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and services, carriers shall account for
these activities within accounts prescribed in this system for telephone
company operations. Assets and expenses shall be subdivided in subsidiary
records among amounts solely assignable
to
nonregulated
activities,
amounts solely assignable to regulated
activities, and amounts related to assets and expenses incurred jointly or in
common, which will be allocated between regulated and nonregulated activities. Carriers shall submit reports
identifying regulated and nonregulated
amounts in the manner and at the
times prescribed by this Commission.
Nonregulated revenue items not qualifying for incidental treatment as provided in § 32.4999(l) of this part, shall be
recorded in separate subsidiary record
categories of Account 5280, Nonregulated operating revenue. Amounts assigned or allocated to regulated products or services shall be subject to part
36 of this chapter.

may be recorded in the company’s
books of account without prior Commission approval.

[52 FR 6560, Mar. 4, 1987, as amended at 53 FR
49322, Dec. 7, 1988; 59 FR 46930, Sept. 13, 1994;
64 FR 50007, Sept. 15, 1999]

§ 32.24 Compensated absences.
(a) Companies shall record a liability
and charge the appropriate expense accounts for compensated absences (vacations, sick leave, etc.) in the year in
which these benefits are earned by employees.
(b) With respect to the liability that
exists for compensated absences which
is not yet recorded on the books as of
the effective date of this part, the liability shall be recorded in Account
4130. Other current liabilities, with a
corresponding entry to Account 1438,
Deferred maintenance, retirements and
other deferred charges. This deferred
charge shall be amortized on a
straight-line basis over a period of ten
years.
(c) Records shall be maintained so as
to show that no more than ten percent
of the deferred charge is being amortized each year.
[51 FR 43499, Dec. 2, 1986, as amended at 67
FR 5679, Feb. 6, 2002]

§ 32.25 Unusual items and contingent
liabilities.
Extraordinary items, prior period adjustments, and contingent liabilities

[65 FR 16334, Mar. 28, 2000]

§ 32.26 Materiality.
Companies shall follow this system of
accounts in recording all financial and
statistical data irrespective of an individual item’s materiality under GAAP,
unless a waiver has been granted under
the provisions of § 32.18 of this subpart
to do otherwise.
§ 32.27 Transactions with affiliates.
(a) Unless otherwise approved by the
Chief, Wireline Competition Bureau,
transactions with affiliates involving
asset transfers into or out of the regulated accounts shall be recorded by the
carrier in its regulated accounts as
provided in paragraphs (b) through (f)
of this section.
(b) Assets sold or transferred between
a carrier and its affiliate pursuant to a
tariff, including a tariff filed with a
state commission, shall be recorded in
the appropriate revenue accounts at
the tariffed rate. Non-tariffed assets
sold or transferred between a carrier
and its affiliate that qualify for prevailing price valuation, as defined in
paragraph (d) of this section, shall be
recorded at the prevailing price. For
all other assets sold by or transferred
from a carrier to its affiliate, the assets shall be recorded at no less than
the higher of fair market value and net
book cost. For all other assets sold by
or transferred to a carrier from its affiliate, the assets shall be recorded at
no more than the lower of fair market
value and net book cost.
(1) Floor. When assets are sold by or
transferred from a carrier to an affiliate, the higher of fair market value
and net book cost establishes a floor,
below which the transaction cannot be
recorded. Carriers may record the
transaction at an amount equal to or
greater than the floor, so long as that
action complies with the Communications Act of 1934, as amended, Commission rules and orders, and is not otherwise anti-competitive.
(2) Ceiling. When assets are purchased
from or transferred from an affiliate to
a carrier, the lower of fair market
value and net book cost establishes a
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ceiling, above which the transaction
cannot be recorded. Carriers may
record the transaction at an amount
equal to or less than the ceiling, so
long as that action complies with the
Communications Act of 1934, as amended, Commission rules and orders, and is
not otherwise anti-competitive.
(3) Threshold. For purposes of this
section carriers are required to make a
good faith determination of fair market value for an asset when the total
aggregate annual value of the asset(s)
reaches or exceeds $500,000, per affiliate. When a carrier reaches or exceeds
the $500,000 threshold for a particular
asset for the first time, the carrier
must perform the market valuation
and value the transaction on a goingforward basis in accordance with the
affiliate transactions rules on a goingforward basis. When the total aggregate annual value of the asset(s) does
not reach or exceed $500,000, the
asset(s) shall be recorded at net book
cost.
(c) Services provided between a carrier and its affiliate pursuant to a tariff, including a tariff filed with a state
commission, shall be recorded in the
appropriate revenue accounts at the
tariffed rate. Non-tariffed services provided between a carrier and its affiliate
pursuant to publicly-filed agreements
submitted to a state commission pursuant to section 252(e) of the Communications Act of 1934 or statements of
generally available terms pursuant to
section 252(f) shall be recorded using
the charges appearing in such publiclyfiled agreements or statements. Nontariffed services provided between a
carrier and its affiliate that qualify for
prevailing price valuation, as defined
in paragraph (d) of this section, shall
be recorded at the prevailing price. For
all other services sold by or transferred
from a carrier to its affiliate, the services shall be recorded at no less than
the higher of fair market value and
fully distributed cost. For all other
services sold by or transferred to a carrier from its affiliate, the services shall
be recorded at no more than the lower
of fair market value and fully distributed cost.
(1) Floor. When services are sold by or
transferred from a carrier to an affiliate, the higher of fair market value

