
discrepancies investigated and corrected.

The subsidiary ledger account for Pacific Bell and the subsidiary ledger
account for Pacific Bell Directory must be reconciled monthly with Pacific

Bell and Pscific Bell Directory, respectively. (Note: Reconciliation of the
....... Tariffed Products/Services subaccount is not required.)

The officer responsible for accounting operations at sach non-teico
affiliste, excluding the Pacific Telesis Group Holding Company, is
required to certify that these reconciliations have occurred. Refer to the
Subsidiary Reporting Requirements Psckage for the certification
statement to be signed.

B Employee Transfers

Each affiliste, except Nevads Bell and Bellcore, is required to track and
reconcile on a8 monthly basis the following:

= movement of employees between Pacific Bell, including Pacific Bell
Directory, and non-teico affiliates, and

= movement of former Pacific Bell employees.
*Eormer Pacific Bell employees” inciudes personnel previously employed

by Pacific Belt or Pacific Bell Directory who have continuous service
within Pacific Telesis Group or its subs:dianos.

....... 21
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RECORDING, “Continuous service” includes any person who is re-empioyed by a
TRACKING AND Pacific Telesis Group company within six months of termination from
RECONCILIATION Pacific Bell.
(CONTINUED)

The information required for such tracking must include the following:
1. Employee name

2. Name of receiving affiliate, new job title and starting salary

3. Name of sending affiliate, old job title and ending salary

4, \dentify for all former employees of Pacific Bell the following
information:

= Start date with Pacific Bell;

= Ending salary with Pacific Bell;

= Reason employee was releasable from Pacific Bell;

= Description of the type of work employes did while at Pacific Bell;

= Description of the type of work employee will be doing in the new
job; and

= |dentify and describe, in general terms, proprietary, confidential or
sensitive information the employee was privileged to while at
Pacific Bell.

5. If the employee is not a former Pacific Bell employee, a statement
should be made to that effect.

This dasts shall be reported in accordance with the Reporting
Requirements section on page 27.
8 Employee Loans

The following information is required for tracking when a Pacific Beil
smployes is loaned to a non-teico affiliate:

1. Employee name and title;
2. Start date with Pacific Bell;

3. Job function and expertise at Pacific Bell;

22
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T

RECORDING, 4. Name of receiving affiliate and estimated length of loan;
TRACKING AND
RECONCILIATION 8.

Description of work the loaned empioyee will be doing at receiving
(CONTINUED) company;

6. Actual length of loan;

. Explanation of why the employee was not needed at Pacific Ball
during the loan period;

8. Notation if employee eventuaily transferred to the affiliate: and

9. identify and describe, in general terms, proprietary, confidential aor
sensitive information the employes is privileged to at Pacific Bell.

This data shall be reported in accordance with thé Reporting
Requirements section on page 27.

# Referrals

Referrals from Pacific Bell or Pacific Bell Directory to non-teico affiliates
must be tracked by Pacific Bell, Pacific Bell Directory and non-teico
atffilistes and reconciled monthly. The reconciliation should include a
verification between Pacific Bell or Pacific Bell Directory and non-telco
affiliates of the total number of referrais for the month as well as an
identification of sales revenue received from each referral.

Prior to the provision of Pacific Bell or Pacific Bell Directory referrais to a
non-teico affiliate, 8 properly executed Transfer Pricing contract must be
in plsce. Referrals must be tracked and reported to the CPUC.

Pacific Bell or Pacific Bell Directory shall submit a tracking and

reconcilistion plan to the CACD and DRA 30 days prior to providing any
referrals.
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INTERNAL W Purpose

CONTROL

gglg‘fb:::?;ﬂou Internal controls ensure that transactions are conducted in conformance
with established policies and guidelines. This section i i

AND RETENTION p g IS section is not intended to

address soscific internal controls which should be established by each

affiliate, but rather, to provide guidelines for the development of internal
controls.

internal controls should provide reasonable assurance that the corporate
policies. guidelines and reporting requirements are followed and that
potential or actual deviations from corporate policies, guidelines and

reporting requirements are detected and corrected in & timely and cost
effective manner.

B Internal Control Objectives

internal controls for affiliate transactions should ensure that:

= required legal/regulatory and/or management approval is obtained
before engaging in transactions with affiliates;

= the terms and timing of sales to/from sffiliates are in accordance with

corporate and company policies, guidelines and reporting
requirements;

= sales to/from affiliates are recorded accurstely, promptly and in
accordance with corporate accounting policies;

= transactions sre substantiated by documentation which illustrates
that corporate and company policies, guidelines and reporting
requirements were followed:;

= transactions provide benefit to the entities engaging in them, either in
terms of their business strategy or expected financial returns; and

= bills and payments to/from affiliates are timely and accurate.

