§32.26

§32.26 Materiality.

Companies shall follow this system of
accounts in recording all financial and
statistical data irrespective of an indi-
vidual 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, Common Carrier Bureau, trans-
actions with affiliates involving asset
transfers into or out of the regulated
accounts shall be recorded by the car-
rier in its regulated accounts as pro-
vided 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 pre-
vailing 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 as-
sets shall be recorded at the higher of
fair market value and net book cost.
For all other assets purchased by or
transfered to a carrier from its affil-
iate, the assets shall be recorded at the
lower of fair market value and net
book cost. For purposes of this section
carriers are required to make a good
faith determination of fair market
value.

(c) Services provided between a car-
rier and its affiliate pursuant to a tar-
iff, including a tariff filed with a state
commission, shall be recorded in the
appropriate revenue accounts at the
tariffed rate. Non-tariffed services pro-
vided between a carrier and its affiliate
pursuant to publicly-filed agreements
submitted to a state commission pur-
suant to section 252(e) of the Commu-
nications Act of 1934 or statements of
generally available terms pursuant to
section 252(f) shall be recorded using
the charges appearing in such publicly-
filed agreements or statements. Non-
tariffed services provided between a
carrier and its affiliate that qualify for
prevailing price valuation, as defined
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in paragraph (d) of this section, shall
be recorded at the prevailing price. For
all other services provided by a carrier
to its affiliate, the services shall be re-
corded at the higher of fair market
value and fully distributed cost. For all
other services received by a carrier
from its affiliate, the service shall be
recorded at the lower of fair market
value and fully distributed cost. For
purposes of this section, carriers are
required to make a good faith deter-
mination of fair market value for a
service when the total aggregate an-
nual value of that service reaches or
exceeds $500,000. 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 trans-
actions rules on a going-forward basis.
All services received by a carrier from
its affiliate(s) that exist solely to pro-
vide services to members of the car-
rier’s corporate family shall be re-
corded 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 50 percent of
the total quantity of such product or
service sold by an entity. Carriers shall
apply this 50 percent threshold on a
asset-by-asset and service-by-service
basis, rather than on a product line or
service line basis. In the case of trans-
actions for assets and services subject
to section 272, a BOC may record such
transactions at prevailing price regard-
less of whether the 50 percent threshold
has been satisfied.

(e) Income taxes shall be allocated
among the regulated activities of the
carrier, its nonregulated divisions, and
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 ex-
pense to be recorded by the carrier
shall be the same as would result if de-
termined for the carrier separately for
all time periods, except that the tax ef-
fect of carry-back and carry-forward
operating losses, investment tax cred-
its, or other tax credits generated by
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