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IN THE

United States District Court

FOR THE DISTRICT OF COLUMBIA

Civil Action
No. 82-0192

UNITED STATES OF AMERICA,
Plaintiff,

WESTERN ELECTRIC COMPANY, INC. AND
AMERICAN TELEPHONE AND TELEGRAPH
COMPANY,

Defendants.

PLAN OF REORGANIZATION

The American Telephone and Telegraph Company sub-
mits herewith its Plan of Reorganization for review and approv-
al by the Court pursuant to Section VIII(J) of the Modification
of Final Judgment, dated August 24, 1982.

INTRODUCTION

Section I(A) of the Modification of Final Judgment (here-
inafter the "MFJ," the "Consent Decree, or the "Decree")
requires that AT&T develop a Plan of Reorganization provid-
ing for the completion of four designated "steps " within 18
months after the effective date of the Decree. Section I(A)



orders AT&T to submit its plan to the Department of Justice
not later than six months after the Decree is entered, and
Section VIII(J) provides that the Plan shall not be imple-
mented until it has been "approved by the Court as being
consistent with the provisions and principles of the decree.”

The Plan of Reorganization is divided into four parts,
reflecting the four required steps in the reorganization as
set forth in Sections I(A)( 1), (2), (3) and (4) of the Decree.
Part I of the Plan addresses Section I(A) (2 ), which requires an
internal reorganization of the Bell Operating Companies
(BOCs ). This part of the Plan describes the principles and
procedures by which the facilities, employees, and books of
account of the existing BOCs will be separated into those
relating to exchange services and printed directories (which
AT&T will divest) and those relating to other functions, such as
the provision of customer premises equipment and inter-
exchange service (which AT&T will retain).

Where a facility performs multiple functions, Part I of the
Plan describes the procedure for determining whether AT&T or
a BOC will own the multifunction facility, and the terms by
which the non-owner may share use of the facility. Part I of the
Plan also sets forth the procedures for identifying personnel
functions associated with the divided facilities, for selecting the
employees who will staff those functions, and for separating
and administering employee benefit plans.

Part II of the Plan addresses the step in the reorganization
required by Section I(A)(1) of the Decree. This section
recognizes the possibility that if AT&T were to divest no more
than the exchange operations of the existing BOCs (as de-
scribed in Part I of the Plan), the resulting entities might not be
able to perform their exchange services independently of
AT&T — which, with Western Electric and Bell Telephone
Laboratories, has supplied the pre-divestiture BOCs with many
services on a centralized basis. Part II of the Plan therefore
describes the augmentation of BOC capabilities through trans-



3

fers of facilities, personnel, systems, and rights to technical

information now held by AT&T, Western Electric, and Bell
Labs.

Some of the transfers described in Part II will be made to a
BOC-owned central service organization which, as permitted by
Section I(B) of the Decree, will supply the BOCs with a
number of services that can most efficiently be provided on a
centralized basis. Part II describes the functions to be per-
formed by this central service organization, including arrange-
ments for use of this organization to meet the BOCs' obligation
under Section I(B) of the Decree to provide "a single point of
contact for coordination of BOCs to meet the requirements of
national security and emergency preparedness."

Part III of the Plan sets forth the terms of cancellation of
certain contracts between AT&T and the BOCs (as well as
Southern New England Telephone Company and Cincinnati

Bell Inc.), which must be terminated under Section I(A)( 3) of
the Decree.

Part IV of the Plan describes the manner in which AT&T
will accomplish the separation of ownership required in Section
I( A)( 4) of the Decree. Thus, after existing BOC assets and
liabilities have been segregated as described in Part I, and after
additional facilities, systems, and personnel have been identi-
fied in Part II for augmentation of BOC capabilities, Part IV
explains the transactions that will rearrange assets and liabil-
ities within the Bell System and then separate AT&T's own-

ership of the reconfigured BOCs from its ownership of all other
parts of the present Bell System.

Part IV provides for the existing BOCs to be reconfigured
as exchange companies and spun off from AT&T. To separate
exchange and non-exchange assets, each BOC will create two
wholly owned subsidiaries, one to which the BOCs' inter-
exchange facilities will be transferred and another to which the
BOCs' customer premises equipment (CPE) will be transferred.
The BOCs will then distribute the stock of these subsidiaries to
AT&T which, as a result, will hold its ownership of the BOCs'
exchange facilities (the stock of the reconfigured BOCs) separ-
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ately from its ownership of the BOCs' interexchange and CPE
assets (the stock of the two subsidiaries created by each of the
BOCs). AT&T will retain ownership of the interexchange and
CPE facilities and will spin off the exchange operations to
AT&T stockholders.

To accomplish the spin-off, AT&T will create seven new
subsidiaries and transfer to these companies the stock of BOCs
that serve each of seven regions of the country (hence the term
"regional holding companies" for these seven corporations).
The regional holding companies will also receive one-seventh
ownership interests in the BOCs' central service organization.
AT&T will then spin off the regional companies by distributing
its stockholdings in those companies to existing AT&T stock-
holders.

The Plan will thus effect the basic split of the Bell System's
resources between those relating to exchange tele-
communications, exchange access, and printed directory
advertising services and those relating to other functions per-
formed by the Bell System. Unless otherwise provided in the
Plan, the resources assigned to AT&T and the BOCs may be
used for any lawful purpose. ' The Decree now prevents the
BOCs from engaging in businesses other than the provision of
exchange telecommunications service, exchange access service,
printed directory advertising, the marketing of customer prem-
ises equipment, and natural monopoly services actually regu-
lated by tariff (Decree, §8§ II(D ), VIII( A) and (B)). The
BOCs will nevertheless be free to use otherwise unrestricted
resources assigned to them under this Plan, if and when they
are allowed to enter other businesses by order of the Court
pursuant to Section VIII( C) of the Decree.

f The major exceptions to this principle are the instances in which
the Plan explicitly restricts either AT&T (and its affiliates) or the
divested BOC:s in the transfer or disclosure of intellectual properties
and the use of trade names and trademarks (see Part Il. C, infra) .
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Arrangements for operating after divestiture will require a
number of contracts between the divested BOCs and AT&T (or
other remaining units of the Bell System) to become effective
upon or before divestiture. The terms and conditions of many
of these contracts are described in this Plan of Reorganization
and thus become a part of it. However, any such contracts
necessitated by divestiture but not identified in this Plan may,
upon 60 days' notice by any party, be renegotiated or termi-
nated unilaterally.

In the event of post-divestiture disagreements between
AT&T and the BOCs as to the interpretation of contracts or
other provisions of the Plan, the Plan provides for the submis-
sion to binding arbitration of any disputes with respect to any
provision of the Plan of Reorganization or any provision of any
contract necessitated by the reorganization. See Part III.G,
infra.

The Decree allows up to 18 months from its effective date
for AT&T to complete its divestiture of the Bell System's
exchange and printed directory operations (Decree, § I(A) ).
Although the 18 months extend until February 24, 1984, AT&T
will complete the reorganization before that period expires.
The problems of financing in this time of uncertainty are
already acute, and it is critical to the companies' efficient
accounting, auditing and financial reporting that the divestiture
not occur in the middle of a reporting period. For these
reasons, the Plan of Reorganization provides for the transfer of
ownership ordered in Section I(A) ( 4) of the Decree to be
effective January 1, 1984.



PART I: THE DIVISION OF BOC FACILITIES,
PERSONNEL, AND BOOKS OF AC-
COUNT

Section I(A) (2) of the Decree requires:

"The separation within the BOCs of all facilities, personnel
and books of account between those relating to the ex-
change telecommunications or exchange access functions
and those relating to other functions (including the provi-
sion of interexchange switching and transmission and the
provision of customer premises equipment to the
public). . . ."

Section VIII( B) provides further that BOC assets and personnel
necessary for the "production, publication, and distribution of
printed advertising directories" shall be segregated with the
exchange service functions and spun off with the divested
BOCs.

The assets and liabilities to be separated are recorded in
the BOCs' books of account.? These books of account contain
the data used for financial reporting, for regulatory reporting,
for tax computations, and for various other purposes. The
principles described in this Plan will be used to apportion all
such data, regardless of the financial, regulatory, or other
purpose for which they are used. ®

The BOCs maintain their asset and liability accounts
according to the account classifications in the FCC's Uniform
System of Accounts (47 C.F.R. § 31). The asset accounts
contain the investment in BOC facilities to be separated under

2 For purposes of assigning assets and liabilities in the BOCs'
books of account, the term "BOCs will be used in Parts .A and 1.B
of the Plan to mean each and every individual BOC that maintains the
account under discussion. The term "AT&T" will be used to mean
AT&T and all of its majority-owned affiliates as of the effective date
of diyestiture.

Unless otherwise noted, amounts stated in this Plan are the
approximate balances as of June 30, 1982, in the BOCs financial
reports ("FR reports ).



Sections I(A) ( 2) and VIII(B) of the Decree, and contain also
the BOCs' investment in a variety of non-physical assets that
must be separated in order to implement the reorganization.
Accordingly, Part I.A of the Plan applies the Decree's own-
ership rules to the investment in each plant or other asset
account maintained by the BOCs.*

The same approach is followed in Part [.B in order to
divide all BOC accounts that have credit balances. Again, the
analysis encompasses all such accounts maintained by the
BOCs: current liabilities and accrued liabilities not due, de-
ferred credits and reserves, long-term debt,® gnd capital stock.
This portion of the Plan will also explain the division of the Bell
System's contingent liabilities.

After principles for separating the BOCs' facilities and
accounts are set forth in Parts I.A and [.B, Part I. C will explain
the procedures for inventorying the BOCs' accounts and effect-
ing the actual separation of assets and liabilities. The section

*The Uniform System of Accounts ("USOA"), 47 C.F.R.
§ 31, provides that investment in telephone property shall be main-
tained in three aggregate balance sheet accounts: Account 100.1,
Telephone Plant in Service (47 C.F.R. § 31.100:1); Account 100.2,
Telephone Plant Under Construction (47 C.F.R. § 31.100:2); and
Account 100.3, Property Held for Future Use (47 C.F.R. § 31.100:3).
The investment in Account 100.1 is further divided into more detailed
plant accounts. See 47 C.F.R. 88 201 etseq. These detailed plant
accounts — and, in many cases, their subaccounts — are described in
the Plan because they provide a more useful breakdown for purposes
of applying the Decree's ownershjp criteria. The investment contain-
ed in Accounts 100.2 and 100.3, Telephong Plant Under Construc-
tion" and "Property Held For Future Use, is not included in the
detailed plant account balances. All property included in these two
accounts will be assigned in accordance with the same principles and
procedures for the assignment of Account 100.1 investment, as if the
Account 100.2 and 100.3 investment had been placed in service and
classified in the appropriate plant accounts.

® Plans for dividing the BOCs' debt will include a description of
principles and procedures for implementing Section VI11(H) of the
Decree which specifies the proportion of debt to be held by the
divested BOCs. see Part I. B.4, infra.
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also describes the audits, surveys, and other procedures being
undertaken to assure accuracy in the separation. °

Part I.D then applies to BOC personnel essentially the
same conceptual steps as Parts [.A, 1.B, and 1.0 have applied to
BOC facilities and accounts. Beginning with the general rule
that people follow function in the reorganization, Part I.D
describes the steps in identifying personnel functions associated
with the facilities divided between AT&T and the BOCs, and
then selecting the employees that will staff those functions on
behalf of AT&T or the BOCs. Employee benefit plans (such as
pensions and savings plans), collective bargaining matters, and
other employee protection features of the Plan of Reorganiza-
tion are also described in Part I.D.

A. BOC FACILITIES, SYSTEMS, AND OTHER ASSETS

The plan for dividing BOC assets is organized around four
groups of asset accounts: (1) network facilities; (2) customer
premises equipment; (3) other physical assets (land, buildings,
materials and supplies, furniture and office equipment, vehicles
and other work equipment); and (4) non-physical assets (cash,
accounts receivable, and the like).

The division of some of these assets, particularly those
involving network facilities, requires the assignment of BOC
investment in facilities jointly owned with AT&T. Because the
Decree prohibits joint ownership, the assignment of any such
facility to a BOC will mean not only that the BOC's existing
investment remains on its books of account, but also that this
BOC investment will be increased by AT&T's current own-
ership interest in the facility. To that extent, this part of the

6 Unless otherwise noted, the principles and procedures de-
scribed in Part | of the Plan for separating the BOCs books of account
will also apply to assignments of items from AT&T's books of account
to the BOCs books. These assignments include certain network-
related facilities described in Part I. A, AT&T property (or Western
Electric or Bell Laboratories property) described in Part 11, and
reserves and liabilities associated either with these assets or with
personnel assigned to the BOC:s.



Plan describes additions to the BOCs' asset accounts, as well as
the assignment of existing investment in those accounts. ?

1. NETWORK FACILITIES

The rules for assigning ownership of all network facilities,
which range from telephone poles to highly sophisticated
electronic switching systems, are contained in the Decree. The
BOCs may provide exchange telecommunications and exchange
access services, but are expressly prohibited from performing
"interexchange traffic routing for any interexchange carrier”
(Decree, § IV(F)) and from providing "interexchange tele-
communications services" (Decree, § II(D) (1) ). Based on this
defined functional division, ownership of network facilities used
solely for exchange telecommunications or exchange access
functions will be assigned to the BOCs and, conversely, own-
ership of network facilities used solely for interexchange func-
tions will be assigned to AT&T.

The Decree also provides a specific rule for assigning
ownership of a substantial portion of the remaining network
facilities, i.e., facilities used to provide both exchange and
interexchange services. "Facilities and other assets which serve
both AT&T and one or more BOCs shall be transferred to the
separated BOCs if the use made by such BOC or BOCs
predominates over that of AT&T" (Decree, § VIII(G) ). In
accordance with this rule, a BOC will be assigned ownership of
a multifunction network facility whenever it is projected to be
the predominant user of that facility as of January 1, 1984. 8 In

" This part of the Plan likewise deals with the possibility that a
wholly owned AT&T network facility (and related support systems
and materials) will be transferred to a BOC. All other transfers to the
BOCs from AT&T (or Western Electric or Bell Telephone Labora-
tories) are discussed in Part Il of the Plan.

®The predominant use of network facilities as of January 1,
1984, will be determined by (i) measuring usage prior to that date;
and (ii) projecting that usage to January 1, 1984, using the same
techniques for projecting usage currently employed in the regular
course of business for network planning. Projecting usage to January
1, 1984, is required to take into account changes in the number, type,

(Footnote continued on following page)
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addition, the BOCs will be assigned ownership of certain
additional multifunction facilities — such as interexchange

tandem switching systems also performing end office (Class 5)
functions,® and cables containing subscriber circuits — even in

those instances in which the exchange traffic on these facilities is
not predominant. *°

(Footnote continued from previous page)

and usage of facilities between now and the date of divestiture. For
example, in some instances switching systems will be retired, and in
other instances new switching systems will be installed during this
period. Changes such as these are the result of long range construc-
tion plans developed and approved by AT&T and the BOCs prior to
the announcement of the Decree. It is expected that any differences in
the ownership of existing network facilities as a result of projecting
usage to January 1, 1984, will be minor. A failure to base ownership
on such projected usage, however, would lead to anomalous results,
e.g., AT&T or the BOCs could be assigned ownership of retired
switching systems, or newly installed switching systems could be
unassigned. Therefore, current usage must be updated to reflect
changes that will have occurred by the date of divestiture.

¥ To avoid confusion between the terms "exchange = and “inter-
exchange, as they are used in the Decree, and the more traditional
and distinguishable use of the terms in regulatory and ratemaking
contexts and in connection with the network switching hierarchy, the
term "Local Access and Transport Areas or "LATAs" has been
adopted to identify the Decree-prescribed "exchange areas." Accord-
ingly, the terms "exchange and "interexchange as used hereafter
generally refer to existing functions in the network hierarchy or are
employed as they are in regulatory and ratemaking contexts. The
terms intraLATA and interLATA refer to the separation of functions
between the BOCs and AT&T that is prescribed by the Decree.

% Independent telephone company traffic will be included in
determining predominant use of multifunction facilities, generally as
follows. All traffic between a BOC and an independent telephone
company within regulatory-defined local calling areas and non-
optional Extended Area Service (EAS) areas will be considered
intraLATA traffic.  Moreover, where an independent telephone
company exchange would be included in a Bell LATA if it were a Bell
exchange, traffic between the independent telephone company ex-
change and that Bell LATA will also be considered intraLATA traffic
in determining predominant use. All other traffic between independ-
ent telephone company exchanges and Bell LATAs will be considered
interLATA traffic in determining predominant use.
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The same rules apply for assigning ownership of both
single function and multifunction network facilities (including
the determination of predominant use) whether the facilities
are used for public switched, private line, or private network
services. Thus, for example, dedicated local facilities for
intralLATA private line and private network services will be
assigned to the BOCs.

There are two generic categories of network facilities: (i)
central office facilities; and (ii) outside plant. As of December
31, 1981, central office facilities and outside plant accounted for
nearly sixty-six percent of the total Bell System net book
investment.

Central office facilities consist of all equipment that is used
to perform or support the functions of switching or transmitting
exchange and interexchange telecommunications traffic and
that is housed in buildings or structures owned or leased by the
Bell System. Most of the investment of AT&T and the BOCs in
such equipment is contained in Account 221.1 (Manual );
Account 221.2 (Panel ); Account 221.3 (Step-by-Step ); Ac-
count 221.4 (Crossbar ); Account 221.5 (Circuit Equipment);
Account 221.6 (Radio ); and Account 221.7 (Electronic). The
remaining investment of AT&T and the BOCs in central office
equipment (as that term is used in this Plan), including
Common Channel Interoffice Signaling Equipment, Operator
Call Processing Systems and Associated Operator Work Cen-
ters, Network Facilities Operations Systems, and Network
Management Operations Centers and Systems, appears in
various accounts, including Account 212 (Buildings ); Account
261.2 (Furniture and Office Equipment); and Account 261.3
(Computer and AMA Systems).

Outside plant facilities include the cable, wire, and sup-
porting structures used to interconnect central office locations or
to connect telephone subscribers to central office equipment.
Virtually all of the investment of AT&T and the BOCs in these
plant facilities is contained in the following accounts: Account
241 (Pole Lines); Account 242.1 (Aerial Cable); Account
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242.2 (Underground Cable); Account 242.3 (Buried Cable);
Account 242.4 (Submarine Cable); Account 243 (Aerial
Wire); and Account 244 (Underground Conduit). The
remaining investment of AT&T and the BOCs in outside plant
facilities is in self-supporting towers. That investment appears
in Account 212 (Buildings ).

a. OWNERSHIP OF CENTRAL OFFICE FACILITIES AND
OUTSIDE PLANT

i. Central Office Facilities

The description of the assignment of specific central office
facilities has been divided into eight subsections, based on the
nature of the equipment being allocated and the functions
which that equipment performs in the network. '~ These subsec-
tions are: (1) Switching Systems; (2) Transmission Equipment;
(3) Common Central Office Equipment; (4) Common Channel
Interoffice Signaling Equipment; (5) Digital Data System
Equipment; (6) Operator Call Processing Systems and Associ-

11 In some instances, the assignment of ownership of central
office facilities ( and outside plant) requires the identification of Points
of Presence (POPs) for AT&T. A POP is a physical location where
there is a point of interface between the BOC facilities providing a
LATA access function and an interLATA carrier s facilities providing
an interLATA function. A POP must be located within the boundary
of the LATA being served, and it may contain an interLATA carrier s
switching system or some other designated facility. AT&T's POPs for
public and private switched services will generally be locations where
there are switching systems that are used for interLATA tandem
(Class 4) switching functions. Although this may include existing
switching systems performing Class 4/5 switching functions, a
substantial number of these switching systems have no interLATA
trunking and will not be AT&T POPs. BOC switching locations that
would otherwise contain no interLATA facilities (such as offices
containing only Class 5 functions) also will not be AT&T POPs. An
exception would be a BOC switching location performing switching
for interLATA private network services in addition to end office
functions. Where the LATA does not contain an interLATA tandem
switching system, or where the interLATA switching systems within

(Footnote continued on following page)
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ated Operator Work Centers; (7) Computer Hardware for
Network Facilities Operations Systems; and (8) Network Man-
agement Operations Centers and Systems. > Each of these
subsections identifies the accounts or subaccounts in the USDA
in which the investment in such facilities appears.

(1) Switching Systems

Switching systems are fundamental to the provision of
most telecommunications services. Switching systems not only
connect lines to lines, lines to trunks, or trunks to trunks, but,
depending upon their place in the traditional network switching
hierarchy, perform a myriad of other functions, ranging from
providing dial tone to customers to providing the network
intelligence required for new and innovative services.

(Footnote continued from previous page)

the LATA do not support all the required interLATA switchin
functions, one or more facility nodes through which interLAT
connecting trunks are routed will be the AT&T POP( s). A facility
node is a physical location, normally a wire center but, at minimum, a
structure that provides a comparable environment (e.g., air condi-
tioning, power, and the like), where a number of interoffice trans-
mission facility routes converge, terminate, and are cross-connectible.
For non-switched private line services, the AT&T POPs may be
locations containing existing Serving Test Centers (STCs) or other
special services operating centers, such as Television Operating Cen-
ters (TOCs ), in which the majority of the circuits are interLATA
circuits, or certain other Special Services Test Centers through which
large numbers of interLATA non-switched services are routed. The
vast majority of AT&T POPs for non-switched private line services
will be at STCs or other Special Services Test Center locations. Most
frequently these centers are located in buildinPs with switching
systems performing Class 4 or higher functions. Although the number
of AT&T POPs for non-switched private line services will vary from
LATA to LATA, on average it is expected that there will be
approximately two such AT&T POPs per LATA.

2 Central office facilities also include central office equipment
held in central stock. Such equipment will be assigned in proportion
to the assigned ownership of the same type of equipment (by
technology) already in use in the territory served by the central
stocking location.  Alternatively, where it is more economical for
AT&T and a BOC to do so, the present owner of central office
equipment held in central stock at a particular central stocking
location may retain that equipment, in which case the other entity now
served by the central stocking location may purchase new stock.
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The capital investment of AT&T and the BOCs in switch-
ing systems appears in four subaccounts '* of Account 221:
Account 221.2 (Panel ); Account 221.3 (Step-by-Step); Ac-
count 221.4 (Crossbar); and Account 221.7 (Electronic) 14
Each of these subaccounts also includes investment in "associ-
ated equipment" that functions with a specific type of central
office equipment, such as step-by-step, crossbar, or electronic
switching systems. Illustrative items are alarm and signal
apparatus, distributing frames, cable and cable racks, and
batteries, rectifiers, generators, power boards, and other power
plant equipment.

Two categories of current switching functions are relevant
to the assignment of ownership of switching systems ex-
change functions and interexchange functions. Exchange func-
tions are provided by switching systems performing end office
(Class 5) or local tandem switching functions. ' Interexchange
functions are provided by switching systems performing Class
4, 3, 2, or 1 functions (i. e., the switching and routing of
interexchange traffic) in the network toll hierarchy.

Most of the Bell System switching systems today provide
only exchange (end office or local tandem) functions. Of the
approximately 10,000 switching systems in service as of July 1,
1982, approximately 9,000 provide only end office (Class 5)
functions. These end office functions include sending dial tone
in response to a request for a connection, interpreting customer
dialing, providing ringing or busy tones for incoming calls,

13 A fifth subaccount, Account 221.1 (Manual), includes the cost
of all manual (operator) switching equipment located in central
offices and the cost of the appropriate associated equipment. The
investment of AT&T and the BOCs in such equipment is discussed
under Operator Call Processing Systems and Associated Operator
Work Centers, Part LA. | .a.i. (6), infra.

14 Account 221.7 also includes the investment of AT&T and the
BOC:s in electronic Traffic Service Position Systems (TSPSs) and
Automatic Intercept Systems (AISs) . The ownership of these systems
is discussed under Operator Call Processing Systems and Associated
Operator Work Centers, Part LA. | .a.i. (6), infra.

15 A tandem switching system is any system that connects trunks
to trunks.
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connecting customer lines to interoffice trunks, and recording
information for billing purposes. '° Because the exchange func-
tions performed by Class 5 switching systems will be solely
intralLATA functions after divestiture, ownership of all switch-
ing systems performing only a Class 5 function will be assigned
to the BOCs.

Similarly, as of July 1, 1982, about 30 switching systems
were providing only the local tandem function, and approxi-
mately 170 switching systems were providing both Class 5 and
local tandem functions. Local tandem switching systems pro-
vide a point of concentration for traffic within an exchange and
make it possible to interconnect all of the serving end offices in
an exchange without the use of direct trunks between each of
these end offices. The local tandem function will be an
intraLATA function after divestiture. Accordingly, ownership
of all of the switching systems performing solely local tandem
functions or both end office and local tandem functions will be
assigned to the BOCs.

With the exception of switching systems used to provide
certain private network services, *’ the remainder of the switch-
ing systems in Account 221 are multifunction switching systems
that will perform both intraLATA and interLATA functions. In
accordance with Section VIII( G) of the Decree, ownership of
these switching systems will be assigned to a BOC whenever the

*® The end office function as defined herein applies only to
ordinary local telephone service. Certain specialized switching con-
figurations for services such as 800 Service, WATS, and ACD
(Automatic Call Distribution), and for private network services such
as CCSA (Common Control Switching Arrangement) and EPSCS
(Enhanced Private Switched Communications Service), are not con-
sidered end office functions. See also related n. 36 at p. 26, infra.

' These private network services are: (1) AUTOVON (Automa-
tic Voice Network), which provides voice, voice-band data, and

secure voice switched services to the Department of Defense; (2)
CCSA, which is a service for large customers with extensive commu-
nications needs in many different cities that uses dedicated trans-
mission lines in the nationwide telecommunications network and
CCSA switching systems to switch the calls; and (3) EPSCS, which is
a service similar to CCSA that offers improved transmission quality

(Footnote continued on following page)
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switching systems will be used predominantly for intraLATA
services as of January 1, 1984, 18

Multifunction switching systems that will be used pre-
dominantly to provide interLATA services as of January 1,
1984 will be assigned to AT&T. In two situations, however,
multifunction switching systems will be assigned to the BOCs
even if they are used predominantly for interLATA functions.

The first situation is when the multifunction switching
system provides end office (Class 5) functions as well as
interLATA functions. These switching systems comprised
approximately 370 of 550 multifunction switching systems as of

(Footnote continued from previous page)

for voice and data, and also additional user control, accounting, and
administrative features through stored program control technology.
Where a switching system is used solely to provide EPSCS, CCSA, or
AUTOVON services, the structure of these services makes it very
difficult or impossible to separate any intraLATA calls that might be
switched by these systems from the interLATA calls that they
primarily switch. Moreover, today these switching systems are wholly
used by AT&T for its tariffed EPSCS, CCSA, or AUTOVON services,
except for a limited number of switching systems which in addition
are used by the BOCs to provide intrastate CCSA service. Even
intrastate CCSA service, however, is largely interLATA. Accordingly,
all switching systems used solely to provide EPSCS, CCSA, or
AUTOVON services will be assigned to AT&T. Where switching
systems used to provide EPSCS, CCSA, or AUTOVON services are
also used to provide end office (Class 5) functions for ordinary local
telephone service, these switching systems will be assigned to the
BOCs.

8 predominant use will be determined based on the relative
minutes of total seven day usage of each switching system for
interLATA and intraLATA public and private switched services. The
data will be compiled from total day usage measurements regularly
performed today for purposes of Jurisdictional Separations allocations
and for the determination of joint ownership shares. The data will be
adjusted to reflect changes that are planned to occur between now and
January 1, 1984. These changes include changes in fundamental
network architecture, such as toll center eliminations (e.g., changing a
Class 4/5 switching system to a Class 5 switching system) or the
replacement of several toll switching systems by a single switching
system, and rate structure changes that might affect the relative use of
a switching system, such as lower long distance rates in the evening,
measured local service, or Extended Area Service.
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July 1, 1982. Such systems provide end office functions central
to the provision of exchange services; hence, all of them will be
assigned to the BOCs.

The second situation arises in twelve LATAs each of which
includes a large metropolitan area and contains more than one
large multifunction tandem switching system. 9 Based on spe-
cific network analyses performed jointly by the BOCs and
AT&T, more large multifunction tandem switching systems will
be assigned to the BOCs in these LATAs than would be
assigned to them based solely on each system's predominant
use.?® The assignment to the BOCs of these additional switching
systems will assist the BOCs in maintaining sufficient tandem
switching capacity in metropolitan areas with high population
density and heavy telecommunications traffic to meet their
intralLATA and LATA access service obligations.

(2) Transmission Equipment

The second category of central office facilities is trans-
mission equipment, which includes both circuit equipment and
radio equipment. Circuit equipment is used to derive channels
from transmission facilities for the transmission of commu-
nications signals or to amplify, modulate, regenerate, test,
balance, or control signals transmitted over such channels.
Radio equipment is used for the generation, amplification,
propagation, reception, modulation, and demodulation of radio
waves.

¥ The twelve metropolitan areas are: Atlanta, Boston, Chicago,
Dallas, Detroit, Los Angeles, Miami, Newark, New York, Phila-
delphia, San Francisco, and Washington, D.C.

2% 1 addition to the predominant use of the tandem switching
systems within each LATA, these analyses considered the relative
Importance of each major switching system to the ability of each
entity to provide for interLATA, and intraLATA and LATA access
services, respectively; the position of each switching system in the
network hierarchy; the necessity to provide effective surveillance,
control, and continuity of service; the ultimate separation of the
interLATA network from that used to provide intraLATA and LATA
access services; and the economic benefits of avoiding large amounts
of stranded capacity, rearrangements, and unnecessary capital ex-
penditures.
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The investment of AT&T and the BOCs in circuit equip-
ment is contained in Account 221.5. This account includes
items such as carrier system terminals (both telephone and
telegraph); repeaters; incoming pulse repeaters; line signaling
equipment such as SF (Single Frequency), DX (Duplex ), or
multiplexing equipment; outgoing trunk and line insulation test
frames; program transmission audio and video amplifiers,
repeaters, bridges, monitoring devices, volume indicators, and
video transmitting and receiving terminals (excluding FM
terminals); repeating coils; subscriber loop carrier equipment
(excluding similar equipment on customer premises); and
testboards, local test desks, local test cabinets, repair service
desks, and patch bays.