24
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INTERNAL - 1B Documentation and Retention

CONTROL

GUIDELINES. For each affiliate transaction, documentation should be established by all
DOCUMENTATION parties involved. As s general rule, any information which supports that
AND RETENTION the transaction is in compliance with corporate and company policies and
(CONTINUED)

guidelinas and legal and regulatory requirements should be included in the
documaentation.

Documaentation shail be retained by all affiliates in accordance with thair
company record retention policy which specifies what records should be
retained, how they should be retsined and for what length of time.

25
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REPORTING REQUIREMENTS

GENERAL

DESCRIPTION
OF REPORTS

EFFECTIVE 119§

These reporting requirements have been established to ensure that
atfiliate transactions are conducted in accordance with corporate policies
and guidelines, and provide the transaction data required by the CPUC
(Decision 87-12-067). The FCC has various reporting requirements
including a description of affiliate transactions in the Pacific Bell and
Nevada Bell cost allocation manuals. Annually, a detailed schedule.

ARMIS Report 43-03, identifying expenses associated with affiliate
transactions, must be filed.

Below is a description of the reports required by the CPUC which must
be prepared for each type of atfiliate transaction. Page 29 summarizes,

by report, when the report must be prepared, who must prepare the
report and the recipient of the report.

B Pending Sale of Pacific Bell or Pacific Bell Directory.
Asset(s) to Non-Telco Affiliates

45 days prior to its occurrence, Pacific Bell or Pacific Bell Directory shalt
report to Pacific Telesis the pending sale to a non-telco affiliate of any

asset with a fair market value of $100,000 or greater (see Appendix 8
for the applicable company contact).

30 days prior to its occurrence, Pacific Bell shall report to the CPUC the
pending sale to a non-teico affiliate of any asset with a fair market value
of $100,000 or greater (see Appendix B for the Pacific Bell contact).

B Changes in Pacific Telesis Group Organization Structure

As changes occur, Pacific Telesis shall report to the CPUC any changes
in the organizational structure of Pacific Telesis Group. This requirement
is satisfied by providing the CPUC a monthly listing of Pacific Telesis
Group affiliates and non-affiliates.

B Revisions to These Policies

As changes occur, Pacific Telesis shall report to the CPUC any changes
to the Affiliate Transactions: Policies, Guidelines and Reporting
Requirements.
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e

DESCRIPTION - 1 Reconciliation of Non-Telco Affiliates’ Ledger to Pacific
OF REPORTS Bell’s Books
(CONTINUED)

Pacific Telesis Internal Auditors shall test the non-teico affiliatas’
subsidiary ledgers and reconciliation of these ledgers to Pacific Bell's
books periodically. Internal Audit reports will be issued to Pacific Talesis
Group management communicating the results of these reviews. Copies
of these Internai Audit reports will aiso be provided to Pacific Telesis
Corporate Accounting for subsequent transmittal to the CPUC. (Nota:
Reconciliation of Bell tariffed products/services is not required.)

B Annual Reporting of Pacific Bell and Pacific Bell Directory
Transactions With Affiliates

By May 1st of sach year, Pacific Bell must file, pursuant to CPUC Order
instituting Rulemaking (OIR) R.92-08-008, its affiliate transaction report

reflecting Pacific Bell and Pacific Bell Directory transactions with its
affiliates.

B Employee Movement - Transfers and Loans

Monthly, sll intercompany employee movement shall be reported by ali
affiliates (except Nevads Beil, Belicore and Bell Category il Below-the-
Line affiliates) to Pacific Telesis Human Resources. Quarterly, ail
intercompany empioyee movement (except Nevada Bell, Belicore and Bell
Category il Below-the-Line affiliates) shall be reported by Pacific Telesis
to the CPUC. In addition to quarterly reporting, an annusl listing of
former Pacific Bell employese movement shall be reported by Pacific
Telesis to the CPUC.

inter-company employee movement between Pacific Bell or Pacific Bell
Directory and Bell Category Il Below-the-Line affiliates shall be: 1}
reported to Pacific Bell Human Resources; and 2) reported quarterly by
Pacific Bell under the New Regulatory Framework (NRF) monitoring
reporting (CPUC Decision 91-07-056).

