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I, Kathleen Larkin, being of lawful age and duly sworn upon my oath, do hereby depose and state as follows:

1. My name is Kathleen Larkin.  My business address is 308 South Akard, Dallas, Texas.  I am Director-Regulatory Issues for Southwestern Bell Telephone Company (“SWBT”), a wholly owned subsidiary of SBC Communications Inc. (“SBC”).

Professional Experience and Educational Background

2. I earned a Bachelor of Arts Degree from Texas Christian University in 1972. 

3. I was hired by SWBT in December of 1972 as an Accounting Office Supervisor responsible for payroll operations.  I have held various accounting operations supervisory positions in property and cost, customer billing, and toll.  In addition, I have held various supervisory positions in data center operations.

4. From 1977 through 1987, I had responsibilities for specific programming and accounting procedures at SWBT’s General Headquarters.  These responsibilities were primarily with regard to accounting for property and cost, which included plant and engineering labor, continuing property records, and numerous supporting computer systems, including the primary property and cost systems.  During this time I also had responsibility for Computer Inquiry II and Divestiture accounting issues, particularly the assignment of assets.

5.  In 1987, I was appointed District Manager-Corporate Methods and had overall responsibility for property and cost accounting procedures and system definition and design responsibility for the corporate financial and budget systems.  This has included the Project Management of the conversion from Part 31 to the Part 32 FCC chart of accounts, as well as Part 32 Cost Allocation Manual (“CAM”) development responsibilities.

6. I was appointed to my current position in 1991 as Director-Regulatory Issues and I am responsible for the oversight of affiliate transactions affecting SWBT, Pacific Bell (“Pacific”), Nevada Bell (“Nevada”), and Southern New England Telephone (“SNET”) (collectively, “the Telcos”), which includes the documentation of the appropriate actions to be taken on affiliate transaction issues, contract administration/classification, affiliate services contract development, tracking and billing, and compliance with the FCC rules and state regulations related to these transactions.  I also have responsibility for the Ameritech Operating Companies (“AOCs”) affiliate transaction issues.  I regularly consult with and advise SBC’s other subsidiaries involved in the purchase and sale of affiliate products and services in the execution of these responsibilities.
Purpose of Affidavit
7. The purpose of my affidavit is to demonstrate that SWBT has complied and currently complies with the accounting safeguards contained in Section 272(c)(2) of the Federal Telecommunications Act of 1996 (“the Act”) as implemented in the FCC’s December 24, 1996, Accounting Safeguards Order,
 Appendix B, Final Rules, Part 32, 47 C.F.R. Section 32.27.  In addition, SWBT complies and will comply with the FCC’s transactional rules in accordance with the requirements of Section 272(b)(2) and 272(b)(5), in SWBT’s relationship with Southwestern Bell Communications Services, Inc. (doing business as Southwestern Bell Long Distance – “SBLD”), in SWBT’s relationship with Ameritech Communications Inc., Ameritech Communications Inc. of Illinois and Ameritech Communications, Inc. of Wisconsin, (collectively “ACI”), the long distance affiliates of Ameritech for purposes of this affidavit, and in SWBT’s relationship with any future Section 272 affiliates of SWBT.  SBLD and ACI are referenced as “272 affiliates” in this affidavit.  Finally, I will demonstrate that SWBT will comply with the Biennial Audit requirements of Section 272(d).  Because my oversight responsibility also includes Pacific, Nevada, SNET, and Ameritech, this affidavit also incorporates compliance in these companies.  This compliance review for Ameritech includes the merger affidavit of Mr. Richard E. Shutter, Manager-Financial Accounting Standards and Part 64 at Ameritech Corporation, as Attachment K of my affidavit.
DEVELOPMENTS IN LIGHT OF THE FCC’s SBC TEXAS ORDER
8. In its June 30, 2000 SBC Texas Order
 granting SBC’s Texas 271 application, the FCC concluded that SBC had demonstrated its compliance with Section 272 of the Act and with the FCC’s rules implementing Section 272.  The material statements of fact made in this affidavit are the same as those made in my affidavit filed on January 10, 2000 in support of SBC’s Texas 271 application.  Further, on September 28, 2000 the Oklahoma Corporation Commission (“OCC”) concluded that SBC had met the requirements of Section 272 and applicable FCC rules.
  Similarly, on August 21, 2000, the Kansas Corporation Commission (“KCC”) staff concluded, “that SWBT complies with the requirements set forth in section 272 of the Act.”
  These developments provide additional support for the FCC’s determination with respect to SBC’s Kansas and Oklahoma’s 271 applications that SBC meets all of the requirements of Section 272 and the FCC’s associated rules implementing Section 272.
Accounting Safeguard Requirements in Section 272
9. Section 272 of  the Act imposes the following accounting safeguard requirements:

Section 272(b)(2) – The separate affiliate required by this section  - “shall maintain books, records, and accounts in the manner prescribed by the Commission which shall be separate from the books, records, and accounts maintained by the Bell operating company of which it is an affiliate.”