There are three subaccounts of Account 221.5: Account
221.51 (Digital Data Systems); Account 221.52 (Subscriber
Pair Gain Systems); and Account 221.59 (Other). Account
221.51 includes the investment in certain circuit equipment used
for Digital Data Systems as well as the following equipment
exclusively associated with Digital Data Systems: (1) alarm
and signal apparatus; (2) auxiliary framing; (3) cable and
cable racks; (4) relay racks and panels; and (5) tools and test
sets.?! Account 221.52 includes central office terminals, remote
terminals, and intervening repeaters in subscriber pair gain
systems such as Subscriber Loop Multiplex (SLM), Subscriber
Loop Carrier (SLC) systems, and similar General Trade
equipment.22 Account 221.59 includes the investment in all
circuit equipment and associated equipment that is not used in a
specific sysggm covered by one of the other circuit
subaccounts.

The investment of AT&T and the BOCs in radio equip-
ment is contained in another subaccount, Account 221.6. Ac-

21 Digital Data Systems equipment in Account 221.51 is dis-
cussed in Part ILA. | .a.i. (5), infra. Digital Data Systems equipment
located on customer premises is included in Account 234.3, and is
discussed in Part I.A.2, infra.

22 Bell System investment in similar equipment located on cus-
tomer premises appears in Account 234.7, and is discussed in Part
LA.2, infra.

23 Bell System investment in similar equipment located on cus-
tomer premises appears in Account 234.8, and is discussed in Part
LA.2, infra.
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count 221.6 includes radio transmitting and receiving equip-
ment and associated equipment used in central offices, terminal
rooms, test rooms, repeater stations, test stations, and control
terminal stations, and on towers, masts, and other supports to
provide transmission for public switched and private line
services; radio equipment used exclusively in connection with
Public Radio Services such as High Seas, Coastal Harbor and
VHF Maritime, mobile, ?* point-to-point, and other radio sys-
tems,?®> emergency radiotelephone equipment used to bridge
breaks in wire lines, and portable equipment used for trans-
mitting and receiving radiotelevision signals. Account 221.6
also includes equipment that supports radio equipment, e.g.,
Frequency Modulation (FM) terminals and Intermediate Fre-
quency (IF) patch bays associated with microwave systems.

As with other network facilities, ownership of the in-
vestment of AT&T and the BOCs in circuit and radio equip-
ment will be assigned according to the intraLATA or inter-
LATA functions the equipment will serve as of January 1,
1984.% Circuit or radio equipment performing only intraLATA
functions will be assigned to the BOCs; circuit or radio equip-
ment performing only interLATA functions will be assigned to
AT&T; and circuit and radio equipment performing both
interLATA and intraLATA functions will be assigned based on
predominant use. %’

24 Mobile telephones are classified as customer premises equip-
ment in Account 231, and are discussed in Part LA.2, infra.

25 Cellular radio service is discussed in Part I1.A.3, infra.

26 As discussed in Part I1.LA.3, infra, ownership of radio equip-
ment assets used for the provision of Public Mobile Radio Services
will be retained by the BOCs for all services except High Seas Radio
Service. This service will be provided by AT&T. Where equipment
used to provide Public Mobile Radio Services is connected to the
domestic landline network by interLATA cables, the ownership of
such cables will be assigned in accordance with the rules for assigning
ownership of outside plant set forth in Part . A.l.a.ii, infra.

" In a few instances, assignment of multifunction transmission
facilities (circuit, radio, and outside plant) based solely on pre-
dominant use might result in either AT&T or a BOC owning all cable
and microwave radio transmission facilities between two central
offices even though each entity has requirements for facilities between
these two central offices to serve its customers. In such circumstances
(which are expected to be infrequent), some transmission facilities
may be assigned to each entity.



20

For the purpose of assigning ownership, central office
circuit and radio equipment will be grouped according to
function into readily identifiable work areas. A work area is
one or more equipment bays ® ona given floor of a building
that is or can be engineered, maintained, and administered as a
single unit by a single company. Ownership of each work area
will be assigned on the basis of the function or functions it will
perform as of January 1, 1984. *° For those work areas serving
either intralLATA functions or interLATA functions, but not
both, ownership will be assigned to the entity that will perform
those functions after divestiture.

In those instances in which the same work area will be
used to provide both intralLATA and interLATA functions,
ownership of the circuit and radio equipment in the work area
will be assigned on the basis of the predominant use of the
work area. Such predominant use will be determined as
follows. First, the items of circuit or radio equipment in the
work area will be designated as interLATA or intraLATA
based on their usage as shown in central office records projected
to January 1, 1984.°° Next, the amount of capital investment in

% An equipment bay is a frame containing interconnected or
related items of circuit or radio equipment. An equipment bay
contains numerous slots for individual pieces of equipment.

29 One of the central office facilities that will be so assigned is the
Serving Test Center ( STC). An STC performs several functions for
interLATA and intraLATA special services circuits, including tracking
and monitoring the progress of organizations responsible for physical
installation and repair of special service circuits; performing tests to
ensure the services meet design criteria; receiving trouble reports;
analyzing, testing, and sectionalizing the trouble to circuit com-
ponents; and verifying circuit operation after repairs. The principal
asset ( and, hence, most of the capital investment) in an STC is the
Private Line Board, which is a collection of jacks and other test
equipment used for testing special services circuits. Predominant use
of each Private Line Board will be determined by counting the
interLATA and intraLATA circuits that are accessed by the Board
and assigning ownership to the entity expected to have the pre-
dominant number of such circuits as of January 1, 1984. It is
estimated that of the approximately 700 STCs as of December, 1981,
about 500 would be assigned to the BOCs and 200 to AT&T under
this test.

30 The predominant use of multifunction circuit and radio equip-
ment will be ascertained by comparing the number of intraLATA
circuits provided by the equipment with the number of interLATA
circuits provided by the equipment. The designation of circuits as

( Footnote continued on following page)
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each of these items of equipment will be determined. Finally, it
will be determined whether the predominant portion of the
total investment in the work area is used for interLATA or
intralLATA functions. If fifty percent or more of the capital
investment in a work area is in equipment serving intraLATA
functions, the work area will be assigned to the BOC; if more
than fifty percent of the capital investment is in equipment
serving interLATA functions, the work area will be assigned to
AT&T.*" The non-owning entity may continue to use the

(Footnote continued from previous page)

intraLATA or interLATA will be determined from circuit assignment
records. An intraLATA circuit is a circuit that has originating and
terminating points that are generally in the same LATA and that is
used to provide intraLATA or LATA access functions. IntraLATA
functions include, for example, transmitting MTS traffic between two
or more end offices within a LATA or, in connection with a private
line service, transmitting signals between two or more of a customer's
locations within a LATA. LATA access functions include transmitting
MTh traffic or private line signals between a customer and an
interLATA carrier s POP. An interLATA circuit is a circuit that has
originating and terminating points that are generally in different
LATAs and that is used to provide interLATA functions. InterLATA
functions include, for example, transmitting MTS traffic between two
or more switching systems performing Class 4 or higher functions in
different LATAS and transmitting private line signals between two
POPs in different LATAs. Circuit designations will be adjusted to
reflect changes planned to occur between now and January 1, 1984.
These include planned changes in fundamental network architecture
(such as toll center eliminations or the rehoming of switching
systems), rate structure changes ( such as measured local service or
Extended Area Service) that would affect circuit assignments, and
shifts in traffic from one type of circuit technology to another that alter
the overall function performed by the circuit.

% An example is the assignment of a portion of the first floor of
an equipment building in Columbus, Georgia. This work area is
comprised of sixty-one bays of circuit equipment that contain carrier
system terminals, miscellaneous toll terminal equipment, and sub-
scriber loop carrier equipment. The equipment in the work area is
used to provide both intraLATA functions and interLATA functions.
An examination of the equipment within the work area shows that
equipment in forty-three bays is used predominantly to provide
intraLATA circuits, and equipment in eighteen bays is used pre-
dominantly to provide interLATA circuits. The forty-three equipment
bays predominantly providing intraLATA circuits have a book value
exceeding the book value of the eighteen equipment bays pre-
dominantly providing interLATA circuits. Hence, this work area
would be assigned to the BOC.
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equipment in a anultifunction work area by contracting with the
owning entity.

Some circuit and radio equipment in Account 221 is
located away from the central office in manholes, cabinets,
repeater stations, or on poles. An example of such equipment is
repeaters, which are used to amplify a carrier signal. Such
circuit and radio equipment is not readily grouped into work
areas, and each such item of equipment will be assigned to the
entity which will own the cable or radio system with which the
equipment is connected. Where the circuit and radio equip-
ment in a cabinet is associated with more than one cable or
radio system, the cabinet and all equipment therein will be
assigned based on the predominant use of the equipment.

(3) Common Central OffiCeé Equipment

Certain types of central office facilities are used in common
by other equipment located at Bell System central offices.
These types of equipment include (a) power equipment; (b)
distributing frames; (c) testing equipment; and (d) cabling.
The ownership of such common equipment will be determined
by the assignment of ownership of the switching, circuit, or
radio equipment that the common equipment serves or by the
assignment of ownership of the building in which the common
equipment is located.

(a) Power Equipment

The power equipment owned by AT&T and the BOCs
includes equipment that supplies power to telephone company
buildings ("building power equipment") and equipment that
supplies power to switching systems and various other types of
central office or other' telecommunications equipment ("basic
power equipment"). Investment in building power equipment
is contained in Account 212 ( Building Investments). Building
power equipment will be assigned to the entity to which the
building itself will be assigned. % To the extent that one entity

32 In a few instances, a particular item of circuit or radio
equipment will not be able to be used by the entity to which the work
area will be assigned; the item will be assigned to the entity which can
use it.

33 See Other Physical Assets,/Part .A.3, infra.
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may lease space in a building owned by another entity, or own
that space under a condominium arrangement, building power
requirements will be included in the contract covering thesl4ease
of the building space or in the condominium agreement.

Basic power equipment (including standby power equip-
ment) includes batteries, rectifiers, generators, power boards,
and other power plant equipment located within the central
office and not part of the building power equipment. In-
vestment in basic power equipment is included in the same
subaccounts as investment in the switching systems, circuit and
radio equipment, or other central office facilities that the basic
power equipment principally serves.

The ownership of basic power equipment will be deter-
mined by the assignment of ownership of the systems and
equipment that the basic power equipment serves. If the basic
power equipment serves not only systems and equipment
assigned to AT&T, but also systems and equipment assigned to
a BOC, ownership of the basic power equipment will be
assigned to the entity which has the larger investment served by
the basic power equipment.

(b) Distributing Frames

Distributing frames are the facilities on which cross con-
nections are provided between outside plant and intrabuilding
circuits, central office switching systems, and circuit equipment.
These include main distributing frames, intermediate dis-
tributing frames, and trunk distributing frames. AT&T and
BOC investment in distributing frames is contained in the
subaccount that contains the investment for the switching
systems or other types of central office equipment that the
distributing frames principally serve.

Ownership of a distributing frame will be determined by
the assignment of ownership of the switching system, circuit
and radio equipment, or other central office facilities served by
that distributing frame. If a distributing frame serves central

% The use of condominium arrangements in shared buildings is
discussed in Part 1.A.3.a, infra.
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office facilities some of which will be assigned to AT&T and
some of which will be assigned to a BOC, the entity that will
have predominant use of the total space on that frame as of
January 1, 1984, will be assigned ownership of the frame.

(c) Testing Equipment

There are three types of central office testing equipment:
(1) transmission test frames and equipment; (2) test frames
and equipment for switching systems; and (3) portable meters,
small alarm and signal apparatus, and other central office tools.
The investment of AT&T and the BOCs in central office testing
equipment is contained in the same subaccount as the trans-
mission equipment or the switching system that such testing
equipment principally serves.

Ownership of transmission test frames and other test sets
for transmission equipment will be assigned to the entity to
which ownership of the associated transmission equipment is
assigned. If such transmission testing equipment is included in
a work area, it will be assigned to the predominant user of the
work area.

Similarly, ownership of the test frames and other test sets
for a switching system will be assigned to the entity to which the
ownership of the associated switching system is assigned. If
such testing equipment is used by more than one switching
system, the testing equipment will be divided among the
switching systems, if feasible, or assigned to the predominant
user of the equipment.

Ownership of portable meters, small alarm and signal
apparatus, and other central office "tools" will be assigned to
the entity which is assigned the work area in which, or the
switching system with which, the equipment is used.

(d) Cabling

Cabling consists of cables (and cable racks) that contain
circuits interconnecting equipment and distributing frames
throughout a central office. One type of cabling consists of
cables that run from a switching system frame to an inter-
mediate distributing frame (IDF). AT&T and BOC investment
in such cabling is included in the same central office equipment
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subaccount as the frames to which the cabling is attached.
Another type of cabling consists of tie cables, which are cables
that run between intermediate distributing frames. AT&T and
BOC investment in such cabling is included in the subaccount
for the switching system or circuit and radio equipment that the
tie cables serve. Ownership of both types of central office
cabling will be determined by the ownership of the equipment
served.

(4) Common Channel Interoffice Signaling Equipment

The fourth category of central office facilities is Common
Channel Interoffice Signaling (CCIS) equipment. CCISis a
form of interoffice signaling that is currently used in the
interexchange portion of the Bell System network. With CCIS,
all signaling information, including the supervisory and address
signals necessary to control call set-up and take-down and
various other functions, is exchanged over a network of high
speed data links that is independent of the voice circuits used by
customers.

The components of the CCIS network are Signal Transfer
Points (STPs ), Network Control Points (NCPs), Action Points
(ACPs), and CCIS signaling terminals, terminal group frames,
data sets, and data links. CCIS signaling terminals are
"housed" in a terminal group frame in each switching system
equipped with CCIS capability and in each STP. The CCIS
terminals in each of these switching centers are connected to the
STPs by data links, which are two-way transmission paths (one
data channel in each direction) on interoffice transmission
facilities. The CCIS signals are carried by the data links to the
STPs, which are stored program control processors that relay
the signals over other CCIS data links to their destinations.
There are expected to be ten "Regional" STP pairs, three
"Areag‘; STP pairs, and three NCP STP pairs as of January 1,
1984.

35 Each Regional STP is interconnected by data links with all
other Re?ional STPs, while the Area STPs are connected only to the
Regional STPs on which they home and to any other Regional STPs
where high "community of interest traffic volumes exist. The NCP
STPs are interconnected with all Regional and Area STPs. The STPs
are deployed as pairs for reliability purposes.
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CCIS data links also interconnect ACPs, STPs, and NCPs.
An ACP is a software capability in a specially equipped stored
program control (SPC) switching system that enables that
system to recognize special dialing sequences associated with
certain Bell System services and to send a CCIS message to an
NCP, via one or more STPs, to obtain information needed to
process the call. The NCP, which contains logic and detailed
information on how to handle such calls, determines the needed
actions. It then uses the CCIS data link to instruct the ACP, via
the STP, how to handle the call. There are expected to be
about 350 ACPs and 40 NCPs as of January 1, 1984.

The STPs, NCPs, and ACPs are all contained in Account
221.7 (Electronic), as are the terminal group frames and
signaling terminals. The facilities on which CCIS data links are
provided are contained in Accounts 221.5, 221.6, 242.1, 242.2,
242.3, 242.4, or 243, depending upon the nature of the under-
lying interoffice transmission facility.

The ownership of the components of the CCIS network
will be determined as follows. CCIS data links are derived
from interoffice transmission facilities, which will be assigned
according to the rules discussed in Part I.A. 1 .a.i. (2 ), supra, and
in Part .LA.L.a.ii, infra. The ownership of the CCIS terminal
group frames, signaling terminals, and data sets will be as-
signed together with the switching system or STP with which
they are associated. The ACPs are software capabilities in
stored program control switching systems and hence will be
assigned along with such switching systems. The ownership of
all of the STPs and NCPs will be assigned to AT&T bS%cause
they are used predominantly for interLATA functions.

36 The CCIS data links, and the STPs and NCPs that they
interconnect, make it possible for the Bell System to offer features
related solely to interexchange services. After divestiture, AT&T will
continue to use these facilities to furnish interLATA services, and will
lease such facilities to the BOCs for their provision of intraLATA
services, including BOC intraLATA WATS and 800 Service. These
facilities will not be leased to the BOCs for exchange access because
these facilities do not provide any exchange access functions for
AT&T and are not needed by the BOCs to meet their equal access
obligations under the Decree. The BOCs will be able, however, to

(Footnote continued on following page)
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(5) Digital Data System Equipment

The fifth category of central office facilities is Digital Data
System equipment. The Digital Data System (DDS) is a
specially configured network of digital outside plant and central
office facilities that is used to provide the Bell System's point-to-
point and multipoint DATAPHONE Digital Service. %" The
investment of AT&T and the BOCs in these facilities is
contained in Account 221.51 (Digital Data Systems), or in the
appropriate outside plant accounts. Digital transmission facil-
ities link the customer with the DDS Hub office, in some cases
through multiplexing equipment at intermediate locations. The
customer s signal may be combined at the DDS Hub with the
signals of other customers for transmission to other locations.

The circuits used to link customers to a DDS Hub, whether
through an end office for multiplexing and routing, or directly
to the DDS Hub location, perform an intralATA distribution
function for DATAPHONE Digital Service. Accordingly, these
circuits will be treated as intraLATA circuits in determining the
predominant use of the outside plant facilities and central office
equipment within which they are contained. 3%

The DDS Hub receives customer data signals, performs a
multiplexing function where necessary, and provides testing
capability for each circuit served by the DDS Hub office. In
addition, the DDS Hub office provides a timing distribution
function to regulate the speed of data signals throughout the
DDS network. The DDS Hub is a multifunction facility in that
it supports both intraLATA and interLATA DATAPHONE
Digital Service. Ownership of each DDS Hub will be assigned
on the basis of predominant use, as measured by the amount of
investment in the equipment that provides an intralLATA

(Footnote continued from previous page)
obtain from Western Electric CCIS, STP, and NCP hardware and
software, including "know how" and existing applications software
associated with related operations systems, for the provision of any
services they are authorized to provide under the Decree.

3' DATAPHONE is a registered trademark of AT&T.

38 The assignment of outside plant is discussed in Part L.A. l.a.ii,
infra.
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function and the equipment that provides an interLATA func-
tion. The entity which is assigned the DDS Hub will lease
capacity in that DDS Hub to the other entity under contract.
The AT&T Point of Presence for interLATA DATAPHONE
Digital Service will be at the DDS Hubs, or at facility nodes
designated by AT&T in LATAs where no DDS Hubs are
located.

DDS testing equipment (Automatic Bit Access Testing
equipment) was designed primarily for testing interLATA
circuits on an end-to-end basis through one central location in
Chicago, Illinois, although it also is capable of being used for
testing intraLATA DDS circuits. DDS testing equipment and
the Chicago testing center are predominantly used to test
interLATA circuits, and, accordingly, will be assigned to
AT&T. The BOCs will be able to contract for testing service
capability from AT&T.

(6) Operator Call Processing Systems and Associated
Operator Work Centers

Another category of central office facilities is operator call
processing systems and associated operator work centers. An
operator call processing system typically consists of a central
processing unit or an electromechanical switching system that is
connected to clusters of operator positions. Each cluster of
operator positions is organized around an operator work center,
which consists of equipment bays, operator consoles, data base
retrieval systems, and other support equipment within a work
center building or at a remote location. The investment of
AT&T and the BOCs in operator call processing systems and
associated operator work centers is contained in Account 212
(Buildings ); Account 221 (Central Office Equipment); Account
261.2 (Other Furniture and Office Equipment); and Account
261.3 (Computer and AMA Systems).

Operator call processing systems and associated operator
work centers are used to provide four categories of operator
services to the public. These categories are: (1) Directory
Assistance service ("411" and "555-1212" service); (2) Inter-
cept service, where the operator intercepts a call to a non-
working number in order to provide the caller with information
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concerning the status of the called number, including a new
number when available; (3) Call Completion and Assistance
services, including manual switching, assistance in placing calls,

and calling number identification for message accounting; and
(4) "800 Service" Directory Assistance.

Directory Assistance service is "inherent in exchange tele-
communications" in that by far the larger volume of directory
assistance calls are for local directory service. 3° Similarly,
Intercept service is predominantly provided for intraLATA
calls. Because both of these services are performed pre-
dominantly for intralLATA traffic, the operator call processing
systems and associated operator work centers that are used to
provide these services will be assigned to the BOCs.

In contrast, Call Completion and Assistance services and
"800 Service" Directory Assistance are performed pre-
dominantly for interLATA calls.  Thus, the operator call
processing systems and associated operator work centers used
to provide Call Completion and Assistance services and the
operator work centers used to provide "800 Service" Directory
Assistance will be assigned to AT&T.

Certain types of operator services systems and associated
work centers are multi-service facilities that support both
intralLATA and interLATA services or more than one of the
four categories of operator services. These multi-service sys-
tems and associated operator work centers will be assigned
according to whether these facilities are used predominantly in
support of intralLATA services or interLATA services as of
January 1, 1984.

(a) IntraLATA Operator Services Facilities

Directory Assistance service is provided through a call
processing system and a data base retrieval system. The call
processing system is either a No. 5 ACD or a No. 23 ACD

% Department of Justice, Competitive Impact Statement, p. 29,
n.24 (February 10, 1982) (hereinafter "CIS").
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(Automatic Call Distributor), or some other type of call
processing system. *° The mechanized data base retrieval sys-
tem is either a DAS/C or a DAS/M system (Directory
Assistance System/Computer or Microfilm ). ' The operators
who use these systems work at Directory Assistance operator
work centers.

Intercept service is provided either through an AIS
(Automatic Intercept System) or an SAIS (Semi-Automatic
Intercept System ),** or through a No. 5 ACD or a No. 23 ACD
call processing system. The operators who use these systems
work at Intercept Operator work centers.

Ownership of each of the call processing systems, data base
retrieval systems, and associated operator work centers that are
used to provide Directory Assistance or Intercept service will be
assigned to the BOCs.

(b) InterLA TA Operator Services Facilities

Call Completion and Assistance services include message
billing services, such as calls billed to a third number or to the
called number; assistance services, such as placing international
calls or arranging for credit for service difficulties (i. e., wrong
numbers reached, poor transmission, and cutoffs); information
services, such as dialing instructions and the obtaining of
directory assistance in foreign countries; special call processing
services, such as conference calls, marine calls, and air-to-
ground calls; and operator teletypewriter services for hearing-
impaired customers.

49 The Automatic Call Distributor is a system for automatically
providing even distribution of incoming calls in the approximate order
of arrival to operator positions.

41 DAS/C and DAS/M are support systems for retrieving a
telephone number from a data base that contains all of the customer
telephone numbers in a geographic area.

42 The Automatic Intercept System and the Semi-Automatic
Intercept System are call processing systems that advise the calling
customer of the status of the called number, and provide a new
number, when available, by means of either recorded or electronically
assembled announcements.
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Call Completion and Assistance services are provided
through various types of call processing systems, including the
TSPS system (Traffic Service Position System); the RTA
(Remote Trunk Arrangements) system associated with certain
TSPS systems; the TSP system (an electromechanical version of
the TSPS); Cord Switchboards; and CAMA (Centralized
Automatic Message Accounting) Switchboards. In addition,
HOBIS systems (Hotel Billing Information Systems), which are
connected to TSPS call processing systems, are used to provide
time and charge information to hotels and other tllélsiness
establishments such as consulting firms and hospitals.

Call Completion and Assistance services are performed
predominantly for interLATA calls. In a few instances, certain
call processing systems used to provide Call Completion and
Assistance services (including some TSPS systems) are used
predominantly for the provision of Call Completion and Assis-
tance services for intralLATA calls. If the call processing
systems used predominantly for intraLATA Call Completion
and Assistance services were assigned to the BOCs, however,
the BOCs would have to provide full technical support and
resource personnel for these few systems, as well as operators to
furnish Call Completion and Assistance services using these
systems. Moreover, the costs for development and adminis-
tration of these few systems would be higher because the
development and administration costs for each system increase
significantly as fewer systems are included in any such effort.
Because most Call Completion and Assistance services calls are
interLATA calls, all call processing systems (including HOBIS)
and their associated operator work centers used to provide
these operator services will be assigned to AT&T. Call
Completion and Assistance services will be provided by AT&T
for intralLATA calls under the contracts for the sharing of
multifunction facilities.

43 Two of the HOBIS systems are currently used to provide not
only time and charge information, but also CCRS service (Central-
ized Credit and Refund Service). With CCRS, a caller can secure
credits or refunds for toll calls that do not complete properly by
calling a central number at the associated HOBIS work center.
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The Call Completion and Assistance services operators are
supported by Rate and Route operators. These operators work
at Rate and Route operator work centers and provide rate and
route information on customer calls. Each Rate and Route
operator work center is equipped with a Rate and Route
Information Computer ('BRIG), and the operators who work at
these centers use a call processing system that connects them
with the Call Completion and Assistance operators. ** The Rate
and Route operator work centers will be assigned to AT&T
because they support interLATA operator services.

In addition, the Rate Quote Systems (RQS) are used by
Call Completion and Assistance operators to obtain rate and
route information on customer calls in lieu of using a Rate and
Route operator work center. The RQS systems are operated
either on computers used by AT&T only for these systems, or
on computers predominantly used by the BOCs to operate other
systems in addition to the RQS systems. The RQS computer
hardware used only by AT&T will be assigned to AT&T, and
the RQS computer hardware predominantly used by the BOCs
will be assigned to the BOCs. AT&T will share capacity in the
RQS computer hardware assigned to the BOCs under contract.

(C) Multi-Service Operator Facilities

Multi-service operator facilities and associated operator
work centers are used by the Bell System to support both
intralLATA and interLATA services or more than one of the
four categories of operator services. These network facilities
include Data Base Administration Systems, 800 DAS/C sys-
tems, No. IA Service Evaluation Systems, and work centers
associated with these systems.

The Data Base Administration Systems (DBAS) update
and maintain Intercept number files that are used by operators

as The call processing system used by a Rate and Route operator
is usually a No. 5 or a No. 23 ACD call processing system. If the call
processing system is dedicated for use solely by the Rate and Route
operators, it will be assigned to AT&T. If the call processing system is
also used by Directory Assistance operators, it will be assigned to the
BOCs because the Directory Assistance operators will make pre-
dominant use of the system. AT&T will share capacity in that system
under the contracts for the sharing of multifunction facilities.
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providing Intercept service. These DBAS systems also update
and maintain Calling Card and other billing information files
that are used by operators providing Call Completion and
Assistance Services. The personnel who run these systems work
at Data Base Administration work centers.

Sixteen of the DBAS systems are multi-service systems that
are used to support the provision of both intralLATA and
interLATA operator services. These multi-service DBAS sys-
tems and their associated work centers are used predominantly
to support intralLATA operator services and will be assigned to
the BOCs.*® Where required, the BOCs will provide data base
maintenance service through these systems to AT&T under the
contracts for the sharing of multifunction facilities.

"800 Service" Directory Assistance is provided through a
call processing system and a data base retrieval system. The
three No. 5 ACD call processing systems used for "800 Service"
Directory Assistance will be assigned to the BOCs because these
systems are used predominantly for regular Directory Assis-
tance service and for intraLATA "800 Service" Directory
Assistance. AT&T will share capacity in these call processing
systems under the contracts for the sharing of multifuction
facilities. The data base retrieval systems used for interLATA
and intraLATA "800 Service" Directory Assistance are the 800
DAS / C systems ( 800 Directory Assistance System/Computer).
The operators who use these call processing and data base
retrieval systems work at "800 Service" operator work centers.
Because the data base retrieval systems and operator work
centers for "800 Service" Directory Assistance are used pre-
dominantly for interLATA calls, these systems and work cen-
ters will be assigned to AT&T.

The No. IA Service Evaluation Systems (No. IA SES) are
used to observe and assess quality control on operator-handled
calls for all Bell System operator services. These systems are

45 The remaining nine DBAS systems and associated work
centers are single function facilities. Five perform only the Intercept
support function, and these will be assigned to the BOCs. Four of the
DBAS systems and associated work centers perform only the Call
%\_?_rgﬁ)_letion and Assistance support function; these will be assigned to
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located at No. IA SES work centers. By January 1, 1984, the
Bell System will have approximately ten of these work centers,
and by that date each center will be used to observe and assess
quality control for either intralLATA operator services or inter-
LATA operator services. The BOCs will be assigned all No. IA
SES work centers that will observe and assess Directory Assis-
tance and Intercept services, and the Call Completion and
Assistance and "800 Service" Directory Assistance No. IA SES
work centers will be assigned to AT&T. This assignment will
result in approximately seven No. IA SES work centers being
assigned to the BOCs (one per region), and three being
assigned to AT&T.