The data to be reported is listed in the Recording, Tracking, and
Reconciliation section.

......... 27
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DESCRIPTION
OF REPORTS
(CONTINUED)

B Sale of Pacific Bell Real Property to Non-Telco Affiliates

All sales of Pacific Bell or Pacific Bell Directory real property with a fair
market value less than $100,000 shall be reported to the CPUC annually.

B Copies of All Affiliate Filings

Copies of all filings made by affiliates with the Federal Communications
Commission, Department of Justice, and Judge Greene, copies of all
Opinions, Orders and Rulings used in regard to these filings, and copies

of all civil complaints filed against non-teico affiliates shall be provided to
the CPUC.

B Copies of Non-Disclosure Agreements

Pacific Bell shall provide to the CPUC, on a semi-annual basis, copies of
all non-disclosure agresments entered into with non-teico affiliates. The
CPUC should be notified in writing even if no non-disclosure agreements
have been entered into for the reporting period.

28
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SUMMARY SCHEDULE OF REPORTS

REPOHI
1) Pending Sale of

Pacific Bell Asset(s) to
Affiliate

PHEPAREH OF HEPOR ]
Pacific Bell

Pacific Bell

HE bt fa b OF HER O

Pacific Telesis

CPUC

FIVTENG
45 days prior to sale

30 days prior to sale

2) Changes in Pacific
Telesis Group
| Organization Structure

Pacific Telesis
{Corp. Accounting)

CPUC

Monthly, or as changes
occur

3) Revisions to the PTG
Atfiliate Transactions:

Policies, Guidelines and
Reporting Requirements

Pacific Telesis
(Corp. Accounting)

CPUC

As changes occur

4) Review, Testing of
Reconcilistion Non-Telco
Affiliate Ledgers

Pacific Telesis
(Auditing Services)

CPUC via PTG Corporate
Accounting

Semi-Annually

S)Annual Reporting of
Pacific Bell or Pacific Bell
Directory Transactions
with Non-Teico Affiliates

Pacific Bell
(Regulatory)

CPUC

Annual - May 1 for prior
year under report

6) Employes Movemaent -
Transfers and Loans

All PTG Cos. except
Nevads Bell, Bellcors and
Bell Category Il BTL
affilistes:

Pacific Telesis

(Human Resources)
Between Pacific Bell or
PB Directory and Bell

Category Il BTL
stfiliates:

Pacific Bell

Pacific Telesis
{Human Resources)

CPUC via PTG Corporate
Accounting

Pacific Bell
(Human Resources)

CPUC via Pacific Bell

Monthly

Quarterly - 45 days after
Quarter end

Monthly

Quarterly via incentive

EFFECTIVE 1183

(Human Resources) Regulstory regulation monitoring
reports
Former Bell Employee Pacific Telesis (Human CPUC via PTG Corporate :s‘null'y - 4% :av: after
Report Resources) Accounting quarter en
7) Sale of Pacific Bell Pacific Bell CcPUC Annually if less than
Real Property to Non- {Corp. Accounting and $100,000
Telco Affiliates Reguiatory)
8) Copies of All Filings Pacific Telesis CPUC Quarterly, or as
Except Routine Filings (Legal) Necessary
with FCC Pacific Bell
(Reguiatory)
Other PTG affiliates
. . Quarterly
Routine FCC Filings CPUC ,
9) Non Disclosure Pacific Bell cPuC Semi-Annually
Agreements (Reguistory)
29




APPENDIX A

PACIFIC TELESIS GROUP

(Does not include Joint Ventwes and Partnerships )
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NOTE: For the purpose of Affiiate Transactions (AT), lelephone
company affiliates or “telco affihates” relers to Pacitic Bell, Pacific
Bell Directory and Nevada Belt Non-telephone campany athihates
of “non-teico affiliates” refers to all other Pacific Telesis Group
affiliales including the Holding Company, Non-fegulated athihates
{e g Telesis Technologies Laboratory, PacTel Finance, elc ) and
Pacific Bell Category It Below-the-Line affiliates (e g Pacific Bell
Maobile Services, Pacific Bell informalion Services, Pacific Belt
30 internet Services, elc )
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APPENDIX B

CONTACT
LIST

EFFECTIVE 1195

Pacific Telesis Group

Pacific Bell

Pacific Bell

Corporate Accounting

Transfer Pricing Affillates Group
(TPAG)

Pacific Bell iInternet (PBI) and
Pacific Bell Network integration (PBN!)