and fully distributed cost establishes a
floor, below which the transaction cannot be recorded. Carriers may record
the transaction at an amount equal to
or greater than the floor, so long as
that action complies with the Communications Act of 1934, as amended, Commission rules and orders, and is not
otherwise anti-competitive.
(2) Ceiling. When services are purchased from or transferred from an affiliate to a carrier, the lower of fair
market value and fully distributed cost
establishes a ceiling, above which the
transaction cannot be recorded. Carriers may record the transaction at an
amount equal to or less than the ceiling, so long as that action complies
with the Communications Act of 1934,
as amended, Commission rules and orders, and is not otherwise anti-competitive.
(3) Threshold. For purposes of this
section, carriers are required to make a
good faith determination of fair market value for a service when the total
aggregate annual value of that service
reaches or exceeds $500,000, per affiliate. When a carrier reaches or exceeds
the $500,000 threshold for a particular
service for the first time, the carrier
must perform the market valuation
and value the transaction in accordance with the affiliate transactions
rules on a going-forward basis. All
services received by a carrier from its
affiliate(s) that exist solely to provide
services to members of the carrier’s
corporate family shall be recorded at
fully distributed cost.
(d) In order to qualify for prevailing
price valuation in paragraphs (b) and
(c) of this section, sales of a particular
asset or service to third parties must
encompass greater than 25 percent of
the total quantity of such product or
service sold by an entity. Carriers shall
apply this 25 percent threshold on an
asset-by-asset and service-by-service
basis, rather than on a product-line or
service-line basis. In the case of transactions for assets and services subject
to section 272, a BOC may record such
transactions at prevailing price regardless of whether the 25 percent threshold
has been satisfied.
(e) Income taxes shall be allocated
among the regulated activities of the
carrier, its nonregulated divisions, and
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§ 32.1120

members of an affiliated group. Under
circumstances in which income taxes
are determined on a consolidated basis
by the carrier and other members of
the affiliated group, the income tax expense to be recorded by the carrier
shall be the same as would result if determined for the carrier separately for
all time periods, except that the tax effect of carry-back and carry-forward
operating losses, investment tax credits, or other tax credits generated by
operations of the carrier shall be recorded by the carrier during the period
in which applied in settlement of the
taxes otherwise attributable to any
member, or combination of members,
of the affiliated group.
(f) Companies that employ average
schedules in lieu of actual costs are exempt from the provisions of this section. For other organizations, the principles set forth in this section shall
apply equally to corporations, proprietorships, partnerships and other forms
of business organizations.

§ 32.102 Nonregulated investments.
Nonregulated investments shall include the investment in nonregulated
activities that are conducted through
the same legal entity as the telephone
company operations, but do not involve
the joint or common use of assets or
resources in the provision of both regulated and nonregulated products and
services. See §§ 32.14 and 32.23.

[67 FR 5679, Feb. 6, 2002, as amended at 69 FR
53648, Sept. 2, 2004]

Subpart C—Instructions for
Balance Sheet Accounts
§ 32.101 Structure of the balance sheet
accounts.
The Balance Sheet accounts shall be
maintained as follows:
(a) Account 1120, Cash and equivalents, through Account 1500, Other jurisdictional assets—net, shall include
assets other than regulated-fixed assets.
(b) Account 2001, Telecommunications plant in service, through Account 2007, Goodwill, shall include the
regulated-fixed assets.
(c) Account 3100, Accumulated depreciation through Account 3410, Accumulated amortization—capitalized leases,
shall include the asset reserves except
that reserves related to certain asset
accounts will be included in the asset
account. (See §§ 32.2005, 32.2682 and
32.2690.)
(d) Account 4000, Current accounts
and notes payable, through Account
4550, Retained earnings, shall include
all liabilities and stockholders equity.
[67 FR 5680, Feb. 6, 2002]

[52 FR 6561, Mar. 4, 1987]

§ 32.103 Balance sheet accounts for
other than regulated-fixed assets to
be maintained.
Balance sheet accounts to be maintained by Class A and Class B telephone companies for other than regulated-fixed assets are indicated as follows:
BALANCE SHEET ACCOUNTS
Class A
account

Account title
Current assets
Cash and equivalents ........................
Receivables .......................................
Allowance for doubtful accounts .......
Supplies:
Material and supplies .................
Prepayments .....................................
Other current assets ..........................
Noncurrent assets
Investments:
Nonregulated investments ..........
Other noncurrent assets ............
Deferred charges:
Deferred maintenance, retirements and other deferred
charges ...................................
Other:
Other jurisdictional assets-net ....

Class B
account

1120
1170
1171

1120
1170
1171

1220
1280
1350

1220
1280
1350

1406
1410

1406
1410

1438

1438

1500

1500

[67 FR 5680, Feb. 6, 2002]

§ 32.1120 Cash and equivalents.
(a) This account shall include the
amount of current funds available for
use on demand in the hands of financial
officers and agents, deposited in banks
or other financial institutions and also
funds in transit for which agents have
received credit.
(b) This account shall include 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 payments are due one year
or less from the date of deposit; the
amount of cash deposited to insure the
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