(7) Computer Hardware for Network Facilities Oper-
ations Systems

Another type of central office facility that must be assigned
is the computer hardware used to run network facilities oper-
ations systems.46 Network facilities operations systems
frequently referred to as mini-computer systems are em-
ployed for surveillance, administration, and maintenance of
particular network facilities such as switching systems, carrier
systems, circuit and radio equipment, and other central office
equipment and outside plant. The computer hardware used to
run these systems are located at mini-computer operations
centers, or, in some cases, adjacent to network facilities work
centers. Bell System investment in the computer hardware
associated with these systems is contained in Account 261.3
(Computer and AMA Systems). 4’

46 The assignment of rights in all software associated with such
computer hardware is described in Part I1.A.1, infra.

47 Account 261.3 contains investment in computer hardware used
to run mini-computer systems, as well as investment in main-frame
computer hardware located at BOC data processing centers. Main-
frame computer hardware is used by the BOCs for a variety of
purposes, including administrative and operations functions. The
main-frame computer hardware will continue to be used pre-
dominantly by the BOCs after January 1, 1984, and, accordingly, this
hardware and the BOC data processing centers where it is located will
be assigned to the BOCs. To the extent that a BOC may run a main-
frame system in support of an interLATA function, it will do so under
contract with AT&T.
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Computer hardware used to run network facilities oper-
ations systems that support intraLATA network functions will
be assigned to the BOCs. Similarly, computer hardware used to
run network facilities operations systems that support inter-
LATA network functions will be assigned to AT&T. Examples
of these systems are discussed below in subsections (a) and
(b), respectively.

Computer hardware used to run network facilities oper-
ations systems that support both intralLATA and interLATA
network functions will be assigned as follows. Where the
computer hardware is associated with a single network facilities
work center, the hardware will be assigned to the entity that is
assigned ownership of the network facilities work center. If the
computer hardware is not associated with a single network
facilities work center, the hardware will be assigned to the
entity which will make predominant use of the hardware as of
January 1, 1984. The measure of usage will depend on the type
of system operated on the computer hardware and the type of
support it provides. Thus, the measure of usage may be based
on data base characteristics, such as trunks or alarms monitored
by the system, or on the amount of central processing unit time
("CPU time") it takes to run an operations system for either
AT&T or the BOCs. Where it is not feasible to measure
predominant use by data base characteristics or by the amount
of CPU time, other measures of usage will be taken, such as the
number of reports generated for each entity by the computer
hardware.

The entity which has been assigned the multifunction
network facilities operations system hardware will run the
operations system on the hardware for the other party under
contracts for the sharing of multifunction facilities. For exam-
ple, if a BOC has been assigned a mini-processor associated
with a multifunction switching system work center, the BOC
will run the network facilities operations system on the mini-
processor for AT&T pursuant to those contracts. In most cases,
the sharing of the operations systems hardware will not require
the disclosure of proprietary information to the other party. In
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those cases involving the sharing of operations systems hard-
ware where disclosure of such information is necessary, or
access to such information would be possible by the other party,
the use of the proprietary information will be protected by the
contractual provisions prohibiting unauthorized and unneces-
sary disclosure and improper use. Examples of multifunction
network facilities operations systems are discussed below in
subsection (c).

(a) IntraLA TA Network Facilities Operations Sys-
tems

There are approximately 530 network facilities operations
systems that are used in support of intraLATA network func-
tions. These include systems used for intralLATA switching
operations; systems used for intraLATA switching surveillance,
administration and management operations; and systems used
for local distribution planning and operations.

[lustrative of the operations systems that are used in
conjunction with intralLATA switching operations are COSMOS
(Computer System for Mainframe Operations), a wire center
system used in subscriber loop assignment on mainframes in
end offices; and SPCS-COER (Stored Program Control
Systems-Central Office Reports), which processes traffic data
for electronic switching systems performing an end office
function. Illustrative of the switching surveillance, adminis-
tration, and management operations systems used for in-
tralLATA traffic is AMARCS (Automatic Message Accounting
Reporting Center System), which collects billing data from
electromechanical Class 5 offices.

An example of a local distribution planning operations
system is CCUAP (Computerized Cable Upkeep Adminis-
trative Program), a system that analyzes outside plant mainte-
nance activity. Other examples include LATIS (Loop Activity
Tracking Information System), which keeps track of in-
stallation and maintenance of subscriber loops; and PACO
(Pole Attachment Conduit Occupancy), which assigns duct and
pole space for outside plant facilities.
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(b) InterLATA Network Facilities Operations Sys-
tems

There are approximately 145 network facilities operations
systems used in support of interLATA network functions.
These operations systems include systems used for surveillance,
administration, and management of switching operations; sys-
tems used for interLATA private line special service switching
operations; systems used for the operation of transmission
facilities in the interLATA network; and a system used to
support PICTUREPHONE Meeting Service. *8

Two examples of interLATA switching surveillance, ad-
ministration, and management systems are ESSAS (Earth
Station Surveillance Alarm System), which monitors and con-
trols satellite facilities; and 1A-RMS (Remote Monitoring
System), which monitors certain toll switching systems. Exam-
ples of interLATA private line switching operations systems are
CENSS (Customer Enhanced Network Status System), which
provides status reports on switching for private switched com-
munications services; CSACCS (Customer Service Adminis-
trative Control Center System), a network surveillance system
for certain private switched services; CTAS (Common Traffic
Administration System), a customer trunk administration ser-
vice for interLATA private networks; ENADS (Enhanced
Network Administration System), a system of computer pro-
grams for surveillance and control of Enhanced Private
Switched Communications Service (EPSCS) and Electronic
Tandem Network Service (ETN); and ODAMAS (Operations
Development And Management System), which supports the
management of EPSCS.

A transmission facility operations system used only in
support of interLATA network functions is RPMS (Radio
Protection Monitoring System), which provides trouble report-
ing and performance monitoring for long-haul microwave

48 PICTUREPHONE is a registered trademark of AT&T.
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systems. PMOSS is the system that provides administrative and
operational support for PPCTUREPHONE Meeting Service.

(C) Multifunction Network Facilities Operations
Systems

Multifunction network facilities operations systems include
approximately 340 systems that support switching and trans-
mission systems that are themselves multifunction facilities, or
support both facilities that perform only intraLATA functions
and facilities that perform only interLATA functions. These
multifunction network facilities operations systems are used by
switching system work centers, by transmission facilities work
centers, and at Network Control Points.

Two operations systems that are used at switching system
work centers are MAC-OSS (Machine Administration Center-
Operations Support System), which administers circuit orders
for No. 4 ESS switching systems; and ODADIS (Office Data
Assembler Data Integrity System), which supports the retro-
fitting of No. 4 ESS switching systems with new generic
programs. Other examples include PBC (Peripheral Bus
Computer), an operations system that provides real time
surveillance and performance analysis of No. 4A Crossbar
switching systems; and TFMS (Trunk and Facilities Mainte-
nance System), an operations system that automates several
phases of trunk and facility maintenance for No. 4A Crossbar
switching systems.

Additional examples of switching operations systems are
ATA (Automatic Trouble Analysis), which is used by switching
system work centers to analyze trouble on crossbar switching
systems; and SCANS (Software Change And Notification
System), used to change software in electronic switching sys-
tems. Preventive maintenance to avoid outages in switching
systems is assisted by COMMS-PM (Central Office Mainte-
nance Management System-Preventive Maintenance); and the
maintenance of electronic switching systems and related net-
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work terminal equipment is supported by SCCS (Switching
Control Center System). Traffic data collection from switching
systems is monitored by CSAR (Centralized System for Ana-
lysis and Reporting).

Surveillance and management of multifunction switching
operations are assisted by NOTIS (Network Operations
Trouble Information System), which assists operator work
centers in reporting switching system troubles nationwide; and
NSCS (Network Service Center System), which is used to
prepare reports on interoffice call irregularities. Multifunction
operations systems for special services switching operations
include CMS-3A (Circuit Maintenance System-3A), which
assists in installation and maintenance of special services cir-
cuits; SSS (Special Services System), which measures perform-
ance by special service facilities; and SARTS (Switched Access
Remote Testing System), which performs circuit testing for
special services.

Operations systems for transmission facility work centers
include CTMS (Carrier Transmission Maintenance System),
which provides automatic, in-service tests for coaxial and radio
carrier systems and associated multiplex terminal equipment;
LASS (Local Alarm Scanner System), which recognizes, logs,
analyzes and clears alarms for the CTMS system; DTSS
(Digital Transmission Surveillance System), which monitors
digital data facilities; CAROT (Centralized Automatic Report-
ing On Trunks), which is used in trunk testing; FMAS (Facility
Maintenance and Administration System), which monitors and
performs a fault-location function for high capacity digital
transmission systems, such as lightwave systems; and FAMAS
(Facility Management System), which is an administration
system used to support transmission facilities management
centers. Others are CPMS (Cable Pressure Monitoring Sys-
tem), which monitors the air pressure in outside cables; and
RMMS (Regional Maintenance Management System), which
maintains and tests transmission facilities.

Three systems support the Network Control Points (dis-
cussed in Part [.A.l.a.i.(4), supra). These are NCPAS (Net-
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work Control Point Administration System), which supports
the work centers responsible for the maintenance, adminis-
tration, and short-term engineering of the Network Control
Points; NCPDS (Network Control Point Data System), which
collects, processes, accumulates, and distributes data pertaining
to CCIS (Common Channel Interoffice Signaling) messages
received at the Network Control Points; and USS (User
Support System), which administers the records for DSDC
(Direct Services Dialing Capability) service.

(8 ) Network Management Operations Centers and
Systems

In addition to network facilities operations systems associ-
ated with the maintenance, administration, and engineering of
the network, a discrete set of systems are designated as network
management operations systems. These systems, together with
the network management centers they support, are designed to
enhance the ability of the network to complete calls on a
minute-by-minute, day-by-day basis. They are, therefore,
important to the continued provision of high quality telephone
service and to meeting national security and emergency pre-
paredness needs. *°

AT&T and BOC investment in computer hardware used to
run network management operations systems is contained in
Account 261.3 (Computer and AMA Systems). AT&T and
BOC investment in the network management centers that
administer these systems is contained in several Accounts:
Account 211 (Land ); Account 212 (Buildings ); Account 221
(Central Office Equipment); and Account 261 (Furniture and
Office Equipment).

The primary function of the network management centers
and systems is to optimize the call-carrying capacity of the

49 The steps that will be taken to ensure that the network will
continue to meet national security and emergency preparedness needs,
and the arrangements for a BOC "single point of contact to help
coordinate national security and emergency efforts, are discussed in
Part I1.D, infra.
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network during contingencies such as major outages, peak

calling periods, or capacity overloads in individual portions of
the network. Without network management intervention du-

ring such contingencies, the ability of the network to complete

calls ("network throughput") declines. The major cause of this

decline is switching system component (senders/transmitters)

delays  delays which are made worse by repeated attempts to

complete calls both by customers and by switching systems.

Network congestion, if left unchecked, not only has an undesir-

able effect on that portion of the network which is congested,

but also can affect switching performance in connected switch-
ing systems and ultimately in a large portion of the total

telecommunications network.

Today, the Bell System assumes overall responsibility for
network management down to and including end offices.
Network management activities are carried out in three levels
of network management centers.

The first level is comprised of Network Management
Centers (NMCs), which are supported by the EADAS/NM
(Engineering and Administrative Data Acquisition System/
Network Management) operations system. EADAS/NM pro-
vides surveillance and control capabilities for all levels of the
switching hierarchy, including many end offices. These switch-
ing systems are connected to the EADAS/NM system through
an intermediate traffic data collection system (typically
EADAS). Those switching systems that have their own traffic
data collection system, such as No. 4A Crossbar or No. 4 ESS,
connect with EADAS/NM via direct data links.

By collecting and analyzing traffic data, imminent network
congestion can be identified and corrective action taken in toll
and local switching systems in a large geographical area, such
as an entire metropolitan area or operating company. This
allows such an area, called a "cluster," to be surveyed and
managed as a whole by a Network Management Center. There
presently are twenty-seven of these Network Management
Centers in the United States. From one such EADAS/NM-
supported center, network managers can monitor and control
up to several hundred switching systems.
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The second level of the network management hierarchy
consists of Regional Operations Centers (ROCs). Each
Regional Operations Center is also supported by EADAS/NM
and provides surveillance and control capabilities similar to
those in the Network Management Centers. In contrast to a
Network Management Center, which has direct responsibility
for the surveillance and control of the toll and local switching
systems within its cluster, each Regional Operations Center has
responsibility for coordinating activities between the two or
more Network Management Centers in its region and for direct
surveillance and control of regional toll switching systems
(Class 1) and CCIS Signal Transfer Points. Currently, there
are ten switching regions in the United States and, therefore,
ten Regional Operations Centers. Two of these centers are
stand-alone centers, and eight of these centers are combined
with Network Management Centers.

The third level of the network management hierarchy is a
single center called the Network Operations Center (NOC ),
located at Bedminster, New Jersey. This center, which is
supported by its own unique operations system the Network
Operations Center System (NOCS) is responsible for
coordinating network management among the ten Regional
Operations Centers in the United States and two network
management centers in Canada. It is also responsible for
international network management. Data is transmitted from
the EADAS/NM systems used by the Network Management
Centers and the Regional Operations Centers to the Network
Operations Center System via a dedicated interEADAS data
network. The hub of this network is a data switch, called the
"Data Transfer Point," which furnishes the Network Oper-
ations Center System with surveillance data for all major toll
and international switching systems in the United States. The
Data Transfer Point is also used to switch interEADAS data
between NMCs and ROCs and between the ROCs and the
NOC.

Ownership of the NOC, the two stand-alone ROCs, the
eight combined ROC/NMCs, the nineteen remaining NMCs,
and the operations systems associated with these centers will be
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determined based on the projected predominant use of each
center as of January 1, 1984. The predominant user of each
center will be identified by calculating which entity will have
the greatest number of data base entries in the EADAS/NM
system in that center as of that date. Such data base entries
include the number of trunk group traffic registers (peg counts
on a trunk group, overflow from a trunk group, usage on trunks
in the trunk group); the number of preplanned network
management controls; and the number of machine measure-
ments (dial tone speed and transmitter time-outs). Network
management centers that survey and control switching systems
used predominantly for interLATA traffic will be assigned to
AT&T. Network management centers that survey and control
switching systems used predominantly for intralLATA traffic
will be assigned to the BOCs.

It is expected that under this predominant use test the
major portion of the existing NMCs and ROCs and their
associated operations systems will be assigned to the BOCs.
The Network Operations Center ( and its associated systems) is
used predominatly for interLATA traffic and will be assigned to
AT&T. The function of the NOC will be coordination of the
activities of the Regional Operations Centers that will be owned
by AT&T. Similarly, ownership of the Data Transfer Point will
be assigned to AT&T because it is used predominantly for
surveillance and control of interLATA traffic. The Network
Management Centers assigned to the BOCs will no longer use
the Data Transfer Point to switch network information to other
network management locations.

After divestiture, network management activities in the
AT&T interLATA network and network management activities
in each of the BOC intraLATA networks will be conducted by
separate entities. Because these separate networks must contin-
ue to provide integrated call completion capabilities, however,
their surveillance and control activities will need to be coordi-
nated, just as there is coordination today with the independent
telephone companies. Moreover, although the NMCs assigned
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to the BOCs will primarily survey and control BOC switching
systems that serve only intraLATA and LATA access functions,
in some instances these NMCs will also survey and control
switching systems that serve both an end office (Class 5) or
intraLATA tandem function for the BOCs and interLATA
functions for AT&T's network. °° Similarly, the AT&T-owned
ROCS will survey and control not only switching systems which
serve only a tandem switching function in AT&T's interLATA
network, but also interLATA tandem switching systems in
which the BOCs have shared capacity. AT&T and the BOCs
will conduct their mutual surveillance activities pursuant to
contractual agreements. It is expected that network control
actions to alleviate network congestion will be governed by
industry agreements.

The BOC-assigned network management centers will
coordinate with and cooperate in the network management
efforts of all interLATA carriers on a nondiscriminatory basis.
To ensure equal treatment of all interLATA carriers during
network contingencies, development is underway to provide the
NMCs that will be assigned to the BOCs with the ability to (i)
block calls to a particular 1 OXX (carrier access code) by
discrete central offices so that the effects of overloads in a single
interLATA carrier's network on the BOC intralLATA networks
and the interLATA networks of other interLATA carriers will
be minimized; (ii) block calls to NPA-NXX (area code and
central office code) combinations without regard to which
interLATA carrier access code the customer used; and (iii)
limit terminating calls on incoming trunk groups during periods
of congestion in terminating switching systems to protect those
switching systems from further congestion. In addition, devel-
opment is underway to enable BOC Network Management
Centers to receive surveillance data on LATA access traffic for
each interLATA carrier from BOC switching systems in order to
identify and control network congestion caused by a single
interLATA carrier.

50 As noted in Part I.A. l.a.i, supra, the BOCs will be assigned all
switching systems that perform an end office (Class 5) function.
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ii. Outside Plant

This section of the Plan of Reorganization discusses the
assignment of the second major category of network facilities,
outside plant. Outside plant includes all of the cable, wire,
associated electronics, and supporting structures, such as con-
duit, pole lines, and guyed towers, that are used to interconnect
central office locations or to connect telephone subscribers to
central office equipment. Also included in the generic term
"outside plant" as used in this section are self-supporting
towers. As with central office facilities, outside plant facilities
will be assigned according to their function. Those facilities
performing only intralLATA functions will be assigned to the
BOCs, and those facilities performing only interLATA functions
will be assigned to AT&T. Outside plant facilities performing
both intralL, ATA and interLATA functions will be assigned on
the basis of predominant use.

For the purpose of assigning ownership, outside plant
facilities will be classified into readily transferable units such as
cable sheaths, conduit runs, and pole lines. For example,
conduit will be assigned according to the predominant use of
the entire conduit run rather than according to the predominant
use of each foot of duct in the conduit. Such classifications, like
the work area groupings of circuit and radio equipment, permit
separation of facilities into operationally distinct units and
minimize assignments that would be physically impractical or
would result in an artificial fragmentation of facilities.

The description of the allocation of outside plant facilities
set forth below has been divided into four subsections: (1)
Cable and Aerial Wire; (2) Conduit; (3) Pole Lines, Guyed
Towers, and Self-Supporting Towers; and (4) Rights-of-Way.
These subsections reflect groupings of outside plant facilities
based on the functions which they perform in the network
rather than on the titles of the accounts or subaccounts in which
the Bell System investment in such facilities appears. Each

subsection indicates the applicable USOA accounts or sub-
“ccounts.
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(1) Cable and Aerial Wire

Bell System investment in cable > and aerial wire used in
the transmission of voice and data signals in the network is
recorded in Accounts 242.1 (Aerial Cable ); 242.2 (Under-
ground Cable); 242.3 (Buried Cable); 242.4 (Submarine
Cable); and 243 (Aerial Wire). For the purpose of asset
assignment, the same criteria will be applied to all cable and
aerial wire, i.e., assignment of ownership will be based on
function and not upon account designation, means of deploy-
ment, or technology. °> Thus, the discussion in this subsection
applies to all cable and aerial wire (hereinafter "cable"),
except where otherwise noted.

(a) Single Function Cables

Cables performing only intralLATA functions will be as-
signed to the BOCs. Thus, the BOCs will be assigned all cables
within a LATA that contain only subscriber circuits, i.e., the
circuits connecting an individual subscriber's telephone to an
end office. These subscriber cables usually consist of a main
("feeder ) cable and multiple distribution cables ('side legs")
that connect the feeder to subscriber locations.

The BOCs will also be assigned all non-subscriber cables
serving only an intraLATA function. This category includes
those cables containing only circuits connecting two or more
end offices within a LATA and carrying intraLATA traffic, and
those cables containing only circuits connecting end offices to

LA cable is a medium, surrounded by a protective sheath, over
which electrical or light signals are transmitted for purposes of
communication. The medium may be aluminum or copper wire pairs,
coaxial tubes, or lightguide fibers. A cable is defined by the
function( s) its circuits perform without regard to the type of service,
e.g., MTh or private line, it is used to provide. Cables that link end
office distributing frames to subscriber premises are referred to as
subscriber cables. Cables that connect one central office with another
central office are known as trunk (interoffice) cables.

52 The transferable unit for Bell System investment in Accounts
242.1, 242.2, 242.3, and 242.4 will be a cable sheath, including all

conductors and associated electronics, such as repeaters and apparatus
cases.
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local tandem switching systems and carrying intralLATA traffic.
The BOCs will also be assigned all cables containing only
circuits that are used to provide intraLATA services such as
intraLATA private line service.

Another type of cable that performs a solely intraLATA
function is non-central office riser cable (included in Account
242.1). These cables are used in multi-story customer buildings
to connect the outside plant facilities at a building entrance
point (e.g., cable vault or frame) to the network distribution
points on each floor of the building. Except for riser cables in
central offices, riser cables serve the intralLATA function of
connecting the customer's telephone to the end office. All non-
central office riser cables (including any intrasystem wiring
contained in the cable sheath) will therefore be assigned to the
BOCs.

The BOCs will be assigned ownership of all cables that
connect two or more buildings of a single customer where the
customer's premises are within a LATA or immediately on
either side of a LATA boundary. Such cables (sometimes
known as interbuilding tie cables) occur most often in campus-
like or industrial park situations and serve the network dis-
tribution function by extending the network to each of the
customer's buildings.

Cables that perform only intraLATA functions include
cables containing only circuits that are used for existing Local
Calling and non-optional Extended Area Service (EAS)
arrangements. These arrangements provide regulatory-
approved non-toll calling areas larger than ordinary exchange
areas in recognition of particular local communities of interest.
Such cables will be assigned to the BOCs.

AT&T will generally be assigned ownership of all cables
providing a solely interLATA function. This includes cables
containing only circuits connecting two switching systems per-
forming solely interLATA functions. Similarly, cables contain-
ing only circuits connecting two points of presence for
interLATA private line services will be assigned to AT&T.

In one limited instance, certain cables performing a solely
interLATA function will be assigned to the BOCs.  This
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situation occurs in cables containing only circuits which connect
a Class 5 switching system in one LATA with a Class 5
switching system in another LATA. Presently, a call is routed
between end offices based on the digits dialed by the customer.
The end office switching system routes the call over a number of
possible cable paths according to traffic volume. With respect
to certain of these cables, the BOCs must be permitted the
flexibility to route their traffic in accordance with volume
demands until the BOCs can rearrange their facilities to route
all interLA'STsA calls to an interexchange carrier's POP within
the LATA.

(b) Multifunction Cables

As with other multifunction facilities, the principle guiding
the assignment of cables containing circuits that perform both
intraLATA and interLATA functions is predominant use. ®*
Thus, a high capacity trunk route (backbone route) traversing
the LATA will be assigned to AT&T. Such high capacity routes

53 Such rearrangements will be completed within five years
except in those limited instances in which the rearrangements would
require construction of new facilities that could not otherwise be
economically justified. In these instances, the rearrangements will be
completed as soon after the five year period as is economically
feasible.

s+ The predominant use of a multifunction cable will be ascer-
tained by comparing the number of intraLATA circuits contained in
the cable with the number of interLATA circuits. The designation of
circuits as intraLATA or interLATA will be determined from circuit
assignment records, and adjusted to reflect the types of changes
planned to occur between now and January 1, 1984, that are listed in
n.30 at p. 20, supra. An intraLATA circuit is a circuit that has
originating and terminating points that are generally in the same
LATA and that is used to provide intraLATA or LATA access
functions. IntraLATA functions include, for example, transmitting
MTh traffic between two end offices within a LATA or, in connection
with a private line service, transmitting signals between a customer's
locations within a LATA. LATA access functions include transmitting
MTS qr private line traffic between a customer and an interLATA
carrier s POP. An interLATA circuit is a circuit that has originating
and terminating points that areg\eneral ly in different LATASs and that
is used to provide interLATA functions.  InterLATA functions
include, for example, transmitting MTS traffic between two switching
systems performing Class 4 or higher functions in different LATAS
and transmitting private line traffic between two POPs in different
LATAs.
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are derived by analog or digital carrier systems and provide up
to several thousand voice-grade circuits on a single cable, which
may be used for private line or other services in addition to
MTS.® Such a route connecting metropolitan areas in different
LATAs predominantly serves an interLATA function even
though it may include multiple intraLATA segments. For
example, a high capacity cable transmission system from New
York City to Washington, D.C., primarily contains circuits that
perform an interLATA function, although along segments,
("mid-links ") of the cable route it may also contain some
circuits that perform intralLATA functions. InterLATA back-
bone routes, including mid-links, will be assigned to AT&T,
and the BOCs will be able to contract for capacity on them.
Similarly, where a high capacity trunk route predominantly
performs intralLATA functions, the route may form an in-
traLATA backbone. For example, a high capacity lightguide
cable system from Cedar Knolls, New Jersey, to Freehold,
New Jersey, may primarily contain circuits which perform
intralLATA functions, although it may also contain circuits
which perform some interLATA functions. IntraLATA back-
bone routes, including mid-links, will be assigned to the BOCs,
and AT&T will be able to contract for capacity on them.
Unless it is a mid-link in an interLATA backbone route, %
any cable that transmits traffic from a switching system per-
forming the end office (Class 5) function to a switching system
in the same LATA performing the Class 4 function will be
assigned to the BOCs. Similarly, a cable connecting an end

%5 A backbone is a cohesive transmission system designed on an
end-to-end basis. Consequently, fragmentation of the backbone into
segments would destroy its technical and economic viability. Back-
bone routes are multiplexed in increments of master groups, i.e., 600
voice-grade analog or 672 digital circuits, and are cross-connected
above the voice-band level. In many instances, backbone routes also
include maintenance, alarm, and test facilities monitored on a 24-hour
basis from centralized locations which control all or major portions of
the backbone.

56 A cable that is a backbone route or a mid-link in a backbone
route will always be assigned as specified above rather than under any
pf the other assignment rules set forth in this Part of the Plan.

ikewise, circuit or radio equipment that is an interLATA backbone
joute or a part of an interLATA backbone route will always be

esignated as interLATA in determining the predominant use of a
rentral office work area, and circuit and radio equipment that is an

traL ATA backbone route or a part of an intraLATA backbone route
will always be designated as intraLATA.
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office with any other AT&T Point of Presence (such as a
Serving Test Center) within the same LATA will be assigned to
the BOCs.

A cable connecting a switching system performing an end
office function with a switching system performing the Class 4
function located in another LATA will be assigned as follows.
The BOCs will be assigned ownership of the cable from the end
office to a demarcation point within the LATA. > AT&T will be
assigned ownership of the cable from the demarcation point to
the switching system performing the Class 4 function. The
same rule will apply to cable facilities connecting a switching
system performing an end office function with any other AT&T
POP serving another LATA.

A cable connecting a switching system performing an end
office function with a local tandem switching system located in
another LATA may be a multifunction cable. If the cable is
predominantly used for intralLATA functions, it will be as-
signed to the BOCs. If the cable is predominantly used for
interLATA functions, the BOCs will be assigned ownership of
the cable from the end office to a demarcation point within the
LATA; AT&T will be assigned ownership of the cable from the
demarcation point to the local tandem switching system.

Multifunction cables may also include cables containing
circuits connecting two or more toll offices or AT&T Points of
Presence. These cables, like other multifunction cables, will be
assigned to the predominant user.

Another category of multifunction cables is wire line
entrance links (WLEL) cables. @ WLEL cables connect a
microwave radio transmitter and associated multiplexing equip-
ment with a nearby central office. Multifunction WLEL cables

will be assigned to the predominant user of the radio equip-
ment. %8

*" The demarcation point may be a manhole, cable splice, or
other identifiable point similar to the existing demarcation points
between the facilities of the BOCs and the facilities of independent
telephone companies.

%8 In some instances, WLEL cables contain circuits that perform
a single function. A single function WLEL cable will be assigned
according to the intraLATA or interLATA function the cable's circuits
perform.
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Multifunction cables also include cables containing both
subscriber and interoffice circuits. These cables will be assigned
to the BOCs even if the cables cross LATA boundaries and even
if the use of the cables is predominantly for interLATA traffic.
This is because the construction, assignment, and maintenance
of subscriber circuits is central to the provision of exchange
telecommunications as explained below.

After divestiture, the BOCs will have the responsibility of
assigning subscriber circuits to particular customers, keeping
records of the circuits which connect to each customer's tele-
phone, and maintaining customer service. The assignment and
reassignment of subscriber circuits in a cable to meet changing
customer growth patterns makes administration of the sub-
scriber circuits more dynamic than that of interoffice circuits.
Moreover, if an interoffice circuit fails, the circuit can be taken
out of service temporarily and traffic routed over other circuits
without a noticeable effect on customer service. In contrast, if a
subscriber circuit fails, the customer loses service. Maintenance
personnel are required manually to disconnect the customer
from the damaged circuit and reconnect to another subscriber
circuit. Thus, subscriber circuits require substantially more
hands-on maintenance than interoffice circuits.

These BOC maintenance and administrative responsi-
bilities and related record-keeping requirements associated with
subscriber cable make it undesirable to require the BOCs to
lease subscriber circuits in cables owned by AT&T. Accord-
ingly, such cables containing subscriber circuits will be assigned

60
to the BOCs.

59 If a significant portion of such a cable contains only interoffice
circuits, that portion without subscriber circuits ( between identifiable
demarcation points) will be assigned according to the other assign-
ment rules set forth in this Part of the Plan.

0 When only a small fraction g(g five percent) of the circuits in
a cable are subscriber circuits, the BOC will transfer these subscriber
circuits to another cable if such transfer is economically feasible, and
if such transfer would result in the cable being assigned to AT&T
under one of the other rules set forth in this Part of the Plan. If the
transfer is economically feasible but the BOC is unable to effectuate
the transfer of the subscriber circuits prior to divestiture, the BOC may
lease the subscriber circuits from AT&T until the transfer is com-
pleted.
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(2) Conduit

Conduit is used to carry network transmission cables from
one central office building to another and from central office
buildings to customer premises. The Bell System investment in
conduit is contained in Account 244 ( Underground Conduit).

Conduit, like other outside plant facilities, will be assigned
according to its function. ® Conduit predominantly serves local
telecommunications traffic in metropolitan areas. In such areas,
where above-ground facilities are often infeasible and where
telecommunications traffic is heavy, conduit is an efficient
means of supporting cable transmission systems. Because of the
expense and difficulty of construction, conduit is not often used
to carry traffic over long distances and outside of metropolitan
areas. Buried or aerial cables or microwave radio facilities are
more often used for long distance and non-urban traffic.

