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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.



11

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



12

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