Section 272(b)(5) – The separate affiliate required by this section – “shall conduct all transactions with the Bell operating company of which it is an affiliate on an arm’s length basis with any such transactions reduced to writing and available for public inspection.”

Section 272(c)(2) –A Bell Operating Company –  “shall account for all transactions with an affiliate described in subsection (a) in accordance with accounting principles designated or approved by the Commission.”

Section 272(d)(1) – Biennial Audit – “General requirement.–A company required to operate a separate affiliate under this section shall obtain and pay for a joint Federal/State audit every 2 years conducted by an independent auditor . . .”

SWBT Complies With the Transactional Requirements in Section 272(b)(2)
10.
SWBT maintains books, records, and accounts that are separate from the books, records, and accounts of SBLD, as required by Section 272 (b)(2) of the Act.  SWBT’s regulated books are kept in accordance with Part 32, as evidenced by the SWBT Chart of Accounts provided as Attachment L of my affidavit.
  Oracle, the system utilized for the general ledger system of SWBT is on a separate UNIX system from the general ledger system of SBLD.  Further, unique codes internally label the two separate processes to ensure that input data for SWBT cannot be entered into the SBLD general ledger process and, conversely, to ensure that input data regarding SBLD cannot be entered into the SWBT general ledger process.  The Affidavit of Mr. Joe Carrisalez describes the separate books and records of SBLD.  

11.
Further, the accounts payable processing for SWBT and SBLD, which is performed in a centralized administrative affiliate, has unique internal codes (such as responsibility code and processing entity code) that uniquely identify SBLD transactions separately from those of SWBT.  Further, special edits are part of the accounts payable process to ensure that only SBLD input data can be entered into the SBLD process, and that SBLD data cannot be entered into the SWBT process and that only SWBT data can be entered into the SWBT process.  These edits are controlled by internal tables that are security protected and can only be accessed with granted authority, and that authority is limited to the Accounts Payable unit in the centralized services organization responsible for the process.  The Processing Entity Code controls the liability account associated with the processing and funds are issued out of the unique code for SBLD.  SBLD’s Processing Entity Code has a unique bank account for draft issuance that is separate from the account of SWBT.

12. Paragraphs 10 through 13 in Attachment K (the Affidavit of Mr. Richard E. Shutter)
 describe the transaction controls for the AOCs and ACI, the Section 272 affiliate.  Further, as described by Mr. Shutter, the general ledger process for Ameritech on which the ACI general ledger process is performed, is on a separate computer process system from the Oracle process at SWBT.

SWBT CompliES With the Arm’s Length Requirement in 

Section 272(b)(5)
13. In the FCC’s Accounting Safeguards Order the FCC concluded that “our affiliate transaction rules, developed in Computer III and the Joint Cost Proceeding, with some of the changes proposed in the Commission’s Affiliate Transactions NPRM, will ensure compliance with the ‘arm’s length’ requirement of 272(b)(5).”  See 11 FCC Rcd at 17593, ¶ 121.  The FCC accounting safeguards that have been in use for over ten years, which were promulgated to prevent cross-subsidization between a regulated telephone company and a nonregulated affiliate, are the rules that establish the arm’s length obligation under Section 272(b)(5).

14. SWBT has implemented and complies with these accounting safeguards.  SWBT implemented the accounting safeguards that were promulgated by the FCC in numerous orders, beginning with the FCC’s Report and Order, in CC Docket 86-111, released February 6, 1987,
 and updated from time to time, most recently in the FCC’s Accounting Safeguards Order, which was effective August 12, 1997.  I will discuss SWBT’s compliance with these rules more fully in the remaining testimony.