The vast majority of conduit presently existing in the Bell
System is administered and maintained by the BOCs. The
BOCs' analysis of present and future system needs determines
the size and placement of conduit. Only a limited amount of
such conduit also incidentally serves interLATA traffic.

Because the construction, administration, maintenance,
and use of most existing conduit make it clear that such
structures predominantly serve intralLATA functions, it will not
be necessary to undertake a detailed study of the usage of all
duct feet in each conduit run. The few conduit runs that will be
used exclusively by AT&T will be owned by AT&T. All other
conduit runs will be assigned to the BOCs. The non-owning
entity will contract with the owning entity for conduit capacity.

(3) Pole Lines, Guyed Towers, and Self-Supporting
Towers

Also included among outside plant facilities are pole lines,
guyed towers, and self-supporting towers. These facilities are
used in the network to support aerial cables, microwave radio

61 For purposes of asset assignment, conduit will be divided into
identifiable units composed of an entire conduit run between two
central office buildings or between a central office building and some
other termination point. Such units will be readily assignable and can
be efficiently administered and maintained.
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equipment, and other transmission equipment. Bell System
investment in pole lines and guyed towers is contained in
Account 241 (Pole Lines). Bell System investment in self-
supporting towers is contained in Account 212 (Buildings).

Pole lines are the poles, cross-arms, and related equipment
used to carry aerial wire or cable along a given route, e.g.,
between a customer's premises and a central office building or
between central office buildings. ®> Pole lines are used most
often outside metropolitan areas in places where the volume of
communications traffic does not demand conduit or a radio
transmission facility or where laying conduit or buried cable
would be physically impractical.

Pole lines are predominantly used for short-haul traffic in
these outlying areas. Because pole lines carry aerial cable
which is exposed to the elements, and therefore require contin-
uing maintenance, the number and type of cables they can
support is limited. Given these characteristics, pole lines are
seldom used for long distance toll traffic. ~Moreover, where
BOC and AT&T functions are combined on pole lines, the BOC
use is nearly always predominant. Accordingly, only those pole
lines that will be used solely for interLATA traffic will be
assigned to AT&T. All other pole lines will be assigned to the
BOCs.

Guyed towers (Account 241) are steel frame structures,
secured by guy wires, that are used to support network trans-
mission equipment, e.g., microwave antennas or mobile-radio
antennas. Self-supporting towers are similar to guyed towers,
but generally are larger, support more equipment, and stand
without guy wires.

62 For purposes of asset assignment, poles will be assigned as a
line rather than pole by pole. Each branch pole line will be assigned
as a separate line.

63 Self-supporting towers may be free-standing along a trans-
mission route or may be attached to or a part of a Bell System
building. The discussion here governs assignment only of those self-
supporting towers that stand apart from a building. Self-supporting
towers attached to or a part of a building will be assigned to the entity
which will own that building. The criteria for assignment of buildings
are discussed in Part I.A.3, infra.
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Ownership of guyed towers and self-supporting towers will
be assigned according to the function performed by the equip-
ment that the towers carry or support. A microwave tower, for
example, that carries microwave radio antennas and that is
associated with repeaters and other transmission equipment at
the base of the tower will be assigned according to the
intralLATA or interLATA nature of the traffic served by the
antennas and equipment. Towers supporting equipment per-
forming solely intraLATA functions will be assigned to the
BOCs; those supporting equipment performing solely inter-
LATA functions will be assigned to AT&T. Towers that
support multifunction transmission equipment will be assigned
to the entity that is the predominant user of that equipment.

(4) Rights-of-Way

Each of the outside plant accounts discussed above in-
cludes the original investment in all leaseholds, easements,
rights-of-way, and similar interests in land having a term of
more than one year that were acquired in connection with the
outside plant facilities in that account. Such interests in land
will be assigned to the entity that will own the associated
outside plant facility. The procedures for assignment of these
interests will be governed by the lease, contract, or other
document creating the interest. AT&T and the BOCs will
execute the necessary real estate documents to effect the
assignment of the land interests. °* Additional leasing, subleas-
ing or joint-use agreements between the assignee of the land
interest (AT&T or BOC) and the other entity (AT&T or BOC)
will also be executed as required.

The principal outside plant facilities for which assignments
of rights-of-way (and other interests in land) will be required
are buried cable (Account 242.3), underground conduit (Ac-
count 244), and pole lines (Account 241). A right-of-way
supporting multiple cables, conduit, or pole lines will be
assigned to the predominant user of the right-of-way.

64 In a few instances (principally where the grantor is a railroad
or federal agency), rights-of-way associated with outside plant facil-
ities may be "non-assignable." A new agreement between the entity
which will own the facility (the assignee designated by this Plan) and
the grantor of the right-of-way will be sought in such circumstances.
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b. CONTRACTS FOR SHARING OF MULTIFUNCTION NET-
WORK FACILITIES

The ownership of multifunction network facilities used for
both interLATA and intralLATA traffic will be assigned to
either AT&T or the BOCs as described above. As a matter of
practical necessity, however, AT&T and the BOCs will continue
to share the use of most of these facilities after divestiture in
accordance with that part of the Decree that expressly permits
the "sharing, through leasing or otherwise, of multifunction
facilities so long as the separated portion of each BOC is
ensured control over the exchange telecommunications and
exchange access functions" (Decree, § I(A) (2 ) ). This subsec-
tion of the Plan of Reorganization discusses the contracts that
will govern such joint use of multifunction network facilities.

AT&T and each BOC will enter into a contract for the
sharing of multifunction network facilities. Each contract will
contain provisions of general applicability for all facilities
covered by the contract. Within the framework of these general
provisions, the multifunction facilities to be covered by the
contracts will be grouped into six categories: (a) switching
facilities and equipment power; (b) cable transmission facilities
and structures; (c) central office circuit equipment and radio
transmission equipment; (d) operator services work centers,
systems and services; (e) land and buildings; and (f) oper-
ations centers and support systems. Specific provisions will be
included in the contracts for each category of multifunction
facilities and there will be specific terms for certain types of
equipment within each category. Each contract will also
include schedules identifying each multifunction facility cov-
ered by the contract by location and description.

Certain basic principles and goals will govern these con-
tracts. First, the contract terms will be the same whether AT&T
or the BOC is the owner of the multifunction facility covered by
the contract.

Second, the contracts will assure that a BOC has sufficient
control over the intralLATA telecommunications and exchange



56

access functions of any AT&T-owned multifunction facility that
the BOC shares with AT&T to enable the BOC to meet its

regulatory, common carrier and Decree obligations. = BOC
control of these functions in an AT&T-owned multifunction
facility will be reflected in contractual provisions regarding the
establishment of performance standards for each type of shared
facility, changes in or modifications to a shared facility, and
guarantees of specified amounts of capacity in shared facilities.

Third, although the Decree does not limit the time period
for sharing of multifunction facilities, AT&T and the BOCs
intend to cease sharing network facilities as promptly as is
reasonably feasible. Accordingly, the contracts will include
terms intended to facilitate the changeover of multifunction
facilities to exclusively interLATA or intralLATA facilities as
soon as practicable while recognizing resource limitations, the
need to avoid service difficulties and the need to prevent
inordinate additional costs.

Thus, the contracts for shared multifunction facilities will
not be for an indefinite period of time, and instead will be for a
specified duration with special provisions for earlier termina-
tion. On the other hand, the party which does not own the
facility will have a right of renewal for a specified term. When
there is early termination, the contract will provide for special
termination payments to protect the owner against possible
economic loss.  Moreover, contract terms will permit the
specification of a declining amount of capacity to be provided
over the life of the contract so that the non-owner may
gradually "phase out" of the facility.

Fourth, the multifunction facilities generally will be oper-
ated and maintained by the party owning the facility in
accordance with its own standard procedures.

Fifth, the contracts will contain restrictions on the use and
dissemination of proprietary information and trade secrets
owned by either party.

Consistent with these general principles, each contract
entered into between AT&T and the BOCs for sharing
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multifunction facilities will include the following principal
terms: (a) a description of the multifunction facilities to which
the contract applies; (b) a definition of the units of capacity or
service and the amount of capacity or service to be provided for
each facility; (c) specifications and responsibilities for perform-
ance levels and standards; (d) responsibilities for planning,
construction, maintenance, and engineering; (e) changes in
multifunction facilities, including changes in features and func-
tions; (f) costs to be shared by the parties; (g) monthly billing
charges; (h) restoral of service in the event of outages; (i)
liability for outages and other indemnity provisions; (j) com-
pliance monitoring, including audits; (k) protection of proprie-
tary information and trade secrets; (1) limitations on use of
multifunction facilities; (m) resolution of disputes; and (n)
contract duration. A description of each of these principal
terms and the process for implementation of the contracts is
given below. Additional provisions for particular facilities will
be incorporated, as required, in the basic contracts.

i.  Description of the Multifunction Facilities

Each contract will have a schedule identifying by location
or appropriate inventory code the multifunction facilities and
associated systems, work centers, and other support facilities
that the contract covers. The contracts also will cover and
identify multifunction facilities under construction or planned
for construction at the time of divestiture that will be shared by
the parties. In this fashion, the parties and the regulatory
authorities will be able to identify all the elements of jointly-
used facilities.

ii. Amount of Capacity Covered by the Contract

For each multifunction facility covered by the contracts, a
specified amount of capacity in, or service from, each multifunc-
tion facility which will be available for the use of the non-
owning party for the initial term of the contract will be set forth.
This specified amount will be agreed to prior to the date of
divestiture. A varying amount of capacity during the term of
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the contract may be specified. For example, the lessee may
forecast a declining need for leased capacity as arrangements
for separate facilities are made. On the other hand, it may be
necessary to project increasing capacity.

Any limitation on the amount of capacity to be specified in
the contract as available for the non-owner will be based on the
ultimate capacity of the facility or system. ®> This means that, in
the event the aggregate of the non-owner's and the owner's
forecasted requirements for the facility during the initial con-
tract term exceeds the planned capacity of the facility, and the
planned capacity is less than the ultimate capacity, the owner
will increase the capacity up to the ultimate capacity of the
facility to meet the contracted requirements of the non-owner as
well as its own requirements. If the aggregate of the non-
owner's and the owner's forecasted requirements exceeds the
ultimate capacity of the facility, the capacity available to the
non-owner will be that part of the ultimate capacity remaining
after satisfying the owner's forecasted requirements.

The forecasts will be made by the parties to the contract
prior to the date of divestiture. @ However, upon mutual

65 The ultimate capacity of facilities such as switching machines
and many support systems, is the design limit of each facility, as
existing or as planned to be modified in the owner's construction plans
at the date of the contract, which cannot be exceeded due to the
engineering architecture of the physical equipment. For example, the
ultimate capacity of a No. 4A crossbar switch may be dictated by one,
or a combination, of the following parameters: trunk terminations, call
attempts per hour, and usage measured in Hundred Call Seconds
(CCS) . The ultimate capacity of a particular facility or system may
vary with design and location. The ultimate capacity of facilities such
as land, buildings, cable transmission facilities (up to the maximum
realizable fill of the cable using technology in existence or planned for
introduction at the date of divestiture) and structures is limited to the
actual facilities existing, under construction or in the owner's construc-
tion plans at the date of the contract. In the case of buildings
designed to accommodate additions, ultimate capacity includes such
additions to the extent permitted by local law. The ultimate capacity
of other facilities such as central office circuit equipment, radio
transmission equipment, operations centers, and some support systems
is limited by practical operational limits such as economy of size,
administrative constraints, and other non-technical limits. In addi-
tion, AT&T will agree to install adequate TSPS and RTA capacity so
that it may meet the Call Completion and Assistance Service require-
ments of the BOCs.
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agreement, the parties may make new forecasts after one year,
and the amounts of capacity available to the non-owner may be
recomputed, and the amounts of capacity to be specified by the
non-owner in the contract may be redetermined. All forecasts
will be prepared by the parties using standard engineering and
forecasting practices consistent in all material respects with the
practices employed for the preparation of each party's construc-
tion program.

After the amount of capacity available to the non-owner is
set forth in the contract, including any change upon recomputa-
tion after one year as discussed above, the non-owner will be
entitled to only that amount of capacity. In addition, while the
non-owning party will be guaranteed that specified amount of
capacity, it will also incur the obligation to pay for that amount,
whether or not it uses such capacity, except to the extent that
the owner actually uses capacity contracted for by the non-
owner. The parties can, however, at any time during the term
of the contract negotiate other changes in the amount of
capacity specified.

The contracts will require the non-owner to pay, for three
years after sharing terminates, the investment costs for addi-
tional capacity added to meet the non-owner's forecasted
capacity needs, if the owner does not use the additional

capacity. This requirement will be set forth in substantially the
following terms:

If (1) this Agreement specifies an increase in avail-
able capacity in any facility or system for the non-owner
during the initial contract period or a renewal period
pursuant to this Agreement, over the amount specified for
initial use of the non-owner, and (2) an increase in the
capacity of the facility or system requiring an additional
investment by the owner is effected during the period of
sharing under this Agreement (including any renewal
period), the termination payments set forth below shall
apply.

The non-owner shall be required to pay, for the three
years following termination of sharing of any multifunction
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facility or system under this Agreement (whether upon
termination of the initial contract period or a renewal
period), the investment costs ( determined as indicated in
this Agreement) in the facility or system for an amount of
capacity equal to the additional capacity. This amount will
be computed as if this Agreement were in effect, provided
that the amounts to be paid by the non-owner shall be
reduced in proportion to the amount of the additional
capacity actually used by the owner, if any, during the
three-year period. In the event of early termination,
payment of these amounts will not begin until the original-
ly scheduled termination of the initial contract period or
renewal period, whichever is applicable.

Additional capacity with respect to any facility or
system is the lesser of the following two amounts:

i. the difference between the amount of capacity
specified in this Agreement for initial use of the non-
owner and the maximum amount specified for use of
the non-owner at any time during the initial contract
period or any renewal period pursuant to this Agree-
ment, and

ii. the total amount by which the capacity of the
facility was increased during the period of sharing
under this Agreement and any renewal period
pursuant to this Agreement where the increase in
capacity required additional investment.

The amount of capacity to be provided to the non-owner
under the contract for each multifunction facility will be
specified in a Schedule to the contract. For example, the non-
owner will contract for the number of units of switching
capacity specified in the Schedule measured in units that relate
to numbers of attempts, terminations, and/or usage measured
in busy hour CCS, depending on the type of switching facility.
The following are examples of the types of units of switching
capacity to be included in the contracts.
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Schedule of ContractG(gd
Switching Capacity

Central Name Name
Name of Office of of Non-
Switch State Location Owner Owner
Contracted Capacity 1984 1985 1986 1987 1988
A. Peak Number Of
Terminations
B. Peak Number Of
Attempts
C. CCS Usage

Thus, each party's use of the capacity in a multifunction
facility will be restricted contractually. Moreover, neither party
will be permitted to subcontract any part of its capacity in a
multifunction facility owned by the other party to a third
party 67 except in the form of services provided under tariff, and
except for nonequipment building space, provided that any
such subcontract does not interfere with the owner's use and
security of any portion of the building.

iii. Performance Levels and Standards

The contracts will specify the performance standards which
must be met by the party owning a multifunction facility.
These performance specifications initially will be based on
current Bell System standards and practices, and will include
engineering criteria such as incidence of blocking, loss stan-
dards, and noise levels. The parties to the contract, upon
review of such standards and practices, may agree on modi-
fications.

The contracts also will provide that the BOC may specify
changes in performance standards for transmission quality on

66 The amount of contracted capacity specified in this Schedule is
to be the amount forecasted by the non-owner for its needs in each
switching facility during the term of the contract, subject to the
capacity requirements forecasted by the owner.

®7 The restriction on subcontracting is also intended to encourage
the parties to end the sharing of multifunction facilities as ex-
peditiously as reasonably possible. Moreover, this restriction avoids
the possibility that subcontractors may obtain access to proprietary
information of either party.
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shared carrier and switching systems necessary for the BOC to
meet the Decree requirements for exchange and exchange
access services, whether or not the BOC owns the facilities,
provided that the BOC will bear all increased initial and
continuing costs of meeting such standards. The specification of
performance standards is designed to insure that BOCs have the
necessary control over shared facilities required to provide
exchange and exchange access functions.

iv. Planning, Construction, Maintenance, and
Engineering

The contracts will provide that the owner of the multifunc-
tion facility is responsible for the planning, engineering, con-
struction, assignment, administration, maintenance, and man-
agement necessary for the operation of the facility in accord-
ance with the owner's own standard procedures unless other-
wise agreed. For example, where a BOC shares capacity in an
AT&T-owned multifunction facility, AT&T will be obliged to
construct and maintain the facility according to its standard
procedures. To the extent that specific construction and main-
tenance procedures relate to engineering standards for trans-

mission quality of facilities required for the BOC to meet the
Decree requirements for exchange and exchange access ser-
vices, the BOC may specify those construction and maintenance
procedures, provided that the BOC will bear all increased initial
and continuing costs of meeting such standards. Moreover, to
enable the owning party to meet the needs of the non-owning
party, the contract will provide, where necessary, for the
exchange of certain types of forecasting data and planning
information pertaining to the multifunction facility. Such data
and information will be treated as proprietary information
under the contract.

In a limited number of instances, where administrative,
economic or maintenance considerations require, the contract
may have AT&T provide a support service, such as mainte-
nance, with respect to a BOC-owned facility (multi or single
function); the maintenance procedures to be followed will be in
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accordance with AT&T standard procedures, unless otherwise
agreed. Similarly, in a limited number of instances, the contract
may have a BOC provide AT&T with a support service for an
AT&T-owned facility ( multi or single function) in accordance
with the BOC's standard procedures, unless otherwise agreed.

v. Changes in a Multifunction Facility

The contracts will specify that changes may be made in a
multifunction facility by the owning party so long as they do not
impair the rights of use of that facility provided under contract
to the non-owning party. Such changes may include expansion
or reduction of the facility's overall capacity, upgrading or
downgrading of the facility consistent with performance stan-
dards determined in accordance with the contract, modifying or
relocating the facility when practical, and, in the case of
electronic switching systems, computer hardware or other
stored program and control systems, retrofitting the systems or
hardware with new programs. Costs of these changes will be
allocated in the same manner as described in Part [.A.l.b.vi,
infra, for other costs, unless the non-owner does not receive any
benefit of the change.

The non-owning party will have the right to require
changes in multifunction facilities (other than increases in
capacity) which will not impair the use of that facility by the
owning party, provided that the costs of any such changes will
be borne by the non-owner, unless the parties otherwise agree,
and provided further, that the BOCs shall have the right to
require changes to be made in existing No. 4 ESS generics
(discussed in Part II.A.l.a, infra) where such changes are
necessary to meet their equal access obligations under the
Decree.

vi. Costs

All of the costs associated with a shared multifunction
facility and its related support systems and work centers will be
allocated between the parties. The associated costs include (1)
investment related costs (depreciation, taxes, owner's cost of
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capital ); (2) primary costs (direct labor, departmental line
supervision, departmental expenses, staff support, operating
rents, and other vendor contract costs ); (3) overhead costs
(social security, relief and pensions, general expenses, insur-
ance, accidents and damages, general services and licenses,
other operating expenses); and (4) a float charge. % The
contracts will allocate these costs by a costing methodology
which, to the extent practicable, will utilize jurisdictional sepa-
rations principles and accounting procedures.  With this
methodology, the total costs associated with all shared facilities
under a contract will first be determined and allocated, and
then will be billed to the non-owning entity on a monthly basis.

The investment related costs will be based on the owner's
total investment supporting a multifunction facility, and will be
allocated between the owner and the non-owner based on the
capacity of the facility specified in the contract for the non-
owner ("contracted capacity”) relative to the total capacity of
the facility. Total investment will include (1) the direct
investment in the multifunction facility (e.g., a multifunction
switching system), (2) the owner's investment in any
supplemental plant or support systems serving only the
multifunction facility (e.g., a power unit serving only the
switching system), and (3) an allocable portion ® of the
owner's investment in any plant and support systems which
jointly serve the multifunction facility under contract and other
facilities (e.g., a switching control center serving the multifunc-
tion switch and a single function switch).

The cost of capital for purposes of computing return on
investment will be based on adjusted net book value, and will
be determined as follows. For embedded multifunction plant
(investment in service as of January 1, 1984), the cost of capital
will be developed as a function of investment as of that date
and the then-authorized rate of return for plant used in

- % For an explanation of "Float Charge,” see Part I.A.l.b.vii,
infra.

69 The allocation of an investment serving more than one facility
will be based upon the relative direct investment in each facility
served, except for building space and equipment power which may be
allocated by relative use of each facility served.
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interstate service. Starting with the third year of each contract,
such cost of capital will be at the owner's then-authorized rate
of return.

For plant under construction at the time of divestiture, or
for plant additions after divestiture, the cost of capital will be
the owner's then applicable cost of incremental capital. The
incremental capital rate will be the owner's authorized equity
return weighted with the cost of new, long-term utility bonds of
the same quality rating as the owner's S&P bond rating, as
estimated in the Salomon Brothers Incorporated "Bond Market
Roundup. ’

The cost of capital will be determined annually, subject to
change from time to time to reflect new rates authorized by
regulators during the contract period. = Where facilities are
subject to regulation by more than one regulator, a weighted
rate will be used if different rates are authorized by the
regulators.

The investment costs will include income taxes on the
equity portion of the return on investment described above and
gross receipts taxes, if any. The computation of income taxes
will include a gross-up factor. Property taxes will be based on
relative total investment subject to tax, and depreciation will be
based on relative investment by class of plant, using deprecia-
tion rates prescribed by the appropriate regulatory commission.

Primary costs include maintenance and repair, house ser-
vice, network administration, engineering, operating rents, right
to use fees ("RTU fees") and other incidental costs that are
directly associated with the multifunction facility and with the
buildings, equipment, systems and other assets supporting the
multifunction facility.  In addition, contract charges’® for
support facilities provided to the owner of the multifunction
facility by the non-owner also will be included as primary costs.
Primary costs associated with a multifunction facility will be
allocated between the owner and the non-owner based on the
specified relative contracted capacity of the facility. Because
primary costs (other than RTU fees) generally are not recorded

0 Contract charges for such support facilities will be computed
based on the same principles described herein for the principal
categories of multifunction facilities.
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by location below the state level, this allocation of costs will
require an identification of that portion of each expense account
or subaccount ( except those covering RTU fees) attributable to
the multifunction facility. This apportionment will be based
upon the contracted direct investment in the facility or system 7!
for which the expense is incurred in relation to total statewide
investment in all facilities or systems associated with such
expense account or subaccount. For example, central office
maintenance for a multifunction switching system will be
allocated to the non-owner based upon the ratio of the con-
tracted direct central office equipment account investment in the
switching system to the total, statewide investment in the
facilities supported by central office maintenance forces. 72
RTU fees for each multifunction facility will be allocated
between the owner and non-owner based on the specified
relative contracted capacity of the facility, except that the fees
for any rights benefiting only one party will be paid by that

party.

Overhead costs are wage related and include social secu-
rity; relief and pensions; general expenses; insurance; accidents
and damages; general services and licenses; and other operating
expenses. All overhead costs are applied against wages on the
basis of the standard overhead cost allocation ratios developed
by each company. In this case, because wages are not directly
identified, the wage component of these primary cost accounts
will be determined in accordance with standard accounting
procedures currently used in the separations process. The
overhead costs will then be loaded on the wages attributed to
the non-owner and included in the contract charges.

Contract charges will include costs for any capacity used by
the non-owner in excess of that specified in the contract. The
contracts may provide a premium charge for capacity used in
excess of the contracted amount.

I Except in the case of directly contracted Operations Centers
and Systems, which may use labor hours as the basis for apportion-
ment.

" In the case of Operator Services IntraLATA Toll and Assis-
tance Services, the operators' wages portion of primary costs will be
allocated between the owner and non-owner on the basis of the
monthly handled call volumes.
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Annually, each owner will compute on a jurisdiction-wide
basis the average percentage of spare capacity of all of the
owner's multifunction facilities of the same type that are
provided under sharing contracts. All investment costs allo-
cated to the non-owner for each multifunction facility will be
multiplied by the factor (| gpare ), Where spare is the
average percentage of spare capacity expressed as a decimal.
Finally, a float component will be calculated in accordance with
Part I.A.l.b.vii, infra, and included in the total contract
charges.

Gross receipts taxes, where applicable, will be included in
the contract charges.

The details of the costing principles will be set forth in a
Standard Costing Manual, incorporated by reference in the
contracts. The Manual also will provide the accounting and
recordkeeping procedures to be used for determining costs.

Vii. Monthly Bills and Float Charge

The contracts will specify that bills be rendered monthly.
A float charge will be calculated and applied for the period
between the time when costs are incurred and contract pay-
ments are due to be received (the "net lag period"). The float
charge will be calculated based upon the owner's cost-of-
incremental-capital rate, computed in accordance with Part
LA.Lb.vi, supra, applied to the total charges (including pri-
mary, overhead, and investment-related costs) for the net lag
period. It will include a tax gross-up component based on the
equity component of the owner's cost of incremental capital and
the composite income tax rate.

The Float Charge will be computed in accordance with the
following equation:
Float =CxLx ct +le T)
12 | x 1-T)
Where: C = Total primary, overhead, and Investment-
related costs
L = Net Lag period in months
[+ = Owner's cost of incremental capital
I e = Equity component of owner's cost of incre-
mental capital

T = Owner's composite Federal, state and local
income tax rate
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viii. = Restoration of Service in the Event of Outages

The contract will have provisions governing restoration of
service resulting from service outages due to equipment failures,
human error, fire, natural disaster, acts of God, or similar
occurrences. The provisions for restoration of service will
reflect two principles. First, restoration priority will be afforded
to those network elements and services affecting National
Security or Emergency Preparedness capabilities and those
affecting public safety, health and welfare as those elements
and services are identified by the appropriate government
agencies. Second, all service will be restored as expeditiously as
practicable and in a non-discriminatory manner.

ix. Liability for Outages and Other
Indemnity Provisions

The contracts will provide that the owning party's liability
for disruptions, errors and omissions in the provision of service
will be limited to a credit for outage time based on a pro-rata
reduction . of the contract payments for the facility involved
during the period of outage, unless the outage is the result of
intentional or willful misconduct of the owning party. This
provision is consistent with the limitation of liability provisions
contained in most tariffs filed by Bell System entities.

The contracts will provide for indemnity between the
parties in substantially the following terms:

To the extent not prohibited by law, each company
shall indemnify the other and hold it harmless against any
loss, cost, claim, injury, or liability relating to or arising out
of negligence or willful misconduct in the indemnifying
party's performance under this Agreement; provided, how-
ever, that any indemnity for any loss, cost, claim, injury or
liability arising out of or relating to errors or omissions in
the provision of communication facilities or services under
this Agreement shall be limited to a credit allowance as
otherwise specified in this Agreement. The indemnifying
party under this section agrees to defend any suit brought
against the other party for any such loss, cost, claim, injury
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or liability. The indemnified party agrees to notify the
other party promptly, in writing, of any written claims,
lawsuits, or demands for which the other party is respon-
sible under this Section and to cooperate in every reason-
able way to facilitate defense or settlement of claims. The
indemnifying party will not be liable under this Section for
settlement by the indemnified party of any claim, lawsuit,
or demand if the indemnifying party has not approved the
settlement in advance unless the indemnifying party has
had the defense of the claim, lawsuit or demand tendered
to it in writing, and has failed to assume such defense.

An example of an occurrence to be covered by the above
provision would be a personal injury, caused by the negligence
of one party, to the employee of the other during performance
of the contract.

x. Compliance Monitoring

The contracts will establish conditions under which desig-
nated employees of the non-owning party may perform audits,
visit the shared facility and require tests to ensure that the terms
of the contracts are being met. The applicable provisions of the
contracts will be in substantially the following form:

The non-owner of any multifunction facility shared
pursuant to this Agreement shall have the right to visit any
such facility upon reasonable notice to insure that the terms
of this Agreement are being met.  Visitation rights will
include the right to inspect the facility, and, upon thirty
(30) days written notice, to perform audits, to review
worksheets, to review performance or service plan data,
and to review documents used in the preparation of bills.

The non-owner shall also have the right to specify
performance or service tests to be performed on the facility
by the owner, in addition to those otherwise required
under this Agreement, upon seven (7) days' written notice
by the non-owner to the owner unless otherwise provided
in this Agreement for specific catagories or types of
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facilities. The costs of such tests will be paid by the non-
owner. Upon request, the owner will furnish a copy of the
test results within thirty (30) days, unless the parties agree
to a shorter period.

xi. Protection of Proprietary Information and Trade
Secrets

The contracts will specify that certain data exchanged or
made available by the parties under the agreement will be
considered proprietary information and will provide for its
protection in substantially the following language:

Unless otherwise provided in existing agreements
(including the Plan of Reorganization), any specifications,
drawings, sketches, models, samples, data, computer pro-
grams and other software or documentation ("informa-
tion") of one party, which is furnished or available or
otherwise disclosed to the other party pursuant to this
Agreement, or by reason of the shared use of a multifunc-
tion facility, shall be deemed the property of the disclosing
Company, and when in tangible form, shall be returned
upon request. Unless any such information was previously
known to the receiving Company free of any obligation to
keep it confidential (other than information known prior to
the date of this Agreement that was considered proprietary
by either party), or has been or is subsequently made
public by an act not attributable to the receiving Company
or its subsidiary or parent, or is explicitly agreed to in
writing by the disclosing Company or as otherwise pro-
vided in existing agreements or elsewhere in this Agree-
ment not to be regarded as confidential, it (1) shall be held
in confidence by the receiving Company and its employees,
contractors or agents, (2) shall be disclosed to only those
of the receiving Company's employees, contractors or
agents who have a need for it in connection with the
sharing of the contracted items hereunder by the two
Companies and shall be used only for such purposes, and
(3) may be used for other purposes only upon such terms
and conditions as may be mutually agreed upon by the
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parties in writing. Neither Company will disseminate or
release material furnished by the other containing such
information to others than their employees, contractors or
agents having a need for it in connection with such sharing
of contracted items hereunder, unless otherwise agreed
upon in writing.