Nevada Bell

Enterprises Group
Overall Contact

Pacific Bell Public Communications
(A department in Pacific Bell)

31

Mike Silacci

130 Kearny Street

Suite 3008

San Francisco, CA 94108
(415) 394-2629

Betty Sawyer

130 Kearny Street

Suite 3008

San Francisco, CA 94108
(415) 394-3910

Alan Carroll
130 Kearny Street
Suite 3008

San Francisco, CA 94108
(418) 394-2759

Linda Vandeloop
140 New Montgomery

* Room 908

San Francisco, CA 94105
(415) 542-75586

Tess Leung

2600 Camino Ramon
Room 2WS50KK

San Ramon, CA 94583
(310) 823-9181

Liss Sieffert

6379 Clark Ave.
Dublin, CA 94568
(510) 803-6029

Kathy Kalls

648 East Plumb Lane
Room B1268

Reno. Nevada 89502
(702) 333-4300

Anna Sanchou

130 Kesrny Street, Suite 3422
San Francisco, CA 94108
(415) 394-2808

Jason Collins

39 Beta Court, Room 235
San Ramon, CA 94583
(510) 831-4500



CONTACT
LIST

EFFECTIVE 1193

Paciﬁc Bell Advanced Communications
Network (ACN)

(A department in Pacific Bell)

Pacific Bell Directory

Pacific Bell Mobile Services

Pacific Bell Information Services

Pacific Telesis Enhanced Services
Oversll contact

{including Croas Country Wireless &
Tele-TV)

Pacific Telesis Video Services

Telesis Technologles Laboratory (TTL)
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Ed Gin

2410 Camino Ramon, Room 350N
San Ramon, CA 94583
{510) 806-4048

Bruce Brown
101 Spear Streat, Room 375

San Francisco, CA 94108
{418) 995%5-3979

Quinn Ward

4420 Rosewood. Bldg 2, 4th Floor
Pleasanton, CA 94588

{$10) 227-3108

Norma Deaner

2410 Camino Ramon, Room 3300
San Ramon, CA 948583

(510) 806-4765

Norma Desner

2410 Camino Ramon, Room 3300
San Ramon, CA 94883

(510) 808-4768

Norma Deaner

2410 Camino Ramon, Room 3300
San Ramon, CA 94583

(810) 806-4768

Alan Lee

%000 Exscutive Parkway, Room 333

San Ramon, CA 943583
(510) 244-2150



APPENDIX C

GLOSSARY
OF TERMS

EFFECTIVE 11/9§

Affiliate

Generally, any company consolidated
in the corporate financial statements
or accounted for under the equity
method. See Appendix A for a chart
of Pacific Telesis’ affiliates.

Arm's Length Negotiation

A negotiation between a buyer and
seller both free to act, each seeking
his or her own best economic interest
and agreeing on a price.

Competitive Bid

A method of obtaining a market price
by soliciting offers from interested
parties to purchase or provide an
asset, good or service.

CPUC
CPUC is the abbreviation for the
California Public Utilities Commission.

Critical or Essential

Defined as Pacific Bell services thst
PBIS must have in order to operate in
the manner authorized by D.92-07-
072; excludes services that PBIS could
provide using its current or additional
in-house personnel or could obtain
through 8 third party vendor, without
disclosing PBIS proprietary information.

Empiovee Transfer

Employee transfers are distinguished
from loaned employees. Transfers
involve the permanent movement of an
employee from one affiliate’s payroll to
another.

Eouipment

Equipment includes physical assets
other than real property bought for use
in the business. Equipment includes,
but is not limited to, furniture, terminal
equipment, personal computers and
central office equipment.

33

Any form of debt, debt guarantee or
security.

Eloat

The cost of working capital incurred by
the billing company while awaiting
payment from the billed company.

The price of a good or service
determined by measuring the direct
and indirect costs of providing the
good or service, including overhead
costs, float and return on investment.
The direct and indirect components of
FDC inciude, but are not limited to,
wages and salaries, including wages
and salaries of - support personnel,
material and equipment costs, payroll
taxes, employes benefits, and
corporate and administrative costs.

Cost shall be captured in accordancs
with the Cost Allocation Standards in
FCC Docket 86-111. See Appendix D.

General Ladger

A general ledger is a collection of all
asset, liability, equity, revenue, and
expenses accounts.