SWBT COMPLIES With the Public DISCLOSURE AND Inspection  

Requirements OF SECTION 272(b)(5)
15. SWBT has reduced to writing all transactions between SWBT and the Section 272 affiliates and SWBT accounts for any affiliate transactions with 272 affiliates in accordance with the rules adopted by the FCC in the Accounting Safeguards Order.
  See 11 FCC Rcd at 17593-594, ¶ 122.  The written agreements between SWBT and the 272 affiliates are on file and available for public inspection at the SWBT headquarters located at 530 McCullough, San Antonio, Texas.  In addition, the contracts between Pacific and Nevada and their 272 affiliates are available at the Pacific headquarters located at 140 New Montgomery, Room 2501, San Francisco, California; and in the Nevada headquarters located at 645 E. Plumb Ln., Room B120, Reno, Nevada.  Written agreements between all SBC BOCs and 272 affiliates are on file at the SBC Washington Office located at 1401 I St. NW, Suite 1100, Washington, D.C. during normal business hours as required in the Accounting Safeguards Order and Section 272(b)(5) of the Act.  See id.  SNET’s contracts with 272 affiliates are contained in a central file at their headquarters located at 310 Orange St., New Haven, Connecticut and at the SBC Washington Office described above.  The contracts on file encompass those entered into as of February 8, 1996, the date of enactment of the Act, as required by paragraph 371 of the Ameritech Michigan Order.
  Attachment K, the Affidavit of Mr. Richard E. Shutter, describes the AOC’s compliance with the transaction disclosure requirements in paragraphs 16-22.

16. The Accounting Safeguards Order requires disclosure of the terms and conditions of the transactions.  See 11 FCC Rcd at 175934-594, ¶ 122.  The FCC further determined in its Ameritech Michigan Order that its Accounting Safeguards Order required Ameritech “to disclose the actual rates for its transactions with its section 272 affiliate.”  See 12 FCC Rcd at 20735, ¶ 369.

17. The contract documents in the BOC Central File, detailed in my testimony and posted on the SBLD Internet, as detailed in the Affidavit of Mr. Joe Carrisalez, provide the specific terms and conditions of the contract for services or asset transfers, as well as a description of the services or assets the BOC provides to SBLD.  The contracts provide the rates for the services or asset as part of the contract language.  Additionally, the contract for an asset transfer describes the appropriate quantity and quality of the transferred asset. 

18. In a very limited number of instances, the specific rates are not known at the time the contract 

is executed.  When the rate information is known, the written contract is updated to include the rate information, which as detailed in my testimony, is utilized for billing the service to the 272 affiliate.

19. The Telcos’ Central File contract data also contain a definition of the service or asset transfer, which is supplemented by an Index that provides information about the service in narrative summary form in addition to the specific price for the service.  The SWBT example of this Index is in Attachment A to my affidavit.

20. The specific price for each service SWBT provides to the 272 affiliates is disclosed in the BOC Central File for affiliate services.  For each unit of service purchased by the 272 affiliates, the price charged by SWBT is in the pricing addendum for the service.  The methods associated with the development of that price are in compliance with the FCC affiliate transaction accounting safeguards and are explained in greater detail below.  There is no discount from that price; it is the price that is reflected in the billing of the service by SWBT to the 272 affiliates.

21. Attachment A provides a summary list of services provided by SWBT to the 272 affiliates and a complete copy of the SWBT Central File contracts.  There are no proprietary restrictions on the SWBT Central File contract data.  For on-line access, the full contract data after the effective date of the Accounting Safeguards Order (August 12, 1997) are also available on the SBLD Internet site, as described in the Affidavit of Mr. Joe Carrisalez (App. A, Tab 19).

22. The Central File contains the valuation methodology basis upon which the price for the service was established, as derived from the requirements of the FCC affiliate transaction accounting safeguards.  This information is also posted on the Internet as explained in the Affidavit of Mr. Joe Carrisalez.  For ease of reference for those who view the central file, the index and summary description mentioned above are provided along with the full contract document.  In addition, a matrix is provided that identifies whether the service provided by SWBT to the 272 affiliates was unique to one or all states within SWBT, and the pricing basis used in compliance with the FCC accounting safeguards.  The pricing basis used in the Central File would be one of the following: tariffed rate, prevailing price, fully distributed cost, estimated fair market value, etc.  A copy of the matrix from the Central File is also provided in Attachment A.  The Central File disclosure for Ameritech is discussed at paragraphs 16-27 of the Affidavit of Mr. Richard E. Shutter provided as Attachment K of my affidavit.