However, each party agrees to give notice to the other
party of any demands to disclose or provide information
under lawful process prior to disclosing or furnishing such
information, and agrees to cooperate in seeking reasonable
protective arrangements requested by the other party. In
addition, any party may disclose or provide information of
the other party requested by a government agency having
jurisdiction over the party; provided that the party obtains
protective arrangements satisfactory to the party owning
the information; and provided further that the party
owning the information may not unreasonably withhold
approval of the protective arrangements.

Interconnection standards that the BOCs have a legal
obligation independent of the contracts to provide to third
parties will be excluded from the definition of proprietary
information within the contract terms covering the relevant
categories of equipment.

Where practical, the contracts will include an agreement to
segregate protected information by procedural or mechanized
means. The costs of such segregation will be allocated on the
same basis as the investment costs in the underlying facility. In
addition, certain information, such as software and documenta-
tion for switching systems and operation support systems and
new product descriptions and specifications, will be specifically
designated as trade secret information. The disclosing com-
pany will have the right to demand, upon unauthorized dis-
closure of any trade secret to a third party, or upon termination
of the contract, the return of all documentation of all trade
secrets exchanged with the other party, in addition to any other
"emedies it may have.
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xii. Limitations on Use of the Multifunction Facilities

The BOCs will be permitted to use a multifunction facility
owned by AT&T only for intralLATA and exchange access
services. As noted in Part [LA.l. a.i. (4 ), supra, if the BOCs lease
capacity in CCIS equipment, or an NCP or STP facility owned
by AT&T, the BOCs will be permitted to use the equipment or
facility only for intralLATA service.

xiii. Resolution of Disputes

The contracts will establish provisions for the expeditious
settlement of disputes. Because many of the disagreements
under the provisions of the contracts will be minor in nature but
will require immediate resolution, the contracts will provide a
procedure whereby either party may immediately refer a
dispute to a standing committee or have the dispute decided by
arbitration. The procedures will be contained in a provision
reading substantially as follows:

a. INTERCOMPANY REVIEW BOARD

Upon demand by either party, any dispute regarding
any right, obligation, duty or liability, arising out of the
provisions of this Agreement, or any dispute regarding
interpretation of any of its provisions, or any other dispute
which any provision of this Agreement specifies is subject
to the provisions of this section, will be referred within two
working days to the Intercompany Review Board.

The Intercompany Review Board will be a standing
committee composed of four members two each from
AT&T and the BOC who will be of at least Assistant Vice
Presidential Level, or equivalent in their respective com-
panies. Upon resignation or retirement of any member
from the Board, the company which placed the member on
the Board will immediately notify the other company of
the name, title, and address of that member's replacement.

Upon referral of any dispute to the Board, the mem-
bers of the Board may meet either in person or by
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telephone, or confer by any other means to resolve the
dispute.  Such resolution may be informal in nature;
however, any resolution which is subsequently memorial-
ized in written form, indicates that it is a Formal Resolu-
tion, signed by all four members, will be incorporated by
reference into this Agreement, and will have the same
force and effect as the other terms of this Agreement.
Formal Resolutions will be numbered sequentially and
dated, and will be distributed to and retained by each

party.
b. MEDIATION

Upon consent of all members of the Intercompany
Review Board, the parties may retain a mediator to aid the
Board in its deliberations by informally providing advice to
the Board after discussion of the dispute. Any opinion
expressed by the mediator will be strictly advisory and will
not be binding on the parties, nor will any opinion
expressed by the mediator be admissible in any arbitration.
The mediator may either be chosen from a previously
selected list, or by other agreement of the Board. Costs of
mediation will be borne equally by the parties. Mediation
is not required prior to a demand for arbitration under this
Section.

C. ARBITRATION

If any dispute referred to the Intercompany Review
Board has not been resolved within ten working days,
either party may demand in writing that the dispute be
resolved by binding arbitration. However, any issues of
interpretation of the terms of the Consent Decree and any
issues regarding validity of the terms of this Agreement or
the validity of any provision of the Plan of Reorganization
as approved by the Court are expressly excluded from the
provisions of this Subsection c. Upon such demand, the
dispute shall be decided by arbitrators in accordance with
the rules set forth in this Section. This Agreement to
arbitrate shall be enforceable under prevailing arbitration
law. The award rendered by the arbitrators shall be final,
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and judgment may be entered upon it in accordance with
applicable law in any court having jurisdiction thereof.
Nothing in the terms of this Agreement is intended to limit
the right of either party to challenge an arbitration award
in the Decree Court on the ground that it is contrary to the

provisions of the Consent Decree or any order of the Court
relating thereto.

Notice of the demand for arbitration shall be filed in
writing with the other party to this Agreement. The
demand for arbitration shall be made within a reasonable
time after the claim, dispute or other matter in question has
arisen, but in no event later than one year after the
termination of this Agreement or any renewal hereof
or in the case of a dispute arising out of a specific
multifunction facility, within one year after the termination
of sharing of that facility under this Agreement.

Unless otherwise agreed to in writing by the parties, upon
receipt of a demand, each party will designate an arbi-
trator within five (5) working days. The two designated
arbitrators will then select a third arbitrator to complete
the full arbitration panel within ten (10) working days, or
as otherwise agreed.

The arbitration panel will commence hearings within
60 days of the selection of the panel, unless the parties or
the arbitration panel agree upon a delayed schedule of
hearings. Either party may send out requests to compel
document production from the other. Disputes concerning
the scope of document production and enforcement of the
document requests will be subject to ruling by the panel of
arbitrators. Other discovery will be subject to agreement
by the parties, or may be ordered by the arbitrators to the
extent economical and reasonable. All discovery requests
will be subject to the proprietary rights of the parties and
the arbitrators shall adopt procedures to protect such
rights. Except where contrary to the provisions set forth in
this Agreement, the rules of the American Arbitration
Association ("AAA") will be applied to all matters of
procedure, including discovery, provided, however, that
the arbitration need not be conducted under the auspices
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of the AAA, in which event the fee schedule of the AAA
should not apply. The arbitrators may obtain independent
legal counsel to aid in their resolution of legal questions
presented in the course of arbitration to the extent they
consider that such counsel is absolutely necessary to the
fair resolution of the dispute, and to the extent that it is
economical to do so considering the financial consequences
of the dispute.

If the arbitrators selected by each party cannot agree
upon a third arbitrator within the time limits set by this
Agreement for hearings, either party may apply to any
court having jurisdiction over this Agreement to select the
neutral arbitrator.  If either party fails to appoint an
arbitrator within the time period set forth, the other party
may apply to any court having jurisdiction over this
Agreement to compel arbitration, and that court shall be
empowered to select the failing party's arbitrator.

If any party subject to the terms of this arbitration
provision fails or refuses to appear at and participate in an
arbitration hearing after due notice, the arbitration panel
may hear and determine the controversy upon evidence
produced by the appearing party.

The arbitration costs shall be borne equally by each
party.

d. CONTINUITY OF SERVICE DURING DISPUTE

Unless otherwise agreed in writing, parties shall con-
tinue to provide service, honor all other commitments
under this Agreement, and continue to make payments in
accordance with this Agreement during the course of
dispute resolution pursuant to the provisions of this Sec-
tion.

xiv. Contract Duration

The duration of the shared multifunction facility contracts
will be established separately for each category of shared
"ultifunction facilities.  The contract terms will specify a
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maximum duration of five years for shared switching facilities;
central office circuit equipment and radio transmission equip-
ment; operator work centers, systems and services; and cable
transmission facilities. The maximum contract duration for
shared land, buildings, equipment power, distribution frames
and structures (including conduit, pole lines, and guyed tow-
ers) will be ten years. Operations centers and systems will have
a maximum duration not in excess of the maximum duration
applicable to sharing of the associated supported facilities.

The initial contract period for the sharing of each
multifunction facility will be specified by the non-owner.
Within each category, shorter periods may be specified for
individual multifunction facilities as appropriate. The owning
party will not retire the facility prior to termination without
consent of the sharing party.

The contracts will specify a right of renewal for the non-
owning party limited to a maximum of three years, except that
shared land; buildings; equipment power; distribution frames;
operator work centers, systems and services; and structures will
have a right of renewal limited to two terms of up to five years
each. The renewals will be upon the same terms and condi-
tions; new forecasts of capacity will be required. The amounts
of capacity available to, and specified by, the non-owner, will
be computed in generally the same manner as described in Part
[.A.l.b.ii, supra.

If the non-owning party seeks to end sharing in a particular
facility prior to the end of the initial sharing period specified in
the contract or prior to the end of the renewal period, the party
will assume its share of the investment costs in the facility, as
specified in the Standard Costing Manual, substantially accord-
ing to the following provision:

If the non-owner seeks to end sharing in a particular
facility prior to the end of the initial sharing period
specified in this Agreement or prior to the end of a renewal
period in accordance with this Agreement, the non-owner
will assume its share of the investment costs in the facility
as if it continued to share the facility until the end of the
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sharing period specified in this Agreement or until the end
of the renewal period in accordance with this Agreement;
provided that the amount of costs to be paid by the non-
owner after early termination shall be reduced in propor-
tion to the amount of the contracted capacity of the non-
owner actually used by the owner, if any, during the
remainder of the sharing period specified in this Agree-
ment or the renewal period, as the case may be.

For each multifunction facility, the contract will specify a
time prior to the termination date of the contract by which any
rights to renewal of the contract must be exercised. If a right to
renewal is not exercised by the required date, the contract will
terminate on the termination date, except that an interim
agreement may be entered into for disposition of the traffic
handled by the shared facility.

In the event the non-owner, at the end of a renewal period,
believes it needs to continue sharing the facility, the non-owner
will have to negotiate agreements with the owner on mutually
satisfactory terms for any subsequent time periods.

xv. Implementation

The process of implementing and administering the
multifunction facility contracts will be coordinated by an Inter-
company Contract Administration Center ( ICAC) to be formed
in each BOC or regional holding company and by AT&T
during the first quarter of 1983.

The process of inventory and assignment of assets is
discussed in Part I.C.2 of this Plan. ¥ When assignment of
multifunction facilities has been established, any specific terms,
conditions or arrangements needed for each shared facility will
be determined and specified in the contracts on a location by
location basis. Cost data for each facility will be developed
using the practices set forth in the Standard Costing Manual.

In the months prior to divestiture, sample bills will be
“xchanged in trial offices using procedures and cost data
developed by the ICAC. This trial period will be accompanied
PY a "true-up" process designated to correct any costing or
PYocedural errors prior to issuance of the first bills under
““ntract after divestiture.



78

2. CUSTOMER PREMISES EQUIPMENT

This portion of the Plan addresses the manner in which
customer premises equipment and related support facilities and
systems will be allocated between AT&T and the BOCs. In
addition to the customer premises equipment itself, this section
addresses the allocation of BOC facilities used in the supply,
marketing, installation, maintenance and repair of customer
premises equipment, including equipment inventories, land and
buildings, furniture and office equipment, materials and
supplies, vehicles and other work equipment. Finally, this
section addresses the sharing by the BOCs under contract of
certain multifunction facilities and support systems that will be
required by AT&T to provide, service, and bill for embedded
customer premises equipment during the period immediately
following divestiture.

a. Assignment of Customer Premises Equipment

The Modification of Final Judgment requires the separa-
tion within the BOCs and retention by AT&T of "all facilities,
personnel and books of account . . . relating to . . . the provi-
sion of customer premises equipment to the public." (Decree,
88 [(A)(2 ), I(A)(4).) The Decree defines "customer premises
equipment” as "equipment employed on the premises of a
person (other than a carrier) to originate, route, or terminate
telecommunications," but not including "equipment used to
multiplex, maintain, or terminate access lines." (Decree,
§ IV(E).)

In its Second Computer Inquiry, ® the FCC required that all
new customer premises equipment provided by the Bell System
after January 1, 1983, must be provided on a detariffed basis by
a fully separated subsidiary not engaged in common carriage.
Under the FCC's decision, the BOCs will cease providing new

73 Amendment of Section 64.702 of the Commission's Rules and
Regulations (Second Computer Inquiry), 77 F.C.C.2d 384 (1980), as
modified on reconsideration, Memorandum Opinion and Order, 84
F.C.C.2d 50 (1980), Memorandum Opinion and Order on Further
Reconsideration, 88 F.C.C.2d 512 (1981), aff'd, Computer & Commu-
nications Industry Ass'n v. FCC, D.C. Cir. No. 80-1471, Slip Op.,
November 12, 1982.
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custome® premises equipment after December 31, 1982, and all
new customer premises equipment provided by the Bell System

after that date will be provided by a fully separated subsidiary
of AT&T known as American Bell Inc. (ABI).”* This new
subsidiary will maintain its own separate books of account and

have€ its own facilities and personnel for the marketing, sales,

system design engineering, installation, maintenance, service

order processing and billing for new customer premises equip-

ment. ©° Initial staffing and facilities for the performance of
these functions will be obtained principally from existing Bell

System employees and facilities.

Thus, approximately one year prior to divestiture, the
BOCs will transfer to AT&T certain marketing, engineering and
service personnel presently involved in the provision of new
customer premises equipment, together with a number of
PhoneCenter Stores located in leased (as opposed to BOC-
owned) space, '° some leased office space, and some office
furniture and related materials. Therefore, in the absence of
any change in the FCC's decisions in Computer Il, the addition-
al transfers that will be required at the time of divestiture will
involve "embedded" customer premises equipment owned by
the BOCs and support personnel and facilities for such em-
bedded equipment.

™ AT&T has petitioned the FCC for a waiver of the FCC's
Computer 1l rules to permit the BOCs to continue to offer new
customer premises equipment during 1983 to meet the special needs
of disabled persons. (AT&T's Petition for Waiver of Section 64.702
of the Commission's Rules, filed October 22, 1982.)

75 The BOCs are authorized by the FCC to provide installation
and maintenance support for new business systems customer premises
equipment provided by American Bell through June 30, 1984. Under
the Modification of Final Judgment, however, such installation and
maintenance support operations of the BOCs are required to be
assigned to AT&T at the time of divestiture.

76 Under Computer Il, the fully separated subsidiary is prohibit-
ed from leasing space in BOC buildings.

77 As the Court pointed out in its August 11, 1982 Opinion,
" [ u] nder the proposed decree, AT&T will retain both the embedded
customer premises equipment and the existing network of retail
outlets” (p. 111), and this allocation was not changed by the

( Footnote continued on following page)
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BOC investments in customer premises equipment are
maintained principally in two accounts: Account 231, Station
Apparatus, and Account 234, Large Private Branch Exchanges
(PBXs ). In addition, some inventories of customer premises
equipment are included in Account 122, Material and Supplies,
and Account 124, Merchandise and Material Held for Sale. As
discussed in more detail below, all of the customer premises
equipment and associated investments contained in these ac-
counts will be assigned to AT&T except equipment used by the
BOCs to provide for their own communications requirements
(hereinafter "official service" equipment), public and semi-
public coin telephones, network channel terminating equip-
ment, and certain other network-type equipment.

i. Station Apparatus

Account 231 includes the original cost ® of all station
apparatus installed for the use of either the BOCs' customers or
the BOCs themselves, except large PBXs and related items in
Account 234. For example, Account 231 contains all BOC
investments in main station telephones, extension telephones,
station sets used with PBXs, key telephone systems, data sets,
teletypewriters, mobile telephones, coin and other public tele-
phones, automatic answering devices and other ancillary equip-
ment, and certain small PBXs. This account also includes the
cost of materials held in stock by the BOCs which are normally
used as station apparatus or additions thereto. All equipment
in this account will be assigned to AT&T except those specific
categories of equipment identified in Part [.LA.2.a.iv, infra.

(Footnote continued from previous page)

modification authorizing the BOCs to provide such equipment after
divestiture (p. 111 n. 248). Space presently used for a PhoneCenter
Store that is located within a building that is being assigned to a BOC,
however, will be assigned to the BOC.

AT&T has petitioned the FCC to permit the detariffing of
embedded customer premises equipment prior to January 1, 1984.
(Supplemental Comments of AT&T, CC Docket No. 81-893, filed
October 28, 1982.) If the FCC approves AT&T's petition, embedded
customer premises equipment and related support personnel and
facilities may be transferred from the BOCs to AT&T prior to
divestiture.

8 Depreciation for all depreciable assets is carried in a separate
depreciation reserve account. See Part 1.B.1, infra.
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ii. Large PBXs

Account 234 includes the original cost, including the cost of
installation, of PBXs and other large installations of station
equipment which require special design or customized treat-
ment due to their complexity or distinctive characteristics. This
account includes large PBX switchboards, together with associ-
ated switching equipment, signaling devices, operators' chairs
and headsets, distributing frames, and cables or wires con-
necting the switchboard to the house or outside cable or wires.
This account also includes some central office-type equipment
installed at the customer's premises such as network channel
terminating equipment. All equipment in this account will be
assigned to AT&T except those specific categories of equipment
identified in Part [.A.2.a.iv, infra.

iii. Other Customer Premises Equipment Accounts

Account 122, Materials and Supplies, contains inventories
of customer premises equipment in three subaccounts.
Subaccount 122-04 contains new and reusable central office and
large PBX equipment held by the BOCs for future use. The
large PBX equipment in this subaccount will be assigned to
AT&T, except that the BOCs will retain network channel
terminating equipment and appropriate items for the mainte-
nance of "official service" equipment. See Part I.A.3.c.iv, infra.

Subaccount 122-07 contains new materials and supplies
held by Western Electric for the BOCs under the Class W
stocking agreement, and Subaccount 122-08 contains new and
reusable materials held by Western Electric for the BOCs under
the Class C stocking agreement. All customer premises equip-
ment and related materials in these two subaccounts will be
assigned to AT&T, except that the BOCs will retain appropriate
equipment and maintenance materials from these inventories to
maintain their own "official service" and network channel
terminating equipment. See Part I.A.3.c.vii-viii, infra.

Account 124 includes the cost of all station equipment
purchased by the BOCs for resale (as opposed to provision
under monthly lease), including applicable transportation
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charges, sale and use taxes, cash and other purchase discounts.
For example, this account contains BOC investments in decora-
tive telephone sets sold through PhoneCenter Stores. It is
expected that the balance in this account at the time of
divestiture will be minimal because, under the FCC's Computer
Il decisions, no new material may be purchased into this
account by the BOCs after December 31, 1982. All investment
in Account 124 will be assigned to AT&T.

iv. Equipment Retained by BOCs

The Modification of Final Judgment permits the BOCs to
retain certain categories of equipment presently included in
Accounts 231 and 234. The equipment in these accounts being
retained by the BOCs consists of "official service" equipment,
public telephones, network cha® 1 terminating equipment, and
certain network-type equipment discussed below. °

(1) Official Service Equipment

The BOCs will retain all station apparatus and large PBXs
in Accounts 231 and 234 being used for "official service,"
except "official service" equipment located in buildings or work
areas that are being assigned to AT&T. %% "Official service"
equipment is generally located on the premises of the carrier
itself and hence is not provided by the BOCs to their customers.
Consequently, "official service" equipment is not customer
premises equipment within the terms of the Decree. @ BOC
ownership of such equipment is equivalent to BOC ownership
of other office equipment such as typewriters or word proces-
sors. Appropriate inventories and parts for the maintenance of
such "official service" equipment will also be assigned to the
BOCs.

®The BOC's use of software to operate this equipment is
covered generally in Part I1LA.1, infra.

% The FCC has proposed to reclassify "official service ™ or
"company used" equipment from Accounts 231 and 234 to Accounts
221, Central Office Equipment, or 261, Furniture and Office Equip-
ment, depending on the function of the equipment. (Notice of
Proposed Rulemaking, CC Docket No. 82-681, paras. 18-21, released
October 4, 1982.)
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(2) Public Telephones

Public and semi-public coin telephones *' and extensions to

such telephones will be assigned to the BOCs because they are
generall” used predomina}'ntly for intralLATA communications.

Non-coin "Charge-a-Call public telephones will be assigned to
AT&T because they are generally used predominantly for
interLATA communications.

(3) Network Equipment and Wiring

As a part of their exchange telecommunications and
exchange access functions, the BOCs will continue to provide
the network interface or registration jack to which the customer
connects his customer premises equipment.  This network
interface, whose technical characteristics are prescribed in Part
68 of the FCC's Rules and Regulations, constitutes the demar-
cation point between the telephone network and the terminal
equipment located on the customer's premises. All equipment,
cable and wiring in Account 234 that is located on the network
side of this interface is part of the exchange and exchange
access service of the BOCs and will be assigned to the BOCs.

(4) Network Channel Terminating Equipment

Network channel terminating equipment is equipment
located on customers' premises for the purpose of providing
certain transmission and/or signaling enhancements and net-
work maintenance capabilities. Representative examples of this
category of equipment include terminating sets, multiplexing
equipment, subscriber pair gain equipment, repeaters, facility
conditioning T carrier terminals, Dial Long Lines units, re-
sponders, and associated cabinets, mountings, wall backboards
and relay racks. Such equipment is physically and functionally

81 The FCC has proposed that public telephone equipment
installed after January 1, 1983 be assigned to a new Account 235,
Public Telephone Equipment, and that repairs of public telephone
equipment after that date be recorded in a new expense Account 607,
Repairs of Public Telephone Equipment.  ( Notice of Proposed
Rulemaking, CC Docket No. 82-681, paras. 8-17, released October 4,
1982.)
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a part of the network side of the network interface, and the
Decree expressly excludes such equipment from the definition
of customer premises equipment ( Decree, § IV( E) ). Except
for certain special situations where the network channel
terminating equipment is at the end of an interLATA channel,
all network channel terminating equipment in Accounts 231
and 234 will be assigned to the BOCs. 82

Efforts have been underway within the Bell System since
September 1980 to separate network channel terminating
equipment in Account 234 from customer premises equipment
both physically and within the books of account. New in-
stallations have been arranged to separate channel terminating
equipment and customer premises equipment since that time.
In many prior installations, however, channel terminating
equipment and customer premises equipment share the same
relay racks or auxiliary cabinets. In these situations, the shared
relay rack or auxiliary cabinet will be assigned on the basis of
predominant use.

(S) Other Network Equipment

Most of the other miscellaneous equipment in Accounts
231 and 234 will be assigned to AT&T. However, certain of
this equipment is an integral part of the exchange and exchange
access service of the BOCs, or is equipment used for "official
service" which the BOCs will retain. Such equipment will be
assigned to the BOCs.

The miscellaneous equipment in Account 234 associated
with "official service" that will be assigned to the BOCs includes
video and microwave equipment and IA, 2A, and 3A data
stations. The other miscellaneous equipment that will be
assigned to the BOCs consists of certain equipment associated
with Centrex-CO service, some Centrex-CU service, 911 service,

ESS-ACD service, secretarial concentrator-identifier systems,
and EPSCS service.

%2 The FCC has proposed that all network channel terminating
equipment and subscriber pair gain equipment be reclassified to
Account 221, Central Office Equipment.  ( Notice of Proposed
Rulemaking, CC Docket No. 82-679, para. 17, released October 4,
1982.)
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Centrex attendant positions, including Centrex consoles
and console cabinets, are an integral part of the Centrex-CO
service provided by the BOCs. Centrex-CO serves over 5
million lines and provides annual revenues of $1.2 billion,
exclusive of station equipment, to the BOCs. There are about
5,000 Centrex consoles in service. In order to protect the
interest of the BOCs and their ratepayers in the provision of
Centrex-CO service, all Centrex attendant positions will be
assigned to the BOCs.

Similarly, 101 ESS switch units used by the BOCs in
providing some Centrex-CU services to existing Centrex-CU
customers % will be assigned to the BOCs. Although the 101
ESS switch unit is located on the customer's premises in the
provision of Centrex-CU service, its operation is controlled by a
control unit located in the central office of the BOC. The switch
unit is not severable from the central office control unit and can
only function with a compatible control unit. The 101 ESS
switch unit is thus an integral component of some Centrex-CU
services provided by the BOCs. Attendant positions associated
with 101 ESS Centrex-CU will also be assigned to the BOCs for
the reasons stated above with respect to Centrex-CO service.

In order to ensure the continuity of the 911 emergency
service provided by the BOCs to facilitate control of and
prompt response to police, fire, medical and other emergency
calls from the general public, equipment located at Public
Service Answering Points used in conjunction with 911 service,
including ANI control cabinets, ALI mini-computers and asso-
ciated consoles and display units, will be assigned to the BOCs.

Similarly, 60-type console control cabinets and mini-
computers such as the AEMIS and BEMIS management report-
ing systems associated with the ESS-ACD service provided by
the BOCs will be assigned to the BOCs. Such equipment used
with Dimension 2000 ACD installations, however, will be
assigned to AT&T.

Although the identifier component of the concentrator-
identifier systems used by telephone answering services is

8 Centrex-CU is an active offering only in Colorado. In other
jurisdictions it is provided only to existing customers.
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physically located on the customer's premises, it must interact
with the concentrator component located in the BOCs' central
office so as to operate as a single system. Such identifier
equipment is thus an integral part of the concentrator-identifier
service provided by the BOCs as a part of their exchange and
exchange access functions. These systems are equivalent to the
multiplexing-demultiplexing equipment that is excluded from
the definition of customer premises equipment and con-
sequently, they will continue to be provided by the BOCs. 8
Secretarial switchboards used by telephone answering services,
on the other hand, are customer premises equipment that will
be assigned to AT&T.

v. Station Connections

Account 232, Station Connections, consisting of inside
wiring for station apparatus and PBXs, connecting blocks,
station protectors, other material and labor costs incurred in the
installation of station apparatus and inside wiring, does not
contain customer premises equipment and, therefore, will re-
main with the BOCs. The Consent Decree divides the network
at the point where interexchange switching is performed and
assigns to the BOCs all assets on the exchange side of that point
excepting only customer premises equipment, a term that the
Decree adopted from the FCC's decisions in Computer 11,%
where the FCC excludes Account 232 in\%%‘stment from the
definition of customer premises equipment.

BOC expenditures for the installation of station apparatus,
inside wiring and related activities on the customer's side of an
on-premises network demarcation point (usually the protector
block) were capitalized in Account 232 for many years by
regulatory order. In 1981, the FCC ordered that future
expenditures for these activities be expensed rather than capi-
talized (with a four year phase-in period) and that existing
BOC investment of this type ( which is recorded in a subclass of
Account 232 for "Station Connections Inside Wiring") be

% Response of the United States to Public Comments, May 20,
1982, pp. 47-48.
85 See Competitive Impact Statement, pp. 46-47 and n.31.

86 Second Computer Inquiry, 84 F.C.C.2d at 61 n.10; 88 F.C.C.2d
at513n.l.



87

recovered over a ten year period in accordance with a pre-
scribed amortization schedule.®” By the date of divestiture,
approximately thirty percent of this portion of the BOCs'
Account 232 investment will have been amortized. @ BOC
investment in the other subclass of Account 232, "Station
Connection Other," consists of drop and block wire and
associated protectors which are an essential part of the BOCs'
outside plant distribution facilities.

b. ASSIGNMENT OF SUPPORT FACILITIES AND EQUIPMENT

BOC facilities and equipment that support the provision of
customer premises equipment, including facilities for the
supply, marketing, installation, maintenance and repair of such
equipment, will also be assigned to AT&T.

i. Land and Buildings

Land and buildings in which space is used or reserved for
future use by the BOCs solely or predominantly to support the
offering, supplying, marketing, installation, maintenance or
repair of customer premises equipment will be assigned to
AT&T. As previously indicated, pursuant to the FCC's Com-
puter Il decision, a number of PhoneCenter Stores and certain
leased office space will be transferred by the BOCs to a fully
separated subsidiary of AT&T on January 1, 1983. The
additional land and buildings that will be transferred to AT&T
at the time of divestiture will consist principally of storerooms,
field services work centers or garages and associated adminis-
trative office space currently being used to support the in-
stallation and maintenance of customer premises equipment,
customer service centers, and some additional office space. The
manner in which the land and buildings being transferred to
AT&T will be selected is described in more detail in Part
[.A.3.a, infra, dealing with land and buildings.

Under the Modification of Final Judgment (Decree,
§ VII[(G) ), where multifunction land and buildings are as-
signed to the BOCs on the basis of predominant use, portions

87 Amendment of Uniform System of Accounts, 85 F.C.C.2d 818,
823-28 (1981), (47 C.F.R. § 31.232).
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that have been used for the supply, marketing, installation,

maintenance, repair, or otherwise for the provision of customer
premises equipment may be leased by AT&T. Similarly, the

BOCs may lease portions of multifunction facilities assigned to
AT&T on the basis of predominant use. The contract terms for
the leasing of such multifunction facilities are described in more
detail in Part I.A.3.a, infra, covering land and buildings.