Incremental Cost

The additional cost incurred as a result
of entering into a transaction, plus
applicable losdings. The term refers to
costs which would not have been
incurred had the transaction not taken
place.

intangible Asset

An asset which has no physical
existonce (0.9.. patents or
trademarks).
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GLOSSARY
OF TERMS
(CONTINUED

EFFECTIVE 1193

Intellectual properties are assets or
properties which are protectabie under
the laws of unfair competition
(including trademark and trade name
infringement), the patent and copyright
statutes and analogous laws such as
the Semiconductor Chip Protection
Act. For purposes of this document,
intellactual properties inciude patents,

software, copyrights, trademarks and
service marks.

Intarcompany Accounts

An intercompany account reflects a
specific type of transaction conducted
between affiliates.

Lease

An agreemaent which conveys the right
to use tangible or intangible assets,
normally property, plant. or equipment,
usually for g specified period of time,

and establishes the terms and
conditions of such conveyance.
List Price

The generally available price to third
parties (i.e., non-affiliates). The list
price represents the amount actually
paid by third parties using comparable
terms and conditions (e.9.. quantity of
units, method of purchase - contract or
single purchase order, contract terms).
Therefore, when selling to an affiliate,
list price can only be used when the
SaMe assets, goods or services have
been sold to third parties under
comparable terms and conditions.

Loaned Emploves
The temporary use by one affiliste of
an employee who remains on the

34

payroll of another atfiliate for a periad
of less than one year. The

employes performs contract services
similar to those obtainable from an
agency or consuiting personnal.

Market Price

The price at which comparable assets,
goods and services, sold under like
terms and conditions, are available in
the general marketplace. The price of
an asset, good or service determined
by arm’s length bargsining between
willing buyers and seflers in a
competitive marketplace. Sales by
PTG affiliates to third parties in the
general market place are market price
transactions.

Nat Book Vaiue

The original cost of an asset, adjusted
by the associated valuation reserves
(e.9.. accumulated depreciation,
deferred taxes, unamortized
investmaent tax credits).

Non-Teico Affifiate

For purposes of this policy; non-
telephone or non-teico affiliate refers
to all PTG affiliates, except Teico
affilistes, including Pacific Bell
Category il Below-the-Line affilistes.
s.g., PBIS, PEMS, P8 Internet and PB
Network integration. See Appendix A
for s chart of PTG sffilistes

Non tariffed goods and services are
thoss which are not governed by any
taritf. They include, but are not limited
to, training, COC, mail & maessenger
and Employees Under Contract (loaned

smployees).
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Propries int ion (P1)

in general, “proprietary information” is

any written or oral information that

meets all of the following criteria:

- It provides an economic advantage

over compaetitors and others who

do not have the information; and

If it is released in an unauthorized

or improper manner, we will suffer

an aeconomic harm, loss or

disadvantage as a resuit; and

- Wae have made reasonable efforts
to maintain its secrecy including
limiting the  distribution and
requiring non-disclosure
agreements to be signed.

P! also includes any information which
we have a contractusl, legsl or
reguiatory obligation to protect.

Proprietary information can include
business and financial information,
technical data or drawings, record or
letters, customer account information,
trade secrets, new project or
marketing plans, cost data, salary
information, and personnel information.

Beal Property

Real property includes land snd any
improvements thereon, such as
buildings (including capital
improvements to the buildings).

Real Property Right

The right offersad by one affiliste to
another to purchase real property (e.g.
an option).

Befarral

A referral is the identification of
customers by Pacific Bell or Pacific Bell
Directory to a non-teico affiliate, or the
provision of information sbout a non-
telco affiliate to customers by Pacific
Bell or Pacific Bell Directory.

The cost of the biling company’s
iInvested capital, determined by the
rate of return authorized by the
applicable regulatory commission.

Subsidiary

For purposes of this document, a
subsidiary is an affiliate which is
owned by another affiliate {i.e., Pacific

Bell Directory is a subsidiary of Pacific
Bell).

Subsidiary _Reporting  Requirements
Package :

A Pacific Telesis Group Holding
Company document which provides
internal financial reporting
réquirements and guidelines. A copy
of this document may be obtained

from Pacific Telesis Corporate
Financial Reporting.

Taritffed goods and services are those
provided by an affiliate at tariffed
prices authorized by a regulatory
commission.

For purposes of this policy, teico
sffiliate refers to Pacific Bell, Pacific
Beli Directory and Nevads Beli. See
Appendix A for a chart of Pacific
Telesis Group affiliates.