SWBT PROVIDES INFORMATION THAT PERMITS an Informed Buying Decision by an IXC
23. SWBT has not restricted in any way access to contracts that contain the specific terms and

conditions of the service and the price of the service provided to the 272 affiliates.  These      items of information provide a firm basis for evaluation of a potential purchase of a service from SWBT, thus permitting an informed buying decision.
24. The operative information is contained in the terms and conditions of the disclosed contracts,

      which includes a description of the service and the specific unit price for the service.  This 

      information is available on the Internet within 10 days of the pricing addendum being 

      executed and in the Central File.
THE CENTRAL FILE DISCLOSURES MEET THE REQUIREMENTS OF THE  SECOND LOUISIANA ORDER
25.  SWBT is in compliance with the detailed disclosure requirements articulated by the Commission in the Second Louisiana Order.
  As discussed above, the Central File contracts provide the specific terms and conditions of the service or asset transfer.  In addition, the contracts provide a definition of the service or asset transfer, and this definition is further supplemented by a listing of the services or asset transfers that provide an additional narrative description.  The contracts and additional descriptions are in Attachment A.

26. The specific price SWBT bills to the 272 affiliate for the service or asset is contained in the contract, specifically in the pricing addendum for the nontariffed services.

27. The temporary project schedules for nontariffed services identify the specific employee providing the service and the pricing addendum for the temporary project identifies the level of employee, as this information forms the basis for the rates developed for the service.
  The level of employee is either the employee’s level of management (e.g., first level, Director, Vice President) or level of nonmanagement (e.g., union contract designation – Service Representative).  In addition, many pricing addenda for the non-temporary, nontariffed services identify the specific level of employee and the rate for that specific level of employee providing the service to SBLD.  

28. For many affiliate services that SWBT provides, a specific employee is not assigned to a service, but rather hours of work are billed to the 272 affiliate for those SWBT employees 


who work on the project.  The rate per hour for the level or type of employee providing the service is identified in the contract pricing addendum.  To the extent that the pricing addendum does not identify the level of employee providing a service, this information is supplemented where appropriate with an analysis, by service, of the number of employees involved in the provision of the service.  This supplemental information is provided in Attachment A and is on the Internet.  For example, mail delivery is a standard nontariffed affiliate service, priced by delivery route even though one employee may drive the route in the morning and a different employee may drive the same route in the afternoon.  The cost of a driver is included in the price for the service, but the price is not broken out between labor and mail truck costs.  The price includes all costs associated with the provision of the service.  

29. Regarding the level of employee expertise, SWBT ensures that the personnel assigned to perform a contract are qualified to perform the services in a timely and satisfactory manner and have an expertise commensurate with their level.  This same assurance is available to other parties entering into a similar contract with SWBT.

30. As indicated above, SWBT maintains in the Central File and 272 affiliates have posted on the Internet the basis upon which the price for the service was established, based upon the requirements of the FCC affiliate transaction accounting safeguards.  That matrix is in Attachment A.  An additional matrix in Attachment A also provides the cancellation/completion date of the contract, while the contract execution date provides the beginning date for the service.

31. Consistent with FCC Responsible Accounting Officer (“RAO”) letter Number 26, SWBT has provided in the central file the frequency with which the services are provided.  This is based upon the RAO letter designations such as daily, weekly, monthly, etc.  This is provided in Attachment A.

32. Specific information on the fully distributed cost associated with the provision of the service, including loadings, special materials or equipment, is described later in my testimony.

33. Each transfer of non-tariffed assets, or assets without a prevailing price, requires the comparison of net book value and estimated fair market value, based on the FCC accounting safeguards.  To the extent such assets are transferred, this information will be in the central file.  The estimated fair market valuation provides the quality aspect of the assets involved.  The list of the assets being transferred provides the quantity of the assets.

34. In the Second Louisiana Order, one way that the Commission evaluated the completeness of BellSouth’s Section 272(b)(5) public disclosure of transactions between BellSouth’s regulated telephone companies and BellSouth’s designated long distance affiliate was to compare BellSouth’s Section 272 disclosures on the Internet with its Automated Reporting Management Information System (“ARMIS”) filings and its CAM including associated audit workpapers.  See 13 FCC Rcd at 20791-792, ¶ 335.