Leased space and leasehold improvements will also be
assigned on the basis of predominant use, except that where the
lease contains a non-assignment clause and renegotiation of the
lease could not be accomplished on reasonable terms, such
leases will not be assigned from the existing lessee to the other
entity.

ii. Furniture and Office Equipment

Furniture and office equipment will normally be assigned
to the entity whose personnel are using the items at the time of
divestiture, as described in more detail in Part .LA.3.b.i, infra.
Consequently, furniture and office equipment used by BOC
personnel who are involved in the provision of customer

premises equipment and who are being transferred to AT&T,
will be assigned to AT&T.

iii. Motor Vehicles, Tools, and Other Work Equipment

BOC motor vehicles are associated with BOC user force
groups and will follow their users ( see Part I.A.3.b.ii, infra).
Consequently, motor vehicles associated with the user force
groups involved in the provision of customer premises equip-
ment which are being assigned to AT&T, will also be assigned
to AT&T. Likewise, tools and other work equipment used by
personnel involved in the provision of customer premises
equipment will be assigned to AT&T. These allocations are
described in greater detail in Part I.A.3.b.ii, infra, relating to
general equipment.
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C. MULTIFUNCTION SUPPORT FACILITIES FOR EM-
BEDDED CUSTOMER PREMISES EQUIPMENT TO BE
SHARED BY AT&T AND THE BOCs ON AN INTERIM

BASIS

Certain BOC administrative operations and computerized
systems that are used for, and necessary to, the business of
providing, servicing and billing for embedded customer prem-
ises equipment (CPE) are also used for, and necessary to, the
provision of exchange or exchange access services. In certain
cases it is not practical to create separate operations and
systems within the period permitted for divestiture. In order to
enable AT&T to account, service and bill for embedded
customer premises equipment being transferred to AT&T by
the BOC:s, it will be necessary for the BOCs to share certain of
these multifunction support systems for a transition period until
AT&T is able to develop and establish its own systems. The
manner and extent of such sharing is described herein. %

Beginning on January 1, 1983, all new customer premises
equipment provided by the Bell System will be provided by a
new fully separated subsidiary of AT&T rather than by the
BOCs. This new subsidiary =~ American Bell Inc. will have
its own customer record information system, its own service
order processing and account inquiry centers and systems, and
its own billing and collection centers and systems. Although
ABI will be able to contract with the BOCs prior to divestiture
for installation and maintenance services relating to new busi-
ness customer premises equipment, any BOC involvement in
customer premises equipment installed by AT&T after January
1, 1983, will be phased out by the date of divestiture.

Customer service order and billing systems and procedures
can be developed to process the anticipated volume of new

% In contrast to the limited sharing of billing facilities described
herein, a full range of billing functions for interLATA services will be
offered by the BOCs to all interLATA carriers, including AT&T,
under the exchange access tariffs. Such billing services will include
negotiation, credit intake, order processing, and account inquiry and
collections. Pursuant to Appendix B of the Decree, the offering of
billing to all interLATA carriers will permit the BOCs to discontinue
local exchange service to any customer because of nonpayment of
1
nterLATA charges.
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equipment installations relatively quickly and at a reasonable
cost. In contrast, the difficulty faced by AT&T in dealing with
embedded customer premises equipment is enormously more
complex. The BOCs serve approximately 70 million customers
generating $8.5 billion in annual revenue from embedded
customer premises equipment. Moreover, their customer record
information systems (CRIS), which support ordering, billing
and accounting for the full range of BOC services, including
CPE, have been locally developed to meet the unique require-
ments of each BOC, each state, and each local taxing jurisdic-
tion.

The large volume and complexity of the BOCs' records
relating to embedded customer premises equipment render it
operationally impossible for AT&T to attempt to duplicate all
the BOCs' customer records for embedded equipment and
associated facilities and computer systems prior to divestiture.
Consequently, AT&T and the BOCs will share certain systems
and related services for the embedded equipment for a transi-
tion period until the AT&T systems can be made operational
and the records can be transferred.

This section will first describe the means currently used by
the BOCs to provide, service and bill for customer premises
equipment and the major computer systems employed in these
functions. It will then identify the types of services and systems
that will be required by AT&T to provide, service and bill for
embedded customer premises equipment independently of the
BOCs. The manner in which the current BOC systems will be
shared with AT&T during the interim period will also be
explained. Finally, the major contractual provisions which will
govern the BOCs' provision of these interim services will be
described.

i. Current CPE Billing Services and Systems

This part of the Plan will briefly describe the major
operations performed today by the BOCs in negotiating orders,
issuing service orders, billing for service and collectingSg)ay—
ments due with respect to customer premises equipment.

8 The precise manner or sequence in which such operations are
performed, the types of records employed, and the degree of mecha-
nization may vary among individual BOCs. Only major differences
have been expressly noted.
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(1) Order Negotiation

Today, orders for customer premises equipment or changes
in equipment are generally negotiated along with any facility
access arrangements that may be required. Such orders may
originate as a result of telephone negotiations with service
representatives in a Residence Service Center (RSC) or Busi-
ness Service Center (BSC ), face to face negotiation with a
service representative in a PhoneCenter Store, or a premises
visit by the sales forces.

At the time the order is negotiated with the customer, the
service representative may also negotiate directory listings,
establish or change the responsible billing party or name,
establish or change the account address, establish or change the
telephone number, change the grade of service, negotiate
prewiring, arrange for a special payment plan or billing
arrangement, negotiate an appointment for a premises visit,
determine deposit requirements, arrange for a Bell System
Calling Card, or perform any of numerous other functions
unrelated to the provision of customer premises equipment.
Nearly all of these activities, when required, are accomplished
by means of the single service order issued for all equipment
and services.

(2) Service Order Processing

The service representatives prepare a single service order
in an appropriate format for all services and equipment ordered
and forward the order to the Service Order Entry Center
(SOEC) for input into a computerized service order processor.
Orders from the field sales force are written by the SOEC on the
basis of telephone or written contacts from the sales force.
When the service order is entered into the service order
processor, the order is edited by the processor and mechanically
distributed to the appropriate work groups.

The computerized service order processing systems have
been locally developed and are tailored to the individual
operating company's requirements.  Thus, the service order
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processing systems perform similar functions within BOCs but
are not technically compatible among companies. There are
more than 20 different service order processing systems cur-
rently in use in the Bell System. Each service order processing
system has its own logic, language, and rate elements and is run
on locally selected computer hardware.  Approximately 70
million orders, of varying complexity, are processed annually.
Other operating departments are linked to these systems
through approximately 30,000 terminals. The operating
departments which interact with the service order processor

vary by type of order and by BOC, but may include directory,
installation, central office, plant assignment, engineering, comp-
trollers, maintenance and service center personnel.

When all work required by the service order has been
accomplished, completion is reported by telephone to the SOEC
or a separate installation dispatch office. The SOEC or
installation dispatch office notes additional details (such as any
changes in the type of equipment, telephone number assigned,
or address), corrects the service order, and enters the completed
service order information into the processor. The service order
processor then inputs the completed service order information
into the computerized Customer Records Information System
(CRIS) and other computerized systems which support main-
tenance, directory and emergency operations (E911) systems.

(3) Bill Preparation and Rendering

The CRIS data base and processing systems have been
designed locally and tailored to meet local BOC needs. Thus,
like the service order processing systems, they perform similar
functions within the BOCs but are not compatible among
companies. Each system has its own logic and language and is
run on locally selected hardware. The rate elements, rates, tax
factors and other information contained in the data bases
necessarily vary by jurisdiction.

The CRIS system and associated billing systems consume
over one third of the Bell System's computing resources,
accounting for nearly one billion dollars in corporate ex-
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penditures in 1982. The CRIS data bases contain the source

data for all billing activity, bill inquiry activity and numerous

other computer systems associated with maintenance and test-

ing of customer lines and equipment. The records for approxi-

mately 70 million customer accounts are maintained in the BOC

CRIS data bases. There is no separate billing data base of
customer premises equipment.

When the completed order is entered from the service
order processor into the CRIS system, CRIS performs a func-
tion known as rating. Each component of premises equipment
and service, identified by specific codes called Uniform Service
Order Codes (USOCs ), is associated with the appropriate rate
in effect in the applicable jurisdiction. The CRIS system must
generate different recurring and/or non-recurring rates for the
same USOCs depending upon differences in the class of service
or additional information in the service order indicating cus-
tomer selection of a particular pricing arrangement. To accom-
modate rate changes approved by appropriate regulatory bod-
ies, the CRIS system must be able to apply one recurring rate
for an item of service for a period of time and then automati-
cally change the recurring charge to a different rate. The rating
function is largely mechanized in most BOCs.

CRIS then posts charges and complete service and equip-
ment records to the customer account. The accounts must be
maintained in sufficient detail to permit generation of detail on
service and equipment listings, directory advertising, in-
stallment billing and other data necessary for processing. The
records must permit determination of account information such
as total local service, directory advertising and amounts subject
to various taxes and permit reconciliation of in and out activity
to account and central office totals.

Three general types of information are stored for use in
determining each customer's monthly bill: service and equip-
ment, customer account information and message detail. The
data is updated as appropriate.

As a major function of bill preparation, CRIS applies taxes
to all taxable items, which will eventually appear as a separate
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line on the customer bill. The technical methodology differs
among BOCs and must meet the requirements of the involved
taxing jurisdiction. There may be as many as five levels of
taxation federal, state, county, local and "other. " ?° The
taxing function is also largely mechanized in most BOCs.

The customer's billing date is usually determined by
central office prefix. For each billing cycle, CRIS processes the
bills to be forwarded for printing and mailing for a pre-
determined set of accounts. The set of accounts is devised to
balance the processing and workload on a day-to-day basis.
Given specified circumstances, the CRIS systems can generate
expedited customer bills.

The scheduling of load modules (sets of closely related
programs) which comprise the actual billing run is a complex
process which includes consideration of commitments to issue
bills, volume of input, run times per module, processing capa-
city, availability of disk and/or tape drives and condition of the
computer hardware.

There are two basic formats for billing customers: regular
monthly bill and final bill. All bill formats can be computer
generated on the same form using a free-flow concept which
individually structures each statement, printing only that infor-
mation which is required. All billing detail records are
prepared on sequential pages of the same stock. Two types of
initial and final bills can be produced, depending upon when,
prior to the billing date, service was initiated or discontinued.
The determination of the appropriate bill format is a mecha-
nized function. Printing machines produce the bills page by
page.

Bill insertion is largely a mechanized function. Inserting
equipment separates bills by recognizing a small mark on the
first page of the bill and inserts each bill into an envelope.

Approximately 95 percent of customer bills are sorted by
zip code to take advantage of postal discounts. Sorting is also a

% Mountain Bell, for example, must contend with more than 500
taxing jurisdictions in computing the taxes associated with private line
terminal equipment.



95

mechanized process, done either prior to bill printing or during
bill insertion.

(4) Payment Processing

The processing of payments is initially determined by the
type of payment, e.g., regular cash payment (current or ad-
vance), deposits (current or account to be established), mis-
cellaneous, dishonored check or adjustment voucher. Specific
procedures apply to each type. Payments are batched, bal-
anced, reported and deposited. Any errors or out-of-balances
must be corrected. Dishonored checks are recharged to the
customer s account. The degree and type of mechanization
differs among BOCs.

Recording of customer payments is comprised of two main
activities: preprocessing and application. Preprocessing in-
volves editing, formatting and control to ensure that all data
entered into CRIS is accurate and meets all form and content
requirements necessary to effect the appropriate change to the
customer account. Application refers to the actual processing
wherein each payment transaction is applied to the customer
account in accordance with criteria established for the particu-
lar type of transaction involved. Payments on a customer live
account reduce the "total balance due" on the customer master
record. Posting of advance payments to a new customer's
record results in creation of an advance payment record which
is carried with the customer record until the next customer
billing date.

Details of customer deposits are carried as part of the
customer record. The posting of dishonored checks on regular
and final accounts increases the "total amount due" on the
customer record and is indicated in the dishonored check field
in the customer record as a tool for analysis of credit risk.
Unapplied transactions are transferred to an error hold file with
a notice specifying the reason payment was not applied.

As part of the application process, CRIS also performs
daily reconciliations of cash received with cash deposited in the
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bank, daily reconciliation of cash processed in the system, and
monthly reconciliation of payments entered in the system with
the amount applied to customer accounts.

CRIS also provides for mechanized treatment (notices to
the customer and/or business office) of overdue accounts.
Residence, business and final accounts ( residence or business)
are separately categorized. Whether a particular customer is
subject to credit treatment depends upon a combination of that
customer's payment history, the amount due and the category
in which the customer falls. A reminder notification is mechani-
cally generated to the customer and/or business office when
payment has not been received by a specified number of days
after the due date. The guidelines for late payment treatment
differ among BOCs and may be affected by regulatory direc-
tives.

CRIS systems also perform journalization of revenues to
provide corporate accounting information. Double entry ac-
counting is employed to distinguish revenues from receivables,
which may be broken into subaccounts. The Uniform System
of Accounts (USOA) determines breakdown classifications
which delineate revenue and receivable components. This is
largely a mechanized function.

(S) Account Inquiry /Collection

Customer inquiries concerning billing and company-
initiated collection activities are handled by service representa-
tives in the Account Inquiry Center, a separate functional unit
of the business ofce. ' These service representatives process all

' Many BOCs are still in the process of "functionalizing"
business offices—i.e., separating service representatives performing
account inquiry services from those performing order negotiation or
service order typing services described above. Generally, function-
alization is more pervasive in Business Service Centers than in
Residence Service Centers. Where functionalization has not occurred,

the same service representatives perform both order negotiation and
account inquiry services.
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billing inquiries and adjustments of charges for toll, exchange
and miscellaneous products and services. These centers also
perform direct company-initiated customer contact work rela-
ting to collection of overdue accounts and are responsible for
suspension or termination of delinquent accounts (including
issuance of service orders to disconnect service) and manage-
ment of uncollectible accounts, including referral to the legal
department for collection.

Service representatives of the Account Inquiry Center also
assist customers with requests for information not related to
order negotiation or billing and toll inquiries. Examples are
directory requests, annoyance calls, requests for duplicate bills
and repair service requests.

The Account Inquiry Center is the principal customer
contact for customer complaint resolution and assumes respon-
sibility for personal resolution to the customer's satisfaction or
referral to the group or higher level of management capable of
satisfying the customer.

As part of its responsibility for managing uncollectibles
and collection activities, the Account Inquiry Center establishes
or adjusts guidelines for security requirements for deposits and
advance payments for implementation by all service center
personnel and the sales forces.

Access to the locally developed CRIS data base is essential
to Account Inquiry Center operations. Account Inquiry Center
service representatives require access to billing records, equip-
ment records, directory listing records, directory advertising
contracts, directory assistance records and access to service
orders. Billing records, equipment records and directory listing
records are contained in the locally developed CRIS data base
and can be produced on microfiche records or accessed by a
specialized computer system. Many companies have locally
developed versions of such systems, commonly termed Business
Office Support Systems ( BOSS) or some variation thereof. The
lack of uniformity of such systems is attributable in part to the
diversity of CRIS programs, logic and hardware and to the
differences in the organization of local BOC business offices.



98

Even where BOSS or BOSS-like systems are in use, many
companies are still in the process of phased conversion, which
may take several years. Thus, even within BOCs, the type of
records supporting account inquiry functions may be a mix of
microfiche, paper or mechanized records.

ii. Services and Systems Required to Support Inde-
pendent Provision of Embedded Equipment

This section will describe AT&T's current plans for serving
customers with embedded customer premises equipment fol-
lowing divestiture. The huge embedded CPE base with which
AT&T must contend can only be managed through the use of
computer systems. The functions to be performed by AT&T to
serve embedded CPE customers will govern the type of com-
puter systems that must be in place to support those functions.
Essentially, the functions required are a subset of those de-
scribed above for current operations. The major categories of
order negotiation, order entry, billing, payment processing and
account inquiry and collections will all be required. However,
the need for certain operations, and the complexity of those
operations, are substantially different for business and residence
accounts. Because of these differences, AT&T's embedded CPE
business and residence operations will be separately organized
and are described separately below.

(1) Business

After divestiture, AT&T embedded CPE business orders
will primarily originate through telephone contact with a
business office which services multi-line business customer
accounts exclusively. °> There will also be a sales/service force
which will visit customer premises as the requirements of the
business dictate. = Orders will be negotiated for embedded
equipment (in inventory or refurbished) and, if the customer
requests AT&T to act as its agent to procure other cornmu-

%2 One and two line, non-key business customers will be served
by the Residence Service Center.
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nications services, customer requirements for exchange access

and interexchange services will be determined. AT&T repre-
sentatives will also process move, change, and disconnect
orders. The representative taking the order will require access

to current customer equipment records and the ability to
generate new customer records or modify existing records. The

representative will need to determine from the customer the
basic account information (name and address, for example),

equipment desired, credit information, installation dates and, if
AT&T is to act as the customer's agent, access and inter-

exchange requirements. The representative will then need

access to a service order system which will distribute orders to

the installation forces and, ultimately, to the AT&T business

billing system.

If the customer has requested AT&T to act as its agent, the
representatives may negotiate exchange access and inter-
exchange services on the customer's behalf, from the BOC and
appropriate interexchange carriers respectively, in the same
manner as other equipment vendors. To the extent such
activities are performed, AT&T business representatives will
also require a means of storing data on the services negotiated
on the customer's behalf in the AT&T customer record system.

The AT&T service order processing requirements for em-
bedded business CPE are a subset of the current BOC require-
ments in that orders need not contain directory information and
will not require distribution to directory, facilities assignment,
operator services or central office personnel. Nonetheless, the
processing requirements remain extensive in view of the com-
plex business equipment provided, the need to transmit infor-
mation to the installation forces and the need to store basic
access and interexchange service data when acting as the
customer's agent. The service order system must also interact
with the billing system and the maintenance system.

AT&T will also require a system to perform CRIS-like
functions for billing and recordkeeping.  This system will
perform functions similar to the current BOC system but would
contain only the equipment portion of the current service and
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equipment file and no message/usage file. The billing functions
performed would be very similar. However, data center
capacity requirements will be a fraction of the current BOC
systems and are expected to decline over time. AT&T will
initially manage about 2.2 million embedded CPE multi-line
business accounts.

AT&T business account inquiry personnel will require
access to billing information for treatment and collection func-
tions for embedded CPE. This could take the form of a BOSS-
type computer system or microfiche records. Account inquiry
requirements should be substantially smaller than those of the
BOCs, however, because only a relatively small portion of the
current account inquiry Woggdoad of the BOCs relates to
customer premises equipment.

2) Residence94

Currently, there are approximately 63 million residence
accounts in the Bell System. Although substantial transitional
problems are presented by the sheer volume of the records for
these accounts, residence accounts are much less complex than
business accounts. Most residential accounts involve only one
access line of a common type and two or three telephone
instruments. Very few residence accounts involve more than
three access lines and half a dozen instruments. This contrasts
sharply with account records for large business customers which
may involve hundreds of pages of equipment elements and
specialized access line requirements. As a result, AT&T
processing requirements for embedded residence CPE are
actually more similar to those of other utilities with relatively
few service offerings than to the requirements for serving
embedded CPE business customers.

AT&T plans to establish regional Residence Service Cen-
ters accessible to customers via a toll free 800 telephone

93_The vast majority of account inquiries involve directory
advertising, toll or exchange services.

94 This section also applies to one and two line, non-key business
accounts, which will be served by the Residence organization.
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number. These centers will handle all customer contact work
for embedded CPE residence customers by telephone, including
order negotiation, order inquiries, billing inquiries and mainte-
nance negotiations.  Orders will be taken primarily by tele-
phone. AT&T does not currently plan to seek or accept agency
status for negotiation of exchange access or interexchange
services in behalf of residence customers with embedded CPE.

AT&T will maximize residence customer participation on
orders for new service (equipment in inventory), changes in
equipment, additions or disconnections of leased equipment,
delivery or recovery of instruments. Customers will be offered
the options of mail, pick up or return at customer service centers
or, if requested, a premises visit. Equipment may also be
offered for sale in place or from inventory.

Upon receiving a request for maintenance, customer con-
tact employees will determine the responsible party for repair,
determine if a mailout of equipment with a modular cord is
appropriate and, if necessary, refer the customer to a customer
service center or arrange a direct shipment or a premises visit.
Customers who receive a replacement set via direct shipment
will be billed for the defective set if it is not returned within a
reasonable period of time.

Service order processing and customer record and billing
systems requirements to serve residence customers will be
substantially different from the current BOC systems. No
directory or access services will be negotiated.  Generally,
customer records need be updated only for leased equipment.
Premises visits will be offered only if specifically requested by
the customer. In view of the relatively small account balances
for leased residence equipment, billing may be conducted
quarterly instead of monthly.

The Residence Service Center serving embedded CPE
customers will require complete records of all embedded resi-
dence equipment. These records must be accessible to the
clerks negotiating orders. Customer identification information,
“quipment orders and the delivery option selected must be
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processed and distributed to the appropriate delivery group,
Order completion information will be required for billing.

The billing/records system must be capable of rating,
taxing and charging recurring and one time charges, although
the number of rate elements will be far fewer than those
required for business accounts. Payment processing and treat-
ment functions will be required. Access to billing records will
be necessary for account inquiry functions.

ili. Requirements for Joint Use of Multifunction Fa-
cilities During Transition

This section will describe the transition arrangements
required as AT&T moves from the current integrated methods
of business operations described in subsection (i) above and
establishes its own independent systems to perform the func "
tions described in subsection (ii). AT&T operations during the
period of transition required for conversion to its own billing
and service order processing systems will be fully separate from
the BOCs with the exception of joint use of BOC service order
processing, CRIS, billing information systems and BOC pro-
vided collection functions provided pursuant to contract. Per-
sonnel required by AT&T to perform its separate embedded
CPE business operations will be assigned to AT&T at divesti~
ture. There will be no additional personnel transfers, other
than general "true-up"®® transfers as AT&T systems are estab-
lished and joint use of facilities is terminated.

Where shared use of multifunction facilities by the BOCs
and AT&T is planned, such joint use has been limited to those
situations where there is no reasonable alternative and the
duration of joint use has been kept to a minimum, consistent
with the physical or economic limitations encountered. All
AT&T use of BOC facilities will be eliminated at the earliest
feasible time, including termination of sharing arrangements on
a phased basis by region and BOC where possible. As is more
fully described below, in no instance will the same personnel

% see Part 1.D.3, infra.
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perform work for both a BOC and AT&T with respect to
embedded CPE.

(1) Operations During Transition — Business

At the time of divestiture, all order negotiation functions
for multi-line embedded CPE business accounts will be moved
to separate AT&T business offices. In order to negotiate orders
for embedded business customer premises equipment, AT&T
personnel will require access to customer equipment records.
Access will be provided to the local BOC CRIS system contain-
ing customer records in whatever form they are currently
available in that BOC: computer terminal, microfiche, or paper
records. The BOC will own the data base, software, and
computer system and provide access to AT&T under contract at
fully compensatory rates, including a return on investment.
Data pertaining to embedded customer premises equipment
will be owned by AT&T.

After equipment orders are negotiated, AT&T personnel
will prepare a service order for equipment only and transmit the
order via an AT&T service order network to AT&T installation
and maintenance forces. The installation forces will provide
service order completion information back to the AT&T service
order personnel for entry into the BOC service order processor
and subsequent input from the service order processor into the
BOC CRIS system for billing and recordkeeping. The BOC
service order processor will be owned by the BOC, which will
provide access to AT&T under contract at fully compensatory
rates. AT&T personnel will not be permitted to order or
change access lines or access line data in the BOC CRIS or
service order processor. If, pursuant to a specific customer
request, AT&T acts as the customer's agent to obtain access
services from the BOC, AT&T will do so by separately con-
tacting the same personnel in the BOC who deal with all
equipment vendors and on the same terms and conditions as
the BOC offers to all vendors.

Until conversion, AT&T billing and recordkeeping for
“mbedded CPE business accounts will be performed by the
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BOC CRIS system. One customer bill with one total amount
due will be rendered during this transition period, but charges
will be separately stated for AT&T embedded customer prem-
ises equipment. AT&T charges will be accompanied by a
statement comparable to that required for AT&T interexchange
billing (see Decree, § VIII(E) ), and customers will be directed
to call the AT&T business office at a telephone number printed
on the bill for any questions relating specifically to embedded
CPE charges. The BOC will own the CRIS system and will be
fully compensated for all billing services rendered to AT&T.

The AT&T business office will handle all inquiries in-
volving disputes over AT&T embedded customer premises
equipment charges on joint customer bills.  Calls to BOC
account inquiry centers concerning disputed AT&T charges or
requiring adjustment will be referred to the AT&T business
office. To enable AT&T personnel to resolve billing inquiries
relating to AT&T embedded equipment, the AT&T business
office will be provided access to customer bills in whatever form
they are available from the local BOC.

Treatment notices will continue to be generated by the
BOC CRIS system based on the total amount due. The BOC
account inquiry center will conduct normal collection activities
on all overdue accounts unless or until a customer indicates that
the failure to pay is due to a dispute over AT&T equipment
charges. If this occurs, the BOC will credit the customer's
account for the amount of AT&T equipment charges in dispute
and refer the charges to AT&T for collection or adjustment.
AT&T will compensate the BOC for these services.

(2) Operations During Transition  Residence

Upon divestiture, AT&T will establish regional Residence
Service Centers which will handle all service negotiations for
residence and one and two line, non-key business customers via
a toll free 800 telephone number. Access to customer records
required for negotiation of service orders will be obtained
through the BOC CRIS data base. Such access will be provided
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by the BOC under contract at fully compensatory rates. AT&T
employees will negotiate delivery, return or repair of in-
struments with customers, distributing orders to AT&T product
distribution channels by means of the BOC service order
administrative network. AT&T employees will type service
order information directly into the local BOC service order
processor for distribution to the CRIS billing system. Access to
the BOC service order processor by means of a terminal located
at the AT&T Residence Service Center will be provided under
contract by the BOC.

Until conversion to AT&T systems, billing and record-
keeping for embedded CPE residence and one and two line,
non-key business customers will be performed by the BOC
CRIS system. During this transition period, one customer bill
with one total amount due will be rendered, but charges will be
separately stated for embedded customer premises equipment.
AT&T embedded CPE charges will be accompanied by a
statement similar to that required for interexchange billing, ( see
Decree, § VIII(E) ), and customers will be directed to call the
AT&T Residence Service Center at the toll free 800 telephone
number printed on the bill for any inquiries relating specifically
to AT&T embedded CPE charges. The BOCs will be fully
compensated for all billing services shared with AT&T during
the transition period.

The AT&T Residence Service Center will handle all
inquiries specifically concerning AT&T residence CPE charges
on joint customer bills. Calls to BOC Residence Service Centers
concerning AT&T customer premises equipment charges will be
referred to the toll free AT&T Residence Service Center
number. The AT&T Residence Service Center will be provided
access to BOC billing records in order to respond to such
inquiries.

Treatment notices will continue to be generated by the
BOC CRIS system based on the total amount due. The BOC

account inquiry center will conduct normal collection activities
on all overdue accounts unless or until a customer indicates that
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the failure to pay is due to a dispute over AT&T equipment
charges. If this occurs, the BOC will credit the customer's
account for the amount of equipment charges in dispute and
refer the charges to the AT&T Residence Service Center for
collection or adjustment. AT&T will compensate the BOCs for
these services.

iv. Testing and Maintenance Support Systems

In addition to service order and billing systems, other BOC
computer systems are used to support maintenance and testing
activities associated with embedded equipment. For example,
most BOCs have a mechanized system known as the Loop
Maintenance Operations System (LMOS ), which supports the
receipt, tracking, routing, and analysis of customer initiated
trouble reports. AT&T will require a similar system for
handling customer premises equipment trouble reports. This
replacement system, the Business Maintenance Information
System (BMIS) is scheduled to begin operation by January 1,
1984. The implementation of this system will require the
transfer of customer premises equipment related data from the
LMOS system to the BMIS system, and in some cases the
transfer of manual records. This system conversion involves the
transfer of over fifty million station records.

In view of the enormous demands reorganization will place
on BOC and AT&T computer systems and data systems
personnel, there is a probability that the BMIS system may not
be available in all locations by the date of divestiture. Should
this occur, joint use of LMOS will be required for a brief
transition period to avoid disruption of service and inconven-
ience to customers. In such situations, the BOCs will be fully
compensated by AT&T.
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v. Contractual Provisions Governing Shared Use of
BOC Service Order and Billing Systems by AT&T
During Transition

The terms and conditions governing shared use of BOC
service order and billing systems during the period of transition
to AT&T systems will be governed by contracts between AT&T
and the BOCs. The major terms and conditions of these
contracts are described below.

(1) Cost Methodologies for Joint Use

The BOCs shall be fully compensated for all AT&T use of
BOC service order and billing systems and for all CPE payment
processing and collection activities performed on AT&T's be-
half. The contracts will set forth costing methodologies and
procedures, in accordance with the principles embodied in
existing Jurisdictional Separations and accounting procedures,
to provide for full distribution of all appropriate costs. Such
costs will include: (a) investment related costs (depreciation,
taxes, lessor's cost of capital); (b) primary costs ( direct labor,
departmental line supervision, departmental expenses, staff
support, operating rents); (c) general overhead costs (social
security, relief and pensions, general expenses, insurance, acci-
dents and damages, general services and licenses, other oper-
ating expenses); and (d) a float charge. These costs will be
identified for each shared system. Total costs for each system
will then be allocated among the entities using the system on
the basis of relative use or other bases appropriate to the
system, such as investment or revenues.

(2) Conversion Costs

Post-divestiture costs associated with removal of AT&T
embedded equipment data from BOC data bases, translation of
data to the AT&T system format and loading of the separate
AT&T data base will be borne by AT&T. These costs will be
determined and allocated to AT&T in accordance with the
accounting procedures described above.
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(3) BOC Collection of A T& T Accounts Receivable

The design of the BOC billing systems does not permit
association of amounts paid by customers with specific charges
comprising the total balance due. Payments can be applied
only against the total balance due. When partial payments are
tendered, the BOCs will therefore be unable to determine what

portion of the payment is due each entity whose charges are
included in the total balance due. The billing systems cannot

be modified to permit such accounting by the date of divesti-
ture.