Transter pricing is the valuation of non-
tariffed goods and services provided by
one affiliate to another affiliste. For
example, Pscific Bell has established
imemal guidelines to bill sffiliates for
non-tariffed goods and services,
known as the Inter-Entity Transfer
Pricing Guidelines (S.1. 80).

Tangible Assat
An asset which has physical existence

" (0.g.. desk or computer).

3s
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Following is the hierarchy of principies to be used in determining the cost
of providing non-tariffed goods and services and leases to affiliates.

1) Dedicated costs shall be directly assigned to affiliate.

2) Common costs shall be allocated to the affiliate based upon

a) a direct measure of reiative use,
b) an indirect measure of relative use, or
¢) the general allocator.

Common costs are costs which cannot be directly assigned to the good
or service provided to the affiliate.

The general allocator shall be computed by using the ratio of all expenses
directly assigned or allocated to affiliates, and applying that ratio to
residual costs. Current data shall be used in computing the general
allocator.
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APPENDIX E

PACIFIC TELESIS GROUP (PTG)
POLICY ON PROPRIETARY INFORMATION

Certain proprietary information (P!) may be provided by Pacific Bell (including
Pacific Bell Directory) or Nevada Bell to non-regulated affiliates (including Pacific
Bell Category Il below-tha-line affiliates) only under the provisions of this PTG
policy which protect the information and, where appropriate, with compensation
to Pacific Bell or Nevada Bell. Conditions under which provisioning is allowed
and the required safeguards are described below.

GENERAL DEFINITION OF PROPRIETARY INFORMATION (“P1")

In general, proprietary information®is any written or oral information that meats ali of
the following criteria:

¢ It provides an economic advantage over competitors and others who do not
have the information; and

e If it is released in an unauthorized or improper manner, we will suffer an
economic harm, loss or disadvantage as a result; and

* We have made reasonable efforts to maintain its secrecy including limiting the
distribution and requiring non-disclosure agreements to be signed.

Pl also includes any information which we have a contractual, legal or regulatory
obligation to protect.

In most cases, if Pacific Bell Pl that meets this definition is provided to non-reg
affiliates, it must be logged and Bell must bill the affiliate for the use of the information.

MARKIN MENT RINTERNA | PURP

There are certain documents that generally are not classified as Pl (e.g., internal
organization charts, telephone directories, phone lists, internal publications, etc.) but
which the Corporation does not want released to the general public (for exampie, to
protect information security). Suggested marking for these documents is:

FOR! N
For Internal Business Purposes. Not For Disclosure Outside Pacific Telesis
Group And Subsidiaries.

37
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CQONDITIONS FOR SHARING P!

Pi may be provided by Pacific Bell or Nevada Beil 1o non-reg affiliates only under the
following four conditions:

1. Information submitted to Pacific Telesis for the purpose of corporate governance
(e.g., filing the corporate tax return, preparing corporate financial statements, etc.).
Also, where senior officers of Pacific Bell, Nevada Bell, or non-reg affiliates may
have access to the information in their capacities as officers of Pacific Telesis, any
such information will be provided to them solely for the purpose of corporate
governance, and will not be transmitted to, or used in connection with the
operations of, Pacific Bell or Nevada Bell, or the non-reg affiliates.

2. Cooperative efforts in response to litigation and reguiatory proceedings and
reporting requirements, including activities pertaining to regulatory compliance
proceedings (e.g., Commission orders, subpoenas, etc.). Any information provided
to non-reg affiliates, including the Telesis Legal Subsidiary and other practicing
attorneys in PTG, for this purpose should be made available only to those who need

to have access, and must be used only for the purpose of the litigation or
proceeding.

3. For the sole benefit of Pacific Beil's or Nevada Bell's above-the-line operations.

The three conditions listed above do not require compensation for providing
proprietary information; however, logging will be required for conditions 2 and 3,
except for the Telesis Legal Subsidiary and other practicing attomeys in PTG
when they are providing legal services to Pacific Bell or Nevada Bell.

4. Providing P1 when Pacific Bell or Nevada Bell has determined it has a bona fide
business purpose for fumishing Pl to a non-reg affiliate and has documented that
purpose.

Sharing under this fourth condition requires the following:

e The standard used to determine a valid business purpose is customer
indifference. That is, Pacific Bell and Nevads Bell have determined that
customers will not be adversely impacted by the provision of the Pi.

o Pacific Beil or Nevada Bell must be compensated for the Pi it provides as
described in Attachment 1.

o Prior to providing P!, written approval must be obtained from an oﬂ'icor of the
affiliste which owns the Pi. Each affiliste will define/establish its own

i