35. SWBT has performed this same comparison and confirmed that SWBT’s Central File contains all agreements with SBLD since the date of enactment of the Act and that the agreements have been posted to the Internet since the effective date of the Accounting Safeguards Order.  This review also included confirmation that the billed amounts from SWBT to SBLD as of year-end were included on the SWBT ARMIS reports.  This review has been conducted by the Affiliate Oversight Group and included as part of the Affiliate Oversight Group’s annual affiliate CAM process workpapers.  I discuss the Affiliate Oversight Group in greater detail below.  Central File and transaction disclosure for Ameritech is discussed at paragraphs 16-27 of the Affidavit of Mr. Richard E. Shutter, which is Attachment K of my affidavit.

SWBT HAS INCLUDED DETAILED BILLING REPORTS TO SBLD AS PART OF THE TEXAS COLLABORATIVE PROCESS

36. SWBT’s monthly detailed billing report for the 272 affiliates is in the central file, encompassing all reports since the date of enactment of the Act.  This information is based upon guidelines developed during the Texas collaborative process and contains affiliate billing from SWBT, Pacific, and Nevada to the 272 affiliates.  An example of the central file billing record for SWBT billing to SBLD is included in Attachment B to my affidavit.  These reports provide the month-by-month billing detail associated with each specific contract, schedule and pricing addendum that corresponds to the contracts in the central file.  These reports are updated in the publicly accessible central file every six months, commencing with the date of enactment of the Act.  This billing volume detail is highly confidential information and requires the execution of a protective agreement by the direct party or attorney for that party accessing the information.  A copy of the protective agreement in the form agreed to during the Texas collaborative process is provided as Attachment C to my affidavit.  This same confidential treatment would be afforded to the billing information of any non-affiliate purchasing the same service or asset from SWBT.  Paragraph 27 of the Affidavit of Mr. Richard E. Shutter, Attachment K of my affidavit, covers the billing detail reports for Ameritech.

SWBT COMPLIANCE WITH THE BIENNIAL AUDIT REQUIRED BY 

SECTION 272(d)

37. The Telcos will obtain, participate in, and pay for the joint Federal/State audit, together with the 272 affiliates, every two years, consistent with the start-up time lines established by the FCC.  The audit will be conducted by an independent auditor to verify compliance with the requirements of Section 272 and the FCC’s regulations promulgated thereunder, including the separate accounting requirements under Section 272(b). 

38. The independent auditor will be selected in accordance with the FCC’s requirements specified in the Accounting Safeguards Order and 47 C.F.R. Sections 53.209(d) and 53.211 of the FCC’s rules.  See 11 FCC Rcd at 17623, ¶ 184.  The Telcos will coordinate with the Federal/State joint audit team, as described in Section 53.209(d) and 53.211 of the Commission’s rules.

39. The audit letter of engagement with the independent auditor will require that the audit be performed consistent with all applicable regulatory requirements, including the specific requirements described in 47 C.F.R. Section 53.209(b) of the Commission’s rules.  The Telcos will comply with the procedures described in 47 C.F.R. Section 53.211 and 53.213 of the Commission’s rules.

40. The Telcos will require the independent auditor to submit the results of the audit in accordance with the requirements of 47 C.F.R., Section 53.213 of the Commission’s rules.

41. The Telcos, together with their affiliates, including SBLD and SBC, will provide the independent auditor, the FCC, the KCC, the OCC and other involved state commissions access to the financial records and accounts necessary to verify compliance with Section 272 and the regulations promulgated thereunder.

42. The Telcos will require the independent auditor to provide the FCC, KCC, OCC and other involved state commissions with access to working papers and supporting materials relating to this audit in a manner consistent with 47 C.F.R. Section 53.213(a)(1) of the FCC’s rules and the proprietary information concerns noted in the FCC’s Accounting Safeguards Order.  See 11 FCC Rcd at 17592, ¶ 119.

43. As discussed below, the Telcos maintain detailed audit trails of all transaction identification, contracting, pricing, billing input, billing data, bill payment, and compliance review as required to accomplish such an audit.  The Affidavit of  Mr. Richard E. Shutter (Attachment K to my affidavit) addresses this issue for Ameritech in paragraphs 29 – 35.