In order to permit proper accounting of payments received,
the contract will provide for BOC purchase of the AT&T
embedded CPE accounts receivable "with recourse" during the
period the BOC performs billing for AT&T. The accounts will
be purchased at a discount which reflects the costs incurred by
the BOC for uncollectibles attributable to AT&T charges and
the time value of funds paid in advance of actual collection.
Under the "with recourse" provision, when a customer disputes
AT&T embedded CPE charges, such AT&T charges will be
removed from the customer's bill and referred to AT&T for
resolution. Because the BOC will already have paid AT&T for
these charges removed from the customer's bill, such amounts
will be credited against the amount due for the AT&T accounts
purchased in the following month. The discount rate will be
determined and adjusted based on experience.

(4) Protection of Proprietary Information

The contracts will specify that access line information and
customer premises equipment data contained in the shared data
bases will be deemed proprietary and the property of the BOC
and AT&T, respectively. Wherever practical, information in
the data bases belonging to one party will be masked or
rendered mechanically inaccessible to the other party. In
situations where this is not practical, the contract will require
that such proprietary information of the other party be held in



109

confidence, be disclosed only to those of the other party's
employees, contractors or agents who have a need for informa-
tion in the data base in connection with the sharing of facilities
under the contract, and be used only for fulfilling the obliga-
tions imposed by the contract. All AT&T customer premises
equipment information will be removed from the BOC data
bases when records conversion is completed. Proprietary
information that is (1) made public by an act not attributable
to the receiving company or its subsidiary or parent or (2)
explicitly agreed in writing by the owning company not to be
confidential will not be subject to contractual restrictions on
dissemination and use of proprietary information.

(5) Duration

The contracts between AT&T and each BOC for sharing of
service order processing, billing and account inquiry systems for
embedded CPE will provide for termination of all sharing no
later than December 31, 1987. AT&T will have the option to
terminate the contract with any BOC at any earlier time upon
six months' written notice.

Such provision for early termination upon reasonable
notice will allow earlier separation of the AT&T and BOC
billing systems in the event regulatory or technological devel-
opments permit AT&T to process equipment records and
render bills for embedded CPE with the same systems it will
use for new, detariffed CPE. The use of common systems to
process records and bill for both new and embedded CPE
would substantially reduce the period for which AT&T would
need to share BOC systems.

it is unlikely, moreover, that conversion of BOC records for
embedded CPE to AT&T systems would be conducted simulta-
neously in all BOCs in any event. As conversion is completed in
a given BOC, the contract with that BOC will be terminated.
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3. OTHER PHYSICAL ASSETS

In addition to network facilities and terminal equipment,
the physical assets of the Bell System that must be allocated
between the BOCs and AT&T include land and buildings
(Accounts 211 and 212 ). A number of other physical assets
must also be allocated, including general equipment items
(Accounts 261 and 264), and materials and supplies (Account
122).

a. LAND AND BUILDINGS (ACCOUNTS 211 AND 212)

Account 211 includes Bell System investments in land and
in land improvements. % Account 212 includes the costs associ-
ated with the purchase of buildings, improvements in leased
buildings, the construction of new buildings and building
additions, and the renovation of buildings. o

Virtually all land in service in the Bell System is associated
with buildings. The assignment of buildings in Account 212
will also include the land on which the buildings are situated. %

96 Account 211 includes "the original cost of all land held in fee,
and of leaseholds, easements, and similar rights in land having a term
of more than one year used for purposes other than the location of
outside plant . . . or externally mounted central office equipment .. .
[ and any] special assessment upon land for the construction of public
improvements.” Thus, land investments include items such as corn-
missions and fees to brokers and agents; awards in condemnation
proceedings; the costs of clearing, examining, registering, or defending
title to property; and assessments for sidewalks on public streets
abutting company property.

97 Account 212 includes "the original cost of buildings, and the
cost of all permanent fixtures, machinery, appurtenances, and appli-
ances installed as a part thereof . . . [ and any] costs incident to the
construction or purchase of a building and to securing possession and'
title.  Thus, building investments include general and central office
buildings, garages and shops, elevators, escalators, central air condi-
tioning systems, fences and hedges, and large self-supporting towers.
As discussed in Part 1.LA.L. a.ii. ( 3), supra, guyed towers and free-
standing, self-supporting towers will be assigned together with the
outside plant facilities which they support. Those self-supporting
towers that are attached to or are a part of the building structure,
however, will be assigned to the entity which will own the building,
pursuant to the criteria set forth in this Section of the Plan.

98 Some Bell System investment in land is contained in Account
103, which includes the investment in physical property not included
in other accounts such as telephone property retired and held for sale,
property not incident to telephone operations, e.g., lighting, water,
power, or manufacturing plants, and miscellaneous assessments
against property for public improvements. The land and other

(Footnote continued on following page)
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The ownership of buildings will be assigned either to
AT&T or the BOCs based on the functions that the buildings
perform. Buildings whether owned or leased that are
used solely for intraLATA functions will be assigned to the
BOCs; buildings that are used solely for interLATA functions
will be assigned to AT&T; and buildings that are used for both
functions will be assigned to AT&T or the BOCs, based on
predominant use. Predominant use in multifunction buildings
will be measured by the number of square feet of floor space
used or reserved for use by each entity as of January 1, 1984.

Building locations and space in the Bell System fall into
two generic categories: (1) equipment buildings and space; and
(2) non-equipment buildings and space. Equipment buildings
include the following general types of equipment, facilities or
uses: switching, transmission, and power equipment; cable
vaults; operator rooms (e.g., TSPS, Directory Assistance);
assignment bureaus; test centers; data centers; and other similar
types of equipment, facilities, or uses. A building that contains
equipment space is generally considered an equipment building
even if a portion of the building is devoted to non-equipment or
administrative uses. Examples of equipment buildings include
repeater huts, radio buildings, central office buildings, wire
center buildings, switching center buildings, data processing
buildings, and any exchange or other buildings housing the
above-listed types of equipment, facilities, or uses. There are
approximately 22,000 equipment buildings comprising over 200
million square feet of floor space in the Bell System.

Non-equipment buildings are buildings that include the
following general types of uses: customer service areas; office
space; employment offices; training areas; meeting rooms; audi-
toriums; lounges; cafeterias; medical offices; supply rooms;
mailrooms; storerooms; archives; or motor vehicle parking and
motor vehicle service areas. = Examples of non-equipment
buildings are administrative buildings, headquarters, garages,
customer service centers, and similar buildings or spaces. There

(Footnote continued from previous page)

property in this account will be assigned to the pre-retirement
predominant user, the owner of the facilities served by the lighting,
water, power or manufacturing plant, or the owner of the assessed
property, respectively.
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are over 11,000 non-equipment buildings comprising approxi_
mately 130 million square feet of floor space in the Bell System.

Equipment buildings will be assigned to either AT&T or a
BOC based on which entity will use the largest number of
square feet of equipment space as of January 1, 1984. Non_
equipment buildings will be assigned to either AT&T or a BOC
based on which entity will use the largest number of square feet
of non-equipment space as of January 1, 1984. %

Where either AT&T or a BOC is the minority user of
several non-equipment buildings, it may be economically and
administratively more efficient for the minority user to consoli-
date the space it occupies in each of these buildings into a single
building location prior to divestiture. In such cases, that entity
would be assigned the single building of which it is the
predominant user after such consolidation, and the remaining
buildings will be assigned to the other entity.  Alternatively,
where one entity is occupying only a small amount of space in a
non-equipment building that is owned by the other entity, the'
non-owning entity may seek rental space from a third party.

In a few instances, where one entity presently leases a non
equipment building from a third party and the lease contains a
non-assignment clause, assigning the building to the other
entity under the predominant use test might require a renego-
tiation of the lease. If delays and significant economic penalties
would accompany such lease negotiations, the building will be
assigned to the existing lessee and the other entity will be able
to share building space through a subleasing arrangement.

Although sharing of building space will be eliminated
where feasible, some sharing of equipment building space is
likely to continue because of the time and expense required
physically to separate equipment systems. Some non-
equipment building space will also be shared. Where such
sharing of building space is necessary, AT&T and the BOCs
may lease that space under the contracts for sharing of

% In a few instances, a building principally serves administrative
or other non-equipment purposes and only a minor portion of the
building space serves equipment purposes. Such buildings will be
assigned to the entity that is the predominant user of the total
equipment and non-equipment building floor space.
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multifunction facilities. Rentals will be based on the amount of
square feet used at each location and the operating and other
expenses associated with each location.

In some instances, a readily identifiable space in a
multifunction building a floor or a major portion of a floor,
for example is used solely by AT&T or a BOC. Ownership
of such space may be assigned to the user of the space under a
condominium or similar arrangement with the other entity.

b. GENERAL EQUIPMENT

The category of investment known as general equipment
includes furniture and office equipment (Account 261) and
vehicles and other work equipment (Account 264). Leased
items of general equipment are included in this category and
treated in the same manner as owned items. Assignment of
ownership of the general equipment items will be made in
accordance with the principles and procedures discussed be-
low. ’ 00

i. Office Equipment and Furniture (Account 261)

Account 261 includes "the original cost . . . of furniture and
equipment in offices, storerooms, shops, and other quarters."
Thus, Account 261 contains Bell System investment in both
office equipment items and furniture items. ***

Office equipment items will be assigned to the entity that
uses the equipment. Where office equipment items will be

100 Although computer equipment items valued in excess of $200
fall into the general equipment category of investment (Account 261-
03), they are discussed in other sections of this Plan. For example,
the assignment of computer hardware for network facilities operations
systems is discussed in Part I.A.l. a.i. (7 ), supra.

10 Included within the definition of furniture are items such as
bookcases, cabinets and filing cases, chairs, rugs, desks, bins, counters
and shelves, portable lockers and wardrobes, magazine racks, and
tables. Included within the definition of office equipment are items
such as addressing machines, billing machines, blueprinting machines,
computing machines, duplicating machines, mailing equipment,
photostat and recording machines, cash registers, check writers,
postage meter machines, typewriters, and projection equipment.



114

located in a building shared by a BOC and AT&T, they will
bear property tags to indicate ownership of the items.

Similarly, furniture items meeting a specific user's or
department's unique functional requirements ( such as corn_
ponents of special work stations for service representatives,
word processing operators, and data entry operators) will be
assigned to the user organization. This assignment principle, j;
which the furniture follows the people, gives the user organiza-,
tion responsibility and accountability for the investment and
control of the items. Moreover, this assignment principle
insures that furniture that is useful only to particular user
organizations will not become useless surplus by reason of its
assignment. In buildings shared by a BOC and AT&T, these
special purpose furniture items will have property tags to
indicate their ownership.

The remaining furniture items  those purchased for use
in a particular building (generally large administrative build-
ings, such as headquarters or data center facilities) and capable
of serving multi-tenant needs will remain in the building and
will be assigned to the owner of the building. In general, these
items will be furniture components that are physically in-
tegrated with the building's electrical, mechanical, and lighting
systems.

In some instances in which large administrative buildings
or data center facilities will be shared by a BOC and AT&T, it
may be necessary for the building owner to lease furniture to
the lessee of the building. Generally, however, there will be no
sharing of functionally discrete furniture and office equipment
items.

ii. Vehicles and Related Equipment (Account 264)

Account 264 includes "the original cost of vehicles, tools,
garage and shop machinery and equipment, and miscellaneous
work equipment. . . ." This account is comprised of several
subaccounts discussed below.
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(1) Motor Vehicles (Account 264-01)

Account 264-01 contains motor vehicles such as passenger
and material-carrying automobiles, trucks, truck-type tractors,
and self-propelled vans. Also included in this subaccount are
associated power-operated equipment items that are considered
an integral part of a particular motor vehicle and which
enhance the capability and operation of the vehicle ( such as air
compressors, duct rodders, ladders, lifts and other aerial devices
on vehicles such as trucks or concrete mixers). These items will
be assigned based on predominant use. Where such items are
to be located in a building shared by a BOC and AT&T, they
will bear property tags to indicate ownership of the items.

(2) Garage and Motor Vehicle Shop Equipment
(Account 264-02)

Account 264-02 includes Bell System investment in capital
tools and work equipment used in garages and motor vehicle
shops. Examples of items contained in this subaccount include
engine analyzers and other diagnostic equipment, exhaust
emission testers, garage air compressors, garage jacks, hand
and power tools, power machine tools, tanks and pumps,
vehicle hoists and lifts, and wheel alighment and tire change
equipment. Fixed equipment ( fuel pumps and tanks, lifts,
compressors, and so forth) will be assigned to the owner of the
building; portable equipment ( such as diagnostic devices and
tire changers) will be assigned to the predominant user.

(3) Special Tools and Work Equipment
(Account 264-03)

Account 264-03 includes Bell System investment in major
power-operated or specialized tools and work equipment. Ex-
amples of items in this subaccount include back-filling and
tamping machines, boats and barges, aircraft, cable-laying and
rooter plowers, pole treating apparatus, special purpose trailers,
and trenching machines. These items generally will be assigned
to the predominant user. Where such items are to be located in
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a building shared by a BOC and AT&T, they will bear property
tags to indicate ownership of the items. Items that are attached
to a motor vehicle will be assigned to the entity that will own
the motor vehicle.

(4) Other Shop Equipment (Account 264-04)

Account 264-04 includes the cost of capital tools and work
equipment in cable forming, station equipment repair, and
other shops, except garages and motor vehicle shops. Examples
of items contained in this subaccount include drop hammers,
electric generators, engines, lathes, power saws, test sets, paint
spraying equipment, and work benches. These items will be
assigned to the entity that is assigned ownership of the build-
ings in which the items are located.

(5) Other Tools and Work Equipment
(Account 264-05)

Account 264-05 includes Bell System investment in porta-
ble, discrete work equipment and tools that are used in or with
vehicles, and capital tools such as hydraulic pole pullers,
portable derricks, portable fire extinguishers, portable ladders,
power reels, snowmobiles, tarpaulins, test sets, and walkie
talkies generally used by craft forces outside of central offices.
These items generally will be assigned to the predominant user.
Where such items are to be located in a building shared by a
BOC and AT&T, they will bear property tags to indicate
ownership of the items. Items that are attached to a motor
vehicle will be assigned to the entity that will own the motor
vehicle.

(6) Storeroom Work Equipment (Account 264-06)

Account 264-06 includes Bell System investment in capital
tools and other work equipment assigned for use in storerooms
and storage yards for material and supplies. Examples of items
contained in this subaccount include carts, hand trucks, hoists,
platform scales, vises, and wheel barrows. These equipment
items will be assigned to the entity that is assigned ownership of
the buildings in which the equipment is located.



117

C. MATERIALS AND SUPPLIES (Account 122)

Bell System investment in materials and supplies is con-
tained in Account 122. Account 122 includes "the cost of
unapplied material and supplies held in stock . . . including
plant supplies, motor vehicle supplies, tools, fuel, and other
supplies; . . . material and articles of the company in process of
manufacture for supply stock; ... [and] material recovered in
connection with construction, maintenance, or retirement of
property. "% The process of assigning ownership of these items
will be made in accordance with the principles and procedures
discussed below for the several subaccounts of Account 122.

i.  Plant Supplies — Nonexempt
(Account 122-01)

Account 122-01 includes the investment of the Bell System
in major items designated for the construction and maintenance
of outside plant. These items will be assigned to the entity that
is assigned the underlying outside plant facilities, in accordance
with the procedures described in Part I.A.l.a.ii, supra.

ii. Plant Supplies — Exempt
(Account 122-02)

Account 122-02 includes the investment of the Bell System
in minor items of plant supplies. Included in this subaccount
are pole line supplies, cable supplies ( optical fiber materials
and copper and other cable materials), aerial wire supplies,
underground conduit supplies, and station connections mate-
rials. These items of materials and supplies will be assigned to
the entity that is assigned ownership of the building in which
the items are located.

102 1 general, the majority of the materials in Account 122 are
new or reusable plant material or equipment held in stock for current
use in construction and maintenance activities. Other materials in
Account 122 include certain supplies and materials relating to the
provision of operating plant facilities, surplus equipment held for sale,
items held pending disposition for reuse or sale and, in some BOC:s,
miscellaneous supplies used in non-plant operations.
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iii. Motor Vehicle Supplies
(Account 122-03)

Account 122-03 includes the cost of oil, gasoline, diesel
fuel, tires, and repair parts carried in supply stocks for
subsequent distribution to the appropriate accounts on the basis
of usage. These items will be assigned to the entity that is
assigned ownership of the building in which the supplies are
located.

iv. Central Office and Large Private
Branch Exchanges (Account 122-04)

Account 122-04 includes the investment of the Bell System
in new and reusable central office equipment held for future use
(Account 122-14) and new and reusable large PBXs held for
future use (Account 122-24). Ownership of central office
equipment in this category will be assigned on the same basis as
ownership of central office equipment contained in Account
221. See Partl.A.l.a.i, supra. Most of the large PBX

equipment subaccount comprises PBX equipment that will be
assigned to AT&T. See Part [.LA.2.a.ii, supra. The network
channel terminating equipment that would be provided for
network interface purposes, however, will be assigned to the
BOCs. The BOCs will retain the portion of this subaccount that
they require to supply official service.

v. Motor Vehicles, Tools, and Other
Work Equipment (Account 122-05)

Account 122-05 includes the original investment of the Bell
System in motor vehicles that have been removed from service
and placed in storage for six months or longer (Account 122-
15); tools and other work equipment that have been removed
from service and stored apart from tools available for current
use; and non-tariffed mobile and maintenance radio spare units
held in stock for subsequent usage (Account 122-25). Items in
this account will be assigned to the entity that is assigned
ownership of the building in which the items are located.
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vi. Furniture and Office Equipment (Account 122-06)

Account 122-06 includes Bell System investment in any
general stock of furniture and other office equipment held
available for filling requisitions from any department. These
materials will be assigned to the entity that is assigned owner-
ship of the building in which the general stock is located.

vii. New Material — Class "W" (Account 122-07)

Account 122-07 includes new materials and supplies
owned by the BOCs and AT&T that are held in the custody of
Western Electric for use by the BOCs and AT&T under a
warehousing arrangement known as the Class "W" stocking
arrangement. Prior to divestiture, this arrangement will be
phased out and Class "W" materials will be listed in other
appropriate subaccounts of Account 122. Such materials will
then be assigned according to the rules for assigning the assets
in those subaccounts.

viii. New and Reusable Material — Class "C"
(Account 122-08)

Account 122-08 includes new and reusable materials
(other than those contained in Class "W") that are owned by
the BOCs and AT&T and that are held in the custody of
Western Electric for use by the BOCs and AT&T under a
warehousing arrangement known as the Class "C" stocking
arrangement. This Class "C" subaccount is further subdivided
into various Accounting Identification Codes (AICs ), the 70,
80, and 90 series.

The bulk of the AICs in Class "C" will be assigned to the
BOCs, including exempt tools (AIC 80); non-exempt tools
(AIC 81); non-exempt cable and reels (AIC 83); non-exempt
other than cable and reels (AIC 82); exempt cable material
(AIC 84), outside station connections (AIC 85); inside station
connections (AIC 86); and central office equipment (AIC 87).
The BOCs will retain that portion of the materials from the
remaining AICs that they require to supply official service.
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These include minor telephone and miscellaneous repair (AIC
72); minor teletypewriter (AIC 75); and manual PBX circuit
packs (AIC 89). That which is not retained by the BOCs for
official service will be assigned to AT&T. The materials in the
AIC covering minor radiotelephone repair (AIC 73) will be
assigned to AT&T. Finally, the materials in the remaining AIC
— Chief Engineers Stock (AIC 99) —Will be assigned
proportionally in accordance with the procedures for assigning
the material contained in Account 122-14 (new and reusable
central office equipment).

ix. Other Materials and Supplies (Account 122-09)

Account 122-09 includes equipment retired in place
(Account 122-19); equipment held for sale outside the Bell
System (Account 122-29); equipment held for sale within the
Bell System (Account 122-49); and other materials and
supplies not included in the other subaccounts of Account 122
(Account 122-99). Most of the investment in this subaccount is
equipment retired in place (Account 122-19). This investment
will be assigned based on the predominant use of the equip-
ment when last in service. Where equipment assigned to one
entity is located in a building assigned to the other entity,
arrangements may be made either to remove the equipment or
lease the occupied space.

Equipment held for sale (Accounts 122-29 and 122-49)
consists primarily of central office equipment and will be
allocated in a manner similar to the material in Account 122-14
(new and reusable central office equipment). The remainder of
the equipment held for sale will be assigned to the BOCs. The

other materials and supplies in Account 122-99 will also be
assigned to the BOCs.

x. Reserve for Supplies — Credit (Account 122-10)

Account 122-10 includes the balance in the reserve pro-
vided for shortages and overages of material and supplies.
Amounts recorded in this account will be assigned to the BOCs.
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4. NON-PHYSICAL ASSETS

The assignment of non-physical assets between AT&T and
the BOCs reflects the following principles. Amounts that can be
associated with specific physical assets or personnel will be
assigned to the entity to which those assets or personnel are
assigned. Where amounts are not directly associated with
particular physical assets or personnel, they will be assigned to
the BOCs.

In the remainder of this section each account will be
identified, the description of the account as defined by the
Uniform System of Accounts will be provided, and its assign-
ment between the BOCs and AT&T will be explained. Where
the amount contained in any specific account or subaccount is
identified, that amount reflects the current combined total for
all BOCs as of June 30, 1982.

a. TELEPHONE PLANT ACQUISITION ADJUSTMENT
(ACCOUNT 100.4)

Account 100.4 includes amounts (47 C.F.R. § 31.100:4) :

"representing the difference between (1) the amount of
money actually paid (or the current money value of any
consideration other than money exchanged) for telephone
plant acquired, plus preliminary expenses incurred in
connection with the acquisition; and (2) the original cost
of such plant, governmental franchises and similar rights
acquired, less the amounts of reserve requirements for
depreciation and amortization of the property acquired. If
the actual original cost is not known, the entries in this
account shall be based upon an estimate of such cost."

This account reflects any differences between the acquisi-
tion cost of in-place telephone plant and the original cost of the
facilities. For example, if a BOC purchased facilities having a
book value of $75 from an independent telephone company for
$100, a debit entry of $25 would be made to Account 100.4.

103 Most of the latter amounts represent current assets that
constitute the BOCs' working capital.
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Account 100.4 is a relatively small account, approximately
$5 million for all BOCs combined. Because the amounts relate
to specific physical assets, they will be assigned between the
BOCs and AT&T on the basis of the allocation of the under-
lying plant. If the amount is associated with facilities assigned
to AT&T, that amount will be assigned to AT&T. All
remaining amounts will be assigned to the BOCs.

b. TELEPHONE PLANT ADJUSTMENT (ACCOUNT 100.7)
Account 100.7 includes (47 C.F.R. § 31.100:7) :

"the difference between the original cost, estimated if not
known, and the book cost of telephone plant to the extent
that such difference is not properly includible in account
100:4, "Telephone plant acquisition adjustment,’ and for
which disposition has not previously been made."

Account 100.7 thus includes differences between acquisi-
tion and original costs of telephone plant not otherwise in-
cludible in Account 100.4. Because this account is not used by
the BOCs or AT&T, there will be no balance to assign at the
time of divestiture.

¢. INVESTMENTS IN AFFILIATED COMPANIES (Account
101.1)

Account 101.1 includes (47 C.F.R. § 31.101:1) :

"the book cost . . of the company's investment in
securities issued or assumed by affiliated companies other
than securities held in special funds . . . or as temporary
cash investments. -

This account contains the book cost of the operating
companies' investment in securities such as common stock,
preferred stock, and long-term debt issued or assumed by
affiliated companies. "Book cost" is the "amount at which
property is recorded . . . without deduction of related reserves, "
and an "affiliated company"” is a company that "directly or
indirectly . . . control[s] or [is] controlled by, or [is] under
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common control with the accounting company" (47 C.F.R.
§ 31.01-3(g),(e) )-104

Several of the BOCs have subsidiaries, and fésccount 101.1
reflects their investments in these subsidiaries. The aggre-
gate total of this account is approximately $71 million, of which
approximately $68 million is the book cost investment of New

York Telephone in its subsidiary, Empire City Subway Com-
106

pany.

The assignment of the assets, functions, and liabilities of
these subsidiaries will follow the guidelines applicable to the
assets and liabilities held directly by the BOCs: they will be
assigned between AT&T and the BOCs on the basis of whether
they relate to exchange and exchange access services ( which
will be assigned to the BOC ), or to other functions ( which will
be assigned to AT&T). %" If any assets are assigned to AT&T,
Account 101.1 of the relevant BOC will be reduced by the
adjusted net book value of those assets. *® The remainder of
Account 101.1 will be assigned to the BOCs and will reflect
BOC investments in subsidiaries performing exchange and
exchange access functions.

104 A BOC is currently an affiliate of all other BOCs, AT&T,
Western Electric, Bell Labs, and all subsidiaries of these companies
because all such companies are under the common control of AT&T.
BOC investments in companies that are not affiliated are contained in
Account 102. See Part 1.A.4.e, infra.

105 Empire City Subway Company is a subsidiary of the New
York Telephone Company; the Malheur Company and Mubeta
Development Company are subsidiaries of Mountain States Tele-
phone and Telegraph Company; and Southwestern Bell Telephone
Company (Oklahoma), Southwestern Bell Telephone Company of
Arkansas, Arkansas Bell Telephone Company, Kansas Bell Telephone
Company, Missouri Bell Telephone Company, Oklahoma Bell Tele-
phone Company, Texas Bell Telephone Company, Texas Bell Com-
munications, and Southwestern Redevelopment Corporation are
subsidiaries of the Southwestern Bell Telephone Company.

106 Although Nevada Bell is a subsidiary of Pacific Telephone,
Pacific's investment in Nevada Bell is not reflected in this amount
because the books of account of the two companies are consolidated
before the aggregate BOC balance in Account 101.1 is calculated.

107 It is expected that all of the assets of Empire City Subway
relate to exchange and exchange access service and will be assigned,
in their entirety, to New York Telephone. However, a portion of

mpire's assets may be assigned to AT&T if they relate to interLATA
service and otherwise satisfy the requirements of this Plan for
°wnership by AT&T. See Part I.A.la.ii, supra.

108 see Part IV.A.2, infra.
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d. ADVANCES TO AFFILIATED COMPANIES
(Account 101.2)

Account 101.2 includes "the amount of the investment
advances to affiliated companies” (47 C.F.R. § 31.101:2). The
account balance is approximately $1.8 million and is divided
between Subaccounts 101.2-01 (Investment advances) and
101.2-09 (Other).

Subaccount 101.2-01 (Investment advances) totals ap-
proximately $1 million and contains the amount of investment
advances by the BOCs to their subsidiaries. These amounts will
be assigned to the BOCs.

Subaccount 101.2-09 (Other) contains the balance of the
account (approximately $800,000) and includes amounts origi-
nally booked in Account 117.1 (Notes receivable from affil-
iated companies) or Account 120.1 (Accounts receivable from
affiliated companies) when such amounts have not been paid
and are outstanding after twelve months. ¥ The subaccount
thus includes overdue notes or receivables from a BOC subsidi-
ary, or from AT&T, Western Electric or another BOC. These
amounts will be investigated and, if possible, resolved prior to
divestiture — either by being paid off by the debtor affiliate
company or written off by the BOC. Otherwise, the amount will
be assigned to the BOC.

e. OTHER INVESTMENTS (ACCOUNT 102)
Account 102 includes (47 C.F.R. § 31.102):

"the book cost . . . of the company's investment in
securities issued or assumed by nonaffiliated companies
and individuals . . . also its investment advances to such

parties and special de}l)l%sits of cash for more than 1 year
from date of deposit."

109 See Part I.A.4.1 and I.A.4.0, infra, for a description and
discussion of Accounts 117.1 and 120.1.

10 securities of non-affiliates held in special funds or as tempo-
rary cash investments are not included within Account 102. Such
amounts are contained in Account 104, 116, 136, or 137 as appropri-,
ate. See 47 C.F.R. 8 31.102, Note C. For a definition of "book cost
and "nonaffiliated company,” see Part .A.4.Cc, supra. See also 47
C.F.R. § 31.01-3(e),(9).
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The balance in this account is approximately $13 mil-
' The BOCs' investments or advances to all non-affiliated
companies or individuals will be assigned to the BOCs.

Special deposits of cash maintained in Account 102 include
deposits made to municipalities in connection with street open-
ings for installing or repairing underground cable (if such
special deposit has a term more than one year from the date of
deposit). Such amounts will also be assigned to the BOCs,
except for any special cash deposits associated with assets or
functions assigned to AT&T (e.g., deposits for street openings
involving cable that will be assigned to AT&T).

f. SINKING FUNDS (ACCOUNT 104)
Account 104 includes (47 C.F.R. § 31.104) :

"the amount of cash, the book cost of securities issued by
other companies, and the book or face amount of nomi-
nally issued and nominally outstanding securities issued or
assumed by the company, and other assets which are held
by trustees or by the company's treasurer in a distinct fund,
for the purpose of redeeming outstanding obligations."

This account has a current balance of zero and is expected
to have no balance at the time of divestiture. However, to the
extent that any balance exists in Account 104 upon divestiture,
it will be assigned to the BOCs. 2

g. COMPANY SECURITIES OWNED (ACCOUNT 10595)
Account 105 includes (47 C.F.R. § 31.105):

"the book or face amount of nominally issued and nomi-
nally outstanding securities issued or assumed by the

11 This amount includes Ohio Bell's non-controlling investment

in the Champaign Telephone Company and the Chillicothe Tele-
phone Company.

112 For example, Pacific Telephone uses this account for periodic
redemption of its non-voting preferred stock. Any balance that may
exist at the time of divestiture will be assigned to Pacific.
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company, other than such securities held in sinking or
other special funds."

Account 105 is not being used by the BOCs and will have
no balance to assign at the time of divestiture.

h. CASH (ACCOUNT 113)
Account 113 includes (47 C.F.R. § 31.113) :

"the amount of current funds available for use on demand
in the hands of financial officers and agents, or deposited in
banks or with trust companies, also funds in transit for
which agents have received credit."