Centralized Oversight and Training
44. The Finance Organization has a centralized Affiliate Oversight Group, over which I am the Director, that has primary responsibility for the application of the accounting safeguards (State and Federal) and associated sales and purchases between the Telcos and their affiliates.  This includes the responsibility for:

a.
Operating Practice (“OP”) 125 – OP 125 is the BOC operating policy and documentation for all affiliate transactions (see Attachment D
 for a copy of OP125);

b.
Contract oversight for affiliate transactions;
c. Affiliate-only
 services contracting, pricing, billing and collection;

d. Compliance review for Telcos’ purchases from affiliates.  This includes on-going training on affiliate transaction accounting safeguards provided in direct contact with Telco and affiliate employees;

e. Compliance with the FCC and state accounting safeguards for BOC’s and SNET’s  purchases from and sales to affiliates; and

f. Pricing for the Telcos’ non-tariffed affiliate services provided to all affiliates, including the 272 affiliates.

45. The centralized Affiliate Oversight Group has the responsibility for OP125 and all aspects of SWBT’s (as well as all SBC BOC’s and SNET’s) policy, procedures and compliance with applicable Federal and State rules relative to affiliate transactions.  Additionally, this group has responsibility for contract oversight for affiliate transactions.  The centralization of contract oversight for affiliate transactions provides for the consistent and timely execution of policies and procedures involving affiliate transaction safeguards.
  All contracts for services or asset transfers between SWBT and any Section 272 affiliate will be reviewed by and retained by the Affiliate Oversight Group.

46. Centralization of the contracting, service pricing, and billing for affiliate transactions helps to ensure that all requirements of the affiliate transaction guidelines are incorporated into daily operations and the need for training on those items is focused on a smaller number of employees.  For example, Attachment E contains the affiliate oversight letters that educated all SWBT organizations about the new requirements of the FCC’s Accounting Safeguards Order and Non-Accounting Safeguards Order.
  In addition, a management bulletin identifying the Section 272 central oversight for SNET employees was mailed to all SNET management employees and is included as Attachment E to my affidavit.

47. As another example, Attachment F contains the updated Temporary Services Guide, which is administered by the Affiliate Oversight Group.  This Guide is used to train SWBT’s employees on the proper reporting and development of contracts for affiliate services that are either of a short duration or an unusual nature that does not warrant a long-term agreement for recurring services.  This Guide has been updated to reflect both the requirements of Section 272 and the FCC’s Accounting Safeguards Order.  The services include temporary labor services, as well as other items of short or one time duration, such as a one-time license agreement. 

48. There is also an SBC Section 272 Oversight Team comprised of representatives from SBC’s regulatory group, the centralized Affiliate Oversight Group and SBC’s Legal Department.  


The purpose of this team is to review proposed relationships or issues between SBC BOCs, (and ILEC affiliates when applicable) and any Section 272 affiliate and to otherwise initiate steps meant to ensure SBC-wide compliance with Section 272.  Attachment G provides the officer letter issued to establish this group and the reporting and review requirements.  This review process, together with the centralization of affiliate contracting and oversight, helps ensure compliance by SBC Telcos and Section 272 affiliates with the accounting and non-accounting safeguards of Section 272.  The Affidavit of Ms. Linda Yohe provides more detail on the SBC 272 Oversight Team and training conducted across the SBC family of companies.

49. I and other members of the Affiliate Oversight Group are also on the SBC 272 Oversight Team that reviews all new requests for services between Telcos and any Section 272 affiliate. This allows the compliance knowledge regarding pricing and recording affiliate transactions to be centralized in the Affiliate Oversight Group and consistently applied.  Further, the Affiliate Oversight Group supplements the Section 272 training outlined in the Affidavit of Ms. Linda Yohe with other compliance training and contacts with the departments in SWBT that provide nontariffed services and assets to SBLD.  Paragraphs 36-37 of Attachment K, the Affidavit of Mr. Richard E. Shutter, describe Ameritech processes and controls associated with Section 272 requirements
Implementation of THE ACCOUNTING SAFEGUARDS ORDER

50. As indicated above, the policy and operating practices that govern affiliate transactions were updated by the Affiliate Oversight Group to reflect the requirements of the FCC’s Accounting Safeguard Order.  Estimated fair market valuation studies were performed for 


those services SWBT previously provided at fully distributed cost to affiliated companies, and contracts were revised as indicated by contract dates in the Central File.  This ensured compliance with the requirement, effective August 12, 1997, to reflect a price that was the higher of fully distributed cost or estimated fair market value.  Evidence of these changes can be seen in the central file of contracts in pricing documents that were revised on or before August 12, 1997.

51. The Affiliate Oversight Group maintains the audit level detail, which includes the estimated 


fair market valuation studies.  The process and methods are documented in OP125.  This detail includes, but is not limited to, fully distributed cost results, estimated fair market value studies, billing input, units billed and other detail.  All of this information is available to the FCC and state commissions as required by Section 272(d)(3).

52. As documented in OP125, the SWBT service provider is required to document a complete description of the service to be provided to an affiliate, including the function code and responsibility code of the employee(s) providing the service, any special consultation or equipment utilized for the service, and descriptions of the units for billing the service (example: per employee hour, per page, etc.).  This information is provided to the SWBT Cost Studies organization, which develops the fully distributed cost for each unit of service.  The resulting study includes direct, indirect, and generally allocated costs associated with the provision of the service.  This includes, but is not limited to, direct productive wages, nonproductive time, direct and indirect supervision, relief and pension and social security, general supervision, and investment loadings for labor or investment costs associated with a specific service.  Thus the fully distributed rate includes the cost of materials and all direct or indirect miscellaneous and overhead costs.  Further, any discrete or unique items, e.g., outside consultant fees, travel, etc., are reported into the Affiliate Oversight Group for inclusion in the monthly billing.  In Paragraphs 38-42 of Attachment K, the Affidavit of Mr. Richard E. Shutter, the Ameritech implementation of Accounting Safeguards Order is described. 

Affiliate Services Audit Trail
53. The audit trail associated with the sale of affiliate-only service to a 272 affiliate by SWBT, other SBC BOCs and SNET begins with the contract for the service.  This contract includes the price for the services established by the centralized Affiliate Oversight Group in compliance with FCC and state affiliate transaction rules and regulations.  The price is established by unit of measurement for the service (per hour, per activity, etc.).  These services are not tariffed or offered at a prevailing rate, except when established as prevailing under the nondiscrimination provisions of the FCC’s Accounting Safeguards Order.  Therefore, the unit price is established as the higher of the fully distributed cost or estimated fair market value.  The result of this comparison can be tracked directly to the contract.

54. Billing is the next stop in the SWBT audit trail.  This includes documented input from the service provider that identifies the units of service provided during a given month.  Attachment H contains the Affiliate Billing Contract Administrator Guide, which documents this process.

55. By maintaining an audit trail that runs from unit cost to unit billing, SWBT can show the appropriateness of all of its outbound affiliate-only services whether the affiliate buyer is a Section 272 affiliate or any other affiliated company.  This process for providing services to affiliates has been extensively audited by Federal, State, internal, and external auditors.

56. Pursuant to established procedures, affiliate contracts are also required for purchases of services from affiliates, and are forwarded to the Affiliate Oversight Group.  This consolidates the policy, oversight, and compliance process into one group, which allows more effective control.

57. Compliance reviews are a function performed by the Affiliate Oversight Group.  These reviews seek to ensure that SWBT’s purchases of assets or services from affiliated companies comply with the affiliate transaction guidelines and those revisions contained in the Accounting Safeguards Order.  This review process has been in place since Separation of Costs Order and the advent of non-structural accounting safeguards, and has continued with the advent of Section 272.

58. SBC, as part of its overall compliance process, requires each organization to document its compliance steps.  Attachment I provides the compliance steps reported by my organization, which include training, seminars, letters, one-on-one conversations with SWBT service providers, and actual on-site compliance reviews with affiliates. 

59. In addition, SWBT is subject to internal and external audits of its affiliate transactions, including the annual audit of affiliate transactions conducted by Ernst & Young as required by  the FCC’s 1987 Separation of Costs Order. 

60. Further, every employee must read, understand, and agree to abide by SBC’s Code of Business Conduct (Attachment J).  Failure to report affiliate transactions in compliance with documented policy and procedures, consistent with the FCC requirements, will result in disciplinary action up to and including dismissal.  Attachment K, Paragraphs 36-37 of the Affidavit of Mr. Richard E. Shutter describes the Ameritech Audit Trail.

61. Finally, the Affiliate Oversight Group has ensured that SWBT’s CAM and the central contract file are consistent.

This concludes my affidavit.

I declare under penalty of perjury that the foregoing is true and correct to the best of my knowledge.

Executed on _________________, 2000.








_________________________________








       Kathleen Larkin








       Director-Regulatory Issues

STATE OF TEXAS

COUNTY OF DALLAS

Subscribed and sworn to before me

this          day of                 , 2000.

________________________

Notary Public

� Report and Order, Implementation of the Telecommunications Act of 1996: Accounting Safeguards Under the Telecommunications Act of 1996, 11 FCC Rcd 17539 (1996) (“Accounting Safeguards Order”).