Account 113 totals approximately $242 million and in-
cludes all cash on hand. The entire amount in Account 113 will
be assigned to the BOCs.

i. SPECIAL CASH DEPOSITS (ACCOUNT 114)
Account 114 includes (47 C.F.R. § 31.114) :

"the amount of cash on special deposit, other than in

sinking and other special funds provided for elsewhere, to
pay dividends, interest, and other debts, when such pay-

ments are due 1 year or less from the date of deposit; the
amount of cash deposited to insure the performance of
contracts to be performed within 1 year from date of the

deposit; and other cash deposits of a special nature not
provided for elsewhere. This account shall include the

amount of cash deposited with trustees to be held until

mortgaged property sold, destroyed, or otherwise disposed

of is replaced, and also cash realized from the sale of the
company's securities and deposited with trustees to be held
until invested in physical property of the company or for

disbursement when the purposes for which the securities

were sold are accomplished.”

The total amount in Account 114 is approximately $18
million. It will be assigned to the BOCs except for cash held to
ensure performance of contracts assigned to AT&T after
divestiture.
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j- WORKING FUNDS (ACCOUNT 115)
Account 115 includes (47 C.F.R. § 31.115) :

"amounts advanced to officers, employees, and others as
working funds from which expenditures are to be made
and accounted for."

The current balance of Account 115 is approximately $37
million. All advances to personnel to be transferred to AT&T
will be repaid and removed prior to divestiture, and the
remaining balance of Account 115 will be assigned to the
BOCs. To the extent that advances to personnel assigned to
AT&T cannot practicably be repaid prior to divestiture, the
unexpended amounts will be assigned to the BOC for collection,
together with the related accounting for the expenditures made
prior to divestiture.

k. TEMPORARY CASH INVESTMENTS (ACCOUNT 116)
Account 116 includes (47 C.F.R. § 31.116) :

"the book cost . . . of securities acquired for the purpose of
temporarily investing cash, such as time drafts receivable

and time loans, bankers' acceptances, United States Trea-

sury certificates, marketable securities, and other similar

investments of a temporary character. Securities of affil-

iated companies included in this account shall be recorded

in a subaccount hereunder."

The amount in Account 116 totals approximately $187
million and will be assigned in its entirety to the BOCs. '™

113 Account 116 is divided into two subaccounts as required by
the USOA. Any temporary cash investments in securities of affiliates
would be included in Subaccount 116.01; however, the subaccount
has a balance of zero. The entire balance of the account involves
temporary cash investments in non-affiliated companies and is con-
tained in Subaccount 116.02. For a definition of "book cost,  see Part

supra.
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. NOTES RECEIVABLE FROM AFFILIATED COMPANIES
(ACCOUNT 117.1)

Account 117.1 includes (47 C.F.R. § 31.117:1) :

"the book cost of demand or time notes, bills and drafts
receivable, or other similar evidences (except interest
coupons) of money receivable from affiliated companies
on demand or W1th1n a time not exceeding 1 year from
date of issue.

The total amount of Account 117.1 is approx1rnate1y $7.3
million. It will be assigned in its entirety to the BOCs. H

M. OTHER NOTES RECEIVABLE (ACCOUNT 117.2)
Account 117.2 includes (47 C.F.R. § 31.117:2) :

"the book cost not includible elsewhere, of all collectible
obligations from nonaffiliated companies and individuals
in the form of notes receivable and other similar evidences
(except interest coupons) of money receivable on demand
or within a time not exceeding 1 year from date of issue."

Account 117.2 thus contains all collectible obligations from
nonaffiliated companies and individuals that are due within one
year of issue.

The amounts in the account total approximately $150,000
and will be assigned to the BOCs with one exception. A portion
of the balance in the account represents loans and relocation
advances to employees who will be transferred to AT&T. To

114 Obligations of affiliated companies that mature more than 1
year from date of issue and notes evidencing investment advances are
included in Accounts 101.1, 101.2, 104, 116, 136, or 137 as appropri-
ate. See 47 C.F.R. §31.117:1.

115 Except for notes receivable from other BOCs which will
remain within the same regional holding company (whereby those
BOCs remain affiliated), all amounts in Account 117.1 (Notes
receivable from affiliated companies) will be transferred by crediting
Account 117.1 and debiting Account 117.2 (Other notes receivable)
following divestiture and the elimination of affiliated status.
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the extent these amounts are not repaid and removed by the
time of divestiture, this portion of Account 117.2 will be
assigned to AT&T.

n. DUE FROM CUSTOMERS AND AGENTS (ACCOUNT 118)
Account 118 includes (47 C.F.R. § 31.118) :

"amounts due .from customers for services rendered or
billed and from agents and collectors authorized to make
collections from customers."

Account 118 totals approximately $7.2 billion (net of the
reserve for uncollectibles).

As required by the FCC, Account 118 is divided into a
series of subaccounts, including a reserve for uncollectibles. 116
Subaccount 118-01 (Customers — live accounts) includes all
amounts due from customers who are receiving telephone
service; it totals approximately $5.1 billion. Subaccount 118-02
(Customers — final and suspended accounts) includes amounts
due from customers whose accounts have been terminated or
suspended; it totals approximately $157 million. Subaccounts
118-03 (Collection agencies) and 118-04 (Collectors and
agents) include amounts due from third parties acting as agents
for the collection of amounts due from customers. '’ These two
subaccounts total approximately $199 million.

118 The USOA requires the account to be maintained so that
amounts due from "customers who are still receiving telephone
service" are differentiated from those due from "customers whose
telephone service has been discontinued and whose accounts are in
the process of collection (47 C.F.R. § 31.118(a)). The USOA also
requires the maintenance of a reserve for uncollectibles as a contra
account to the total amount due from customers and agents.

17 subaccount 118-03 (Collection agencies) includes amounts
due from customers whose telephone service has been discontinued
and whose accounts are in the process of collection by internal Bell
System or outside collection agencies. Subaccount 118-04 (Collectors
and agents) includes amounts collected but not yet remitted from
collecting agents such as banks or stores.
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Subaccount 118-05 (Unbilled service) includes the esti-
mated amount of earned revenues accruing from the end of the
period for which the customer was last billed to the end of the
current calendar month, amounts of unbilled installment
charges for services rendered, and amounts of gift certificates
and products or services sold in the current month but which
will not be billed until the subsequent month. Subaccount

118-05 totals approximately $1.9 billion.

Subaccount 118-07 is the reserve for intrastate uncollect-
ibles and represents the estimated portion of the total amount
due from customers and agents that will not be collectible. The
current reserve is approximately $133 million. ''® After divesti-
ture, but no later than the final Division of Revenues settlement
(expected to occur by March 31, 1984), each BOC's Sub-
account 118-07 reserve will be augmented by a portion of the
Bell System reserve for interstate uncollectibles maintained on
AT&T Long Lines' books in Account 165 (Other current
liabilities). This reserve is maintained for all parties to the Bell
System Division of Revenues contract and has a current
balance of approximately $129 million. This balance will be
assigned among the BOCs and AT&T on the basis of the
relative historical realized uncollectible experience of each
company.

The entire balance of Account 118  including the reserve
for uncollectibles (Subaccount 118-07) as augmented by the
assignment of the appropriate portion of the reserve for inter-
state uncollectibles maintained on Long Lines' books  will be
assigned to the BOCs.

18 As prescribed by the USOA, the reserve is credited (in-

creased) with amounts that are charged to Account 530 (Uncollec-
tible operating revenues) on the income statement. The account is
debited (decreased) whenever a specific uncollectible is written off
through a credit to Account 118 (Due from customers and agents).
Where an amount that has been so written off is subsequently
collected, the reserve is credited (increased). See 47 C.F.R. 8
31.118(b).
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0. ACCOUNTS RECEIVABLE FROM AFFILIATED COMPANIES
(ACCOUNT 120.1)

Account 120.1 includes (47 C.F.R. § 31.120:1) :

"amounts due from affiliated companies on all transactions
that are subject to current settlement, except for sales of
telephone service at regular rates. There shall be included
herein accounts receivable arising from division of rev-
enues."

Account 120.1 has a balance of approximately $100 mil-
lion and is divided into several subaccounts. = Among the
principal subaccounts, approximately $3 million is receivable
from Western Electric (Subaccount 120.1-05 ); approximately
$75 million is receivable from AT&T and its principal tele-
phone subsidiaries (Subaccount 120.1-06); approximately $11
million is receivable from other affiliates (Subaccount 120.1-
09); and approximately $11 million represents receivables for
unbilled custom work (Subaccount 120.1-10). The entire
balance of Account 120.1 will be assigned to the BOCs. 119

p. OTHER ACCOUNTS RECEIVABLE (ACCOUNT 120.2)
Account 120.2 includes (47 C.F.R. § 31.120:2) :

"all amounts currently due, other than those from affil-
iated companies, and not provided for in other accounts,
such as those for traffic settlements, material and supplies,
repairs to telephone plant, matured rents, and interest
receivable under monthly settlements on short-term loans,
advances, and open accounts."

Account 120.2 thus includes all accounts receivable other
than "those from affiliated companies, and not provided for in
other accounts." The balance of the account is approximately
$244 million and will be assigned to the BOCs with two
exceptions.

119 Upon divestiture and the elimination of affiliation of the BOC
to other Bell System companies, any amounts remaining in Account
120.1 (and not receivable from other BOCs which will remain
affiliated as part of the same regional company) will be transferred to
Account 120.2 (Other accounts receivable).
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The first exception involves portions of the balance of
Subaccount 120.2-08 representing loans to employees secured
by wages. Loans to employees who will be transferred to
AT& T will be identified, repaid, and removed from the
subaccount by the time of divestiture; however, any amounts
which remain unpaid will be assigned to AT&T.

The second exception involves Subaccount 120.2-99
(Other accounts receivable miscellaneous). This subaccount
contains all miscellaneous accounts receivable from non-
affiliates or individuals not otherwise provided for in other
accounts or subaccounts. For example, it contains amounts
owed by other common carriers for facilities provided for their
use in furnishing services ( such as local facilities under the
ENFIA tariff) and amounts due from independent telephone
companies under the separations and settlements procedures.
The bulk of this subaccount will be assigned to the BOCs.
However, any portion of Subaccount 120.2-99 that relates to
facilities, functions or personnel involving services that AT&T
will perform after divestiture will be assigned to AT&T.

q. INTEREST AND DIVIDENDS RECEIVABLE (ACCOUNT
121)

Account 121 includes (47 C.F.R. § 31.121) :

"the amount of interest accrued to the date of the balance
sheet on bonds, notes, and other commercial paper owned,
on loans made, and the amount of dividends receivable on
stocks owned."

The account thus contains the amount of interest and
dividends accrued but not yet matured or payable on the notes,
bonds, loans, and stock held by the BOCs. The balance in
Account 121 is approximately $3.7 million; it will be assigned to
the BOCs.
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r.  OTHER CURRENT ASSETS (ACCOUNT 123)

Account 123 includes (47 C.F.R. § 31.123):

"the amount of all current assets which are not includible
in accounts 113 to 122, inclusive, such as unmatured rents
receivable. 120

The account thus contains all miscellaneous current assets
not included in other accounts. The total amount in the account
is approximately $8.5 million; it will be assigned to the BOCs.

S.  SUBSCRIPTIONS TO CAPITAL STOCK (ACCOUNT 126)

Account 126 includes "the balance owing from subscribers
upon legally enforceable subscriptions to capital stock" (47
C.F.R. § 31.126). The purchase price of the stock is debited to
this account when the subscription is received and Account
153.1 (Capital stock subscribed) is simultaneously credited
with the book amount of the stock subscribed. The difference
between these amounts is debited or credited, as appropriate, to
Account 134.1 (Discount on capital stock) or Account 152
(Premium on capital stock). As payments are received from
subscribers to the stock, they are credited to Account 126.
Account 126 has a zero balance, and will have no balance to
assign at the time of divestiture.

t.  SUBSCRIPTIONS TO FUNDED DEBT (ACCOUNT 127)

Account 127 includes "the balance owing from subscribers
upon legally enforceable subscriptions to funded debt" (47
C.F.R. § 31.127). The purchase price of the debt is debited to
the account at the time the subscription is received and the face
amount of the debt is simultaneously credited to Account 154.2
(Funded debt subscribed). The difference between these
amounts is debited or credited, as appropriate, to Account 135
(Discount on long-term debt) or Account 168 (Premium on
1ong—term debt). As payments are received from subscribers to

120 Unmatured rents receivable are rents that have accrued but
are not yet due or payable.
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the debt, they are credited to Account 127. Account 127 has a
zero balance and is expected to have no balance to assign at the
time of divestiture. To the extent any balance does exist, it will
be assigned to the BOCs. See 1.B.4.c, infra.

U. PREPAID RENTS (ACCOUNT 129)
Account 129 includes (47 C.F.R. § 31.129):

"the amounts of rents paid in advance of the period in
which they are chargeable to income, except amounts
chargeable to telephone plant under construction and
minor amounts which may be charged direct to the final
accounts."

The account thus includes rents (for buildings or equip-
ment) paid by the BOCs inma}dvance of the period in which they
are chargeable to income.

The balance of Account 129 is approximately $55 million.
This balance will be assigned on the basis of the assignment of
the rented facilities at divestiture. Prepaid rents for quarters or
equipment assigned ¢ to the BOC will be assigned to the BOC;
prepaid rents for quarters or equipment assigned to AT&T will
be assigned to AT&T.

V. PREPAID TAXES (ACCOUNT 130)
Account 130 includes (47 C.F.R. § 31.130) :

"the amounts of taxes paid in advance of the period in
which they are chargeable to income, except amounts
chargeable to telephone plant under construction and
minor amounts which may be charged direct to the final
accounts. "'*

121 As the term expires for which such prepayments are made (at
monthly intervals) Account 129 is credited (decreased) and the
appropriate operating expense account is charged. See 47 C.F.R.
§31.129.

122 As the term expires for which the prepaid taxes are made (at
monthly intervals) Account 130 is credited (decreased) and the
appropriate operating expense account is charged. See 47 C.F.R.
8§ 31.130.
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Account 130 totals approximately $181 million.  The
amount of prepaid taxes for periods after divestiture that
pertains to specific facilities or functions (such as real estate,
personal property, or gross receipts taxes) will be assigned on
the basis of the assignment of the underlying facilities or
functions. If a facility is assigned to the BOC, any prepaid taxes
associated with that facility will be assigned to the . BOC.
Similarly, the amount of prepaid taxes associated with facilities
or functions assigned to AT&T will be assigned to AT&T. Any
prepaid taxes not associated with facilities, functions or person-
nel will be assigned to the BOCs.

W. PREPAID INSURANCE (ACCOUNT 131)
Account 131 includes (47 C.F.R. § 31.131) :

"the amount of insurance premiums paid in advance of the
period in which they are chargeable to income, except
premiums chargeable to telephone plant under construc-
tion and minor am%énts which may be charged direct to
the final accounts. "

Account 131 currently has an aggregate negative balance
of approximately $1 million, but positive balances in all but one
of the individual BOCs. '?* Prepaid insurance which relates to
local exchange facilities and operations ( for example, prepaid
property insurance for buildings assigned to the BOCs) will be
assigned to the BOCs. Prepaid insurance which relates to post-
divestiture AT&T functions or facilities will be assigned to
AT&T if the policy is transferable to AT&T. If not transfer-
able, the amounts will be assigned to the BOCs and the policy
will be renegotiated or canceled.

123 As the term expires for which the premiums are paid, Account
131 is credited (decreased) at monthly intervals and the appropriate
operating expense account is charged. See 47 C.F.R. 8 31.131.

124 The negative balance in this account results from a unique
accounting treatment by one of the operating companies which was
recently changed. When the aggregate account balance is adjusted to
reflect this change, it will be approximately $1 million.
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X.  PREPAID DIRECTORY EXPENSES (ACCOUNT 132)
Account 132 includes (47 C.F.R. § 31.132) :

"the cost of preparing, printing, binding, and delivering
directories and the cost of soliciting advertisements for
directories, except minor amounts which may be charged
direct to account 649, "Directory expenses.' "125

Account 132 totals approximately $884 million. The entire
amount in Account 132 will be assigned to the BOCs.

y. OTHER PREPAYMENTS (ACCOUNT 133)
Account 133 includes (47 C.F.R. § 31.133):

"prepayments other than those includible in accounts 129
to 132, inclusive, except minor amounts which may be
charged direct to the final accounts.”

The account thus includes all prepayments not otherwise
contained in other accounts. For example, the amount of
discounted interest expense on commercial paper and program
notes is contained in this account.

The balance of Account 133 is approximately $53 million
and will be assigned between the BOCs and AT&T as follows.
The prepayments of expenses for periods after divestiture that
relate to post-divestiture BOC operations or facilities will be
assigned to the BOCs. '?° Prepayments related to facilities,
functions or personnel assigned to AT&T and involving post
divestiture AT&T operations will be assigned to AT&T.

Z. DISCOUNT ON CAPITAL STOCK (ACCOUNT 134.1)
Account 134.1 includes (47 C.F.R. § 31.134:1) :

"the total of debit balances in the discount and premium
accounts, for all classes of capital stock having debit
balances in these accounts."

125 Amounts contained in Account 132 are cleared to Account
649 by monthly charges of the portion of the expense that is
applicable to the respective months.  see 47 C.F.R. § 31.132.

_126 The discounted interest expense contained in Subaccount 133-
07 will be assigned in its entirety to the BOCs.
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Account 134.1 is not used by the BOCs and will have no
balance to assign at the time of divestiture.

aa. CAPITAL STOCK EXPENSE (ACCOUNT 134.2)
Account 134.2 includes (47 C.F.R. § 31.134:2) :

"[A] 11 commissions and expenses incurred in connection
with the issuance or sale of capital stock, including addi-
tional capital stock of a certain class or series as well as first
issues.

Account 134.2 is not being used by the BOCs, and will
have no balance to assign at the time of divestiture.

bb. DISCOUNT ON LONG-TERM DEBT (ACCOUNT 135)
Account 135 includes (47 C.F.R. § 31.135):

"the total of debit balances in the discount, premium, and
debt expense accounts, for all classes of long-term debt
having debit balances in these accounts."

Account 135 has a balance of approximately $448 million.
It represents the discounts suffered, premium realized, and
expenses incurred in connection with the sale of each class and
series of long-term debt issued or assumed by the BOCs. This
account will be assigned between the BOCs and AT&T on the
basis of which entity receives the underlying debt, as deter-
mined pursuant to the debt assignment procedures discussed in
Part I.B.4, infra.

CC. PROVIDENT FUNDS (ACCOUNT 136)
Account 136 includes (47 C.F.R. § 31.136):

"the amount of cash, the book cost of securities of other
companies, and the book or face amount of nominally
issued and nominally outstanding securities issued or as-
sumed by the company, and other assets held by trustees or
managers of employees' pension funds, savings funds,
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relief, hospital, and other association funds (whether con-
tributed by the company, by employees, or by others),
when such trustees or managers are acting for the company
in the administration of such funds."

Account 136 has not been used by Bell System companies
in recent years and has a zero balance. Accordingly, there will
be no balance to assign at the time of divestiture.

dd. INSURANCE AND OTHER FUNDS (ACCOUNT 137)
Account 137 includes (47 C.F.R. § 31.137):

"the amount of cash, the book cost of securities of other
companies, and the book or face amount of nominally
issued and nominally outstanding securities issued or as-
sumed by the company, and other assets held by trustees or
managers (including workmen's compensation commis-
sions) of insurance and other funds which have been
specifically set aside or invested for specific purposes not
provided for elsewhere."

Account 137 has a balance of approximately $900,000 and
represents, in part, funds deposited with workmen's com-
pensation commissions to ensure BOC financial responsibility.
The entire account will be assigned to the BOCs.

ee. EXTRAORDINARY MAINTENANCE AND RETIREMENTS
(ACCOUNT 138)

Account 138 includes (47 C.F.R. § 31.138):

"the unprovided-for loss in service value of telephone plant

retired . . . . [and] the cost of extensive replacements of
station apparatus, inside wires, and drop and block
wires ....

Account 138 currently has a zero balance. To the extent
that any balance exists at the time of divestiture, it will be
assigned between the BOCs and AT&T on the basis of the
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assignment of the underlying plant to which the extraordinary
maintenance or retirement relates.

if. OTHER DEFERRED CHARGES (ACCOUNT 139)
Account 139 includes (47 C.F.R. § 31.139):

"deferred charges not provided for elsewhere, such as

unaudited amounts and other debit balances in suspense

that cannot be cleared and disposed of until additional

information is received; debit balances in clearing

accounts; the amount, pending determination of loss, of
funds on deposit with banks which have failed; assets of
current character but of doubtful value . . . ; revenue,

expense, and income items held in suspense ... ; amounts
paid for options pending final disposition; the cost of
preliminary surveys, plans, investigations, etc., made for
determining the feasibility of construction projects under

contemplation . . . [and] the cost of valuations, in-

ventories, and appraisals taken in connection with the
contemplated acquisition or sale of property."

The balance of Account 139 is approximately $630 mil-
lion. ™ The account is divided into two subaccounts, 139-03
(Engineering projects) and 139-09 (Miscellaneous).  Sub-
account 139-03 contains the amount of preliminary costs in
connection with construction projects ( such as engineering

2 The Financial Accounting Standards Board ("FASB") is
expected to issue a new standard which will be applicable to certain
regulated enterprises, including AT&T and the BOCs. This standard
will require liabilities to be recorded for all expenses that are presently
accounted for on a cash basis as a result of the ratemaking process. In
particular, liabilities for vacation pay and other compensated absences
will be recorded for amounts earned in one year but payable in the
following year. The standard will also require that the liability for
leases that would be classified as capital leases under FASB Statement
No. 13, "Accounting for Leases, as amended, be recorded. The
offsetting debit will be recorded to Account 139, representing a
, regulator's promise™ to include the expenses for these items in the

atemaking process on an as-paid basis. These changes will increase
the amount recorded in Account 139.
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costs) prior to their formal approval.128 Subaccount 139-09
(Miscellaneous) contains all other deferred charges included in
the account.

Amounts contained in both subaccounts will be assigned to
the BOCs unless they relate to facilities, functions or personnel
assigned to AT&T and involving post-divestiture AT&T oper-
ations. For example, amounts included in Subaccount 139-03
representing costs of construction projects prior to approval will
be assigned to AT&T if the construction project involves
facilities that will be assigned to AT&T. Similarly, amounts
associated with preliminary costs prior to property acquisition
will be assigned to AT&T if that pr%)gerty (or the option to
purchase) will be assigned to AT&T.

gg. ORGANIZATION (ACCOUNT 201)

Account 201 includes "the cost of organizing and in-
corporating the company" (47 C.F.R. § 31.201). This account
has a zero balance and will have no balance to assign between
AT&T and the BOCs at the time of divestiture.

128 Amounts contained in Subaccount 139-03 are cleared from
the account as follows. If the contemplated project is carried out, the
preliminary costs are included in the cost of the plant constructed. If
the contemplated project is abandoned, the preliminary costs are
charged to Account 323 (Miscellaneous income charges). Account
139 also contains costs incurred in connection with the contemplated
acquisition or sale of property. If the property is subsequently
acquired, the preliminary costs are accounted for as part of the cost of
acquisition, or if it is sold, such costs are deducted from the sales price
in accounting for the property sold. If contemplated purchases or
sales are abandoned, the preliminary costs (including options paid)
included in Account 139 are charged to Account 370 (Extraordinary
income charges). See 47 C.F.R. § 31.139.

129 Subaccount 139-09 contains the amounts of debit balances in
clearing accounts and other debit balances that cannot be cleared until
additional information is received. See 47 C.F.R. § 31.139. Efforts
will be made to resolve all such amounts to ensure that debit clearing
account balances contained in the account are minimal at the time of
divestiture. The remaining clearing account balances will be assigned
to the BOCs. Any other residual amounts will be assigned to the
BOCs unless they relate to facilities, functions, or personnel assigned
to AT&T and involving post-divestiture AT&T operations.
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hh. FRANCHISES (ACCOUNT 202)
Account 202 includes (47 C.F.R. § 31.202) :

"the original cost of governmental franchises and similar
rights running for more than 1 year which are necessary in
the conduct of the company's telephone operations [;] .. .
amounts paid in cash and the cost of the plant, material,
supplies, and equipment given as the initial consideration
for such franchises; [ the | cost of advertising, governmental
election costs assumed by the company, and similar ex-
penses incurred in procuring such franchises; also the
original cost of franchises acquired by assignment[;] .. .
[and | amounts, other than those includible in account 201
‘Organization,' paid to municipalities or other govern-
mental agencies as a condition precedent to engaging in
business, whether or not the right to occupy city property,
streets, and highways is obtained in connection therewith."

This account includes the original cost of governmental
franchises and similar rights running for more than one year
that are necessary for conducting telephone operations. The
balance of Account 202 is approximately $1.5 million, and will
be assigned to the BOCs.

1. PATENT RIGHTS (ACCOUNT 203)

Account 203 includes (47 C.F.R. § 31.203) :

"the original cost of patent rights having a life of more
than 1 year from date of acquisition for use in connection
with the company's telephone operations."

This account has a balance of approximately $75,000; it
will be assigned to the BOCs.

JJ. TELEPHONE PLANT ACQUIRED (ACCOUNT 276)

Account 276 includes (47 C.F.R. § 31.276):

"the cost of acquisition (i.e., amount of money actually
paid or the current money value of any consideration other
than money exchanged for telephone plant, together with
the preliminary expenses incurred in connection with the
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acquisition) of telephone plant pending distribution to the
primary telephone plant accounts and to other accounts."

This account has a balance of approximately $100,000.
The account is charged with the cost of acquisition of telephone
plant until the costs are distributed to other accounts (47 C.F.R.
§§ 31.02-82, 31.2-21). Account 276 will be assigned between
the BOCs and AT&T on the basis of the assignment of the
underlying telephone plant.

kk. TELEPHONE PLANT SOLD (ACCOUNT 277)
Account 277 includes (47 C.F.R. § 31.277):

"the original cost at the time of retirement of telephone
plant sold pending determination of the amounts to be
credited to the primary telephone plant accounts."

When telephone plant is sold, this account is credited until
the appropriate primary telephone accounts are identified and
reduced. Account 277 currently has no balance and will have
no balance to assign at the time of divestiture.

B. BOC LIABILITIES, RESERVES, AND EQUITY

This part of the Plan contains the principles for separating
all BOC accounts that have credit balances. The separation of
depreciation reserves (section 1) will allow the transfer of
assets at net book amounts, and the separation of tax reserves
(section 2) will allow normalized tax accounting to continue
with respect to depreciation and tax credits attributable to
transferred assets. In addition to requiring a separation of tax
reserves, the divestiture will trigger certain tax consequences
that require adjustments to those accounts and to corresponding
asset accounts; all such adjustments are described in section 2.

The separation of accounts for other BOC reserves and
deferred credits, as well as for the BOCs' current liabilities, is
described in section 3. Although not represented by a balance
sheet account, the Bell System's contingent liabilities are also
described in section 3, where procedures are established for the
allocation of any such liabilities after divestiture.
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The concluding sections of this part of the Plan describe
the allocation of the BOCs' long-term debt (section 4) and
equity accounts ( section 5). Section 4 sets forth procedures for
assuring that the debt ratios of the divested BOCs comply with
Section VIII(H) of the Decree. The separation of BOC equity
accounts thereafter involves a reduction of those accounts to a
level reflecting the difference between a BOC's total post-
divestiture assets, on the one hand, and its liabilities and
reserves, on the other. Those calculations and the equity
accounts in which the adjustments will be made are de-
scribed in section 5.

1. BOOK DEPRECIATION RESERVES

The Uniform System of Accounts provides that the depre-
ciation reserve is the result of periodic accruals to Account 171
(47 C.F.R. 8§ 31.171(a)) :

" [ The ] account shall be credited with amounts con-
currently charged to account 608, "Depreciation,’ and to
clearing accounts for currently accruing depreciation of
telephone plant.”

Account 171 thus contains the "book depreciation reserve" for
all depreciable assets. As of August 31, 1982, the BOCs had a
credit balance in Account 171 of approximately $26 billion,
divided among various subaccounts.

Depreciation accruals to Account 171 (and its
subaccounts) are not made for specific assets, or even for
groups of assets that necessarily match the division of assets
required under the Decree. The assignment of the BOCs' book
depreciation reserves, therefore, will usually involve a series of
steps to identify the portion of a depreciation reserve
subaccount that is e}ts‘%ributable to the investment in assets being
assigned to AT&T.

130 Because AT&T will assign certain depreciable assets to the
BOC:s, it will also be necessary to apportion a part of AT&T's book
depreciation reserve to the BOCs. Although the remaining discussion
focuses upon the assignment of BOC assets and their associated
depreciation reserves, the same apportionment principles will be
followed to account for assets assigned from AT&T to the BOCs.
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The procedures for assigning depreciation reserves are
based on the BOCs' current depreciation practices and will
utilize data that underlie their current depreciation rates. !
With this data, the book depreciation reserve for a reserve
subaccount will be apportioned among vintages of assets (the
years in which assets were placed in service), and a reserve-to-
investment ratio for each vintage will be determined. 132 Then,
the vintage reserve-to-investment ratio will be multiplied by the
amount of investment being assigned to AT&T from that
vintage to yield the amount of depreciation reserve to be
assigned to AT&T.

A detailed description of the steps in this process is
contained in the remaining sections of this part of the Plan.
The first section describes current depreciation practices and the
types of data and records maintained under these practices.
The subsequent sections describe the method by which the
assignment of depreciation reserves between AT&T and the
BOCs will be accomplished.

a. CURRENT DEPRECIATION PRACTICES

Book depreciation reserves are accumulations of past
depreciation accruals that have been made for depreciable
plant in service. = These accruals are the result of FCC-
prescribed depreciation rates applied to the surviving in-
vestment, '** and represent the means by which investment cost
in plant (less net salvage) is allocated ove