� Memorandum Opinion and Order, Application by SBC Communications Inc., Southwestern Bell Telephone Company, and Southwestern Bell Communications Services, Inc. d/b/a Southwestern Bell Long Distance pursuant to section 271 of the Telecommunications Act of 1996 to provide In-Region, InterLATA services in Texas,  CC Docket No. 00-65, FCC 00-238 (rel. June 30, 2000) (“SBC Texas Order”).


� Order Regarding the Recommendation on 271 Application Pursuant to Telecommunications Act of 1996, Application of the Attorney General of the State of Oklahoma, AT&T Communications of the Southwest, Inc., Brooks Fiber Communications of Tulsa, Inc., Cox Oklahoma Telcom, Inc., Mci Telecommunications Corporation, and Sprint Communications, L.P. to Explore Southwestern Bell Telephone Company's Compliance with Section 271(C) of the Telecommunications Act Of 1996, Cause No. 97-560 (rel. Sept. 28, 2000).


�  Staff’s Recommendation on Southwestern Bell Telephone Company’s 271 Application at ES-5, Southwestern Bell Telephone Company – Kansas’ Compliance with Section 271 of the Federal Telecommunications Act of 1996, Docket No. 97-SWBT-411-GIT, (KCC filed Aug. 21, 2000) (App. C-KS, Tab 259).


� A complete SWBT Accounts Manual which contains detailed descriptions of the Part 32 Accounts and the FCC Responsible Accounting Officer (RAO) letters, which is quite voluminous, is available at the SWBT office at 220 SE 6th St. in Topeka, KS for Kansas Commission review.


� Affidavit of Richard E. Shutter on Behalf of Ameritech, attached to Application by SBC Communications Inc., Southwestern Bell Telephone Company, and Southwestern Bell Communications Services, Inc. d/b/a/ Southwestern Bell Long Distance pursuant to section 271 of the Telecommunications Act of 1996 to provide In-Region, InterLATA services in Texas, CC Docket 00-4 (FCC filed Jan. 10, 2000).


� Report and Order, Separation of Costs of regulated Telephone Service from Costs of Nonregulated Activities.  Amendment of Part 31, the Uniform System of Accounts for Class A and Class B Telephone Companies to Provide for Nonregulated Activities and to provide for Transactions Between Telephone Companies and their Affiliates, 2 FCC Rcd 1298 (1987) (“Separation of Costs Order”).


�  If there were ever a transaction between the Section 272 affiliate and a non-regulated affiliate of the BOC that ultimately resulted in an asset or service being provided to the BOC, such a transaction would be fully disclosed through this public disclosure process.


� Memorandum Opinion and Order, Application of Ameritech Michigan Pursuant to Section 271 of the Communications Act of 1934, as amended, To Provide In-Region, InterLATA Services In Michigan, 12 FCC Rcd 20543, 20736 ¶ 371 (1997) (“Ameritech Michigan Order”).


� And in paragraphs 16-22 in Attachment K, the pre-merger affidavit of Mr. Richard E. Shutter for the AOCs and ACI at Ameritech.


� Memorandum Opinion and Order, Application of BellSouth Corporation, BellSouth Telecommunications, Inc., and BellSouth Long Distance, Inc., for Provision of InterLATA Services in Louisiana, 13 FCC 20599, 20790-94,  ¶ 332-339, (1998) (“Second Louisiana Order”).


�A temporary project is a nontariffed service or license that is a one-time event or a service of short duration.


�   Attachment D also contains the SNET Affiliate Policy Statement.


�  OP125 is published on-line for automatic employee access and can be received in a paper format.  On-line access allows for efficient and effective mass distribution and training on the procedures and policy information, and allows for automatic word or subject search capabilities.


�   Should any of the administrative services that traditionally have been provided only to affiliated companies be provided to a Section 272 affiliate, SWBT will comply with the nondiscrimination requirements of Section 272(c)(1).


�   The centralized Affiliate Oversight Group and the SBC 272 Oversight Team (discussed below) review  transactions between a Telco and a 272 affiliate.  This is yet another control mechanism to identify affiliate transactions, including potential “chain” transactions.


�  First Report and Order, Implementation of the Non-Accounting Safeguards of sections 271 and 272 of the Communications Act of 1934, as amended, 11 FCC Rcd 21905 (1996), (“Non-Accounting Safeguards Order”).






2


_

