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COMMENTS OF THE STAFF
OF THE MISSOURI PUBLIC SERVICE COMMISSION 5 . o MISSOUR]
ON THE SCOPE OF THIS DOCKET VICE COMMISSION

In response to the Missouri Public Service Commission’s ("Commission™) order of
March 30, 1994, the Staff of the Commission respectfully submits the following with regard to
the scope of this docket.

I

The Staff considers that the Commission’s language in the Report and Ovrder in docket
TC-94-224 ("the R&O") suggests undertaking a detailed, in-depth examination of the transactions
between Southwestern Bell Telephone Company (SWBT) and its affilistod companies, including
its parent Southwestern Bell Corporation ("SBC™). Such an undertaking would entail review of
FCC orders, rules and regulations; review of SWBT's Cost Accownting Menual ("CAM™) for
compliance with the FOC mandetes; review of FOC procedures 1 cnswre that they adequately
sadeguard againat inter- and intea-company pricing sbuses; snd review of SWBT s implementatios
of s CAM w inswre compliance herewith. Specificelly, the Swil saggests the scops of this
dochet, a0 e Sl undwatends the Commission’s propessl, %o be:

A Review of the com supuuiions provess butwosn sugnisted and nen-seguited
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commn lthrough 4,1&0&50—93-224, p. 46). This area will also incl
* verification of SWBT's outside auditor’s work.

B. An additional task should be to test the reports that quantify the purchase
transactions between SWBT and other SBC affiliates. These reports, if accurate, should be used
to determine material SWBT affiliate purchases. The anticipated materiality standard for
affiliated purchases should be transactions with an affiliate totailing more than $500,000 per year,
plus any other purchases needed to ensure that 90% of total purchase transactions will be
examined, exclusive of purchases from Bellcore. Although there should be some examination
of Bellcore transactions in order to determine if any duplication exists with purchases from
Technical Resources, Inc. (TRI), & direct audit of Bellcore would require a costly, extensive
out-of-state commitment and is not anticipeted at this time.

C. A further area of review should be & detailed inquiry into the procedures and
documentation by both SWBT and its affilistes for material transactions betwoen and among
themecives. This should include review of: 1) SWBT costing practices and market pricing
references used in sales 1o affilistes; 2) pricing procedures of affilistes in seles 0 SWBT and
maerket pricing references in such wansactions; 3) wee of pass-Grough tramsactions betwoen and
smong affilistes; 4) Sramenctions betwoen effilistes (other than SWBT) that affoct SWBT s cost
of survice (Bmample: Yellow Page/ Gulf Prissing). This ssen of saview should inclede
varificution et SWET and i ofilienes wee the sume cost compenenis in pricing afiilisse
wumectisns (in wapssse ® Conmision convem 3 Guwgh 6, RBO in TCH3-224, pp. 67 and
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; mdards. Thiuhou!dincludehﬁmoﬁomdimcﬂybﬂweenSWBdeitsnfﬂhm,
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" to Commission concerns 1 through 6, R&O , pp. 46-47 and p. 67).

E. The Staff’s review of the joint FCC/Five-state audit report ("Joint Audit Report")

concerning SWBT affiliated transactions which was released May 22, 1994, indicates that the
Joint Audit Report will be of limited use in resolving the specific matters which the Commission
has suggested be cxamined in this docket. The Staff interprets the Commission’s language in the
R & O as suggesting a detailed review of SWBT’s affiliated transactions processes in this docket,
but the Joint Audit Repost reflects a limited and less detailed review of SWBT's affiliate
transactions, focusing on whether SWBT’s accounting practices are in accord with FCC rules,
without expressing any opinion as t0 whether the FCC rules are safficient %0 prevent possible
affiliate transaction abuses.

Moreover, most of the specific questions the Commission posed ia the R&O were not part
of the scope of the joint sadit. For example, the Commission indicstod an interest in whether
the FCC’s acosptance of faily distributed costs (FDC) studies, in lisu of prevailing market price,
0 determine price for sevvicss bought and sold by affilisses comstiomtes a "loophole™ in the
sffiliste tramsactions sanderds. The Joint Audit Report did not express an opinion on the subject.
The RAO nfreonced e interest in comparing costing proceduses for affiliate transactions with
thoee wend for egehndinse-sagelennd allovations. Gemanllly, the Juint Anidlk Report dors aot
e vegnisodioan-cogubned sliosstions. The Comminion in the RAO inllened & consen

oh;a




affilisted transactions involving Yellow Pages, and the Joint Awdit Report does not
For these reasons, the Staff belicves that the Joint Audit Report, in and of itself, does not

address the concerns of the Commission in establishing this docket.

F. It appears to the Staff that this investigation can lead only to the production of a
report recommending possible additional standards, procedures, or documentation for transactions
between SWBT and its affiliates and/or cost allocations between regulated and non-regulated
activities, Since there is no likely vehicle for review and enforcement in the foreseeable future,
mmmmhmmaﬁmmmmmm
considerable Staff resources.

G.  The Suff estimates that conduct of an investigation outlined here will require the
attention of four of its senior suditors on essentially a full time basis for approximately one yeer.
The Staff cannot estisnate the resources acoded by the other parties, but expects that they would
be substamtial.

H  The Swil rocosmmends hat the Commission not st a procsdural schedule in this
docket until st Jeast thirty duys after it defines the scope of this docket. The parties can wee such
a time petind % cvalaie he resswoss sty swailable %0 he; the addhional resowoes
asvied © sccomplish e scape et by e Consmission; and other procedusl concerns et may




liw of the formal investigaton of afflisted ransactions of SWBT as discussed in Par
I of this response, the StafY recommends the Commission close this dockst in favor of an
.. infmmﬂinveaﬂgnﬁmaﬁedumﬁonpmmonthe'm&wofaﬁﬁaﬁetmmwﬁm
A. Affiliated transactions between regulated utilities and non-regulated parent or sister
corporations now occur in most types of utilities. Local exchange companies ("LECs"), including

but not necessarily limited to SWBT, GTE and United, routinely have transactions with parent
and sister corporations, and conduct both regulated and non-regulated business within the
telecommunication companies themselves. Alliances between LECs and cable television
operations, which may pose similar affiliste problems, appear to be o the horizon. Increasingly,
water companies have parent corporations with which they bave dealings incident to the provision
of utility service.! Gas local distribution companies (LDC’s) may be purchasing gas from
marketing or transportation affilistes’. Blectric utilitics arc establishing affiliated corporations for
generating and other purposes.” Missouri Public Service, wholly owned by UtiliCorp United,
Inc., also presents a parent company cost-allocation sitastion.

B.  Given the prevalence of parent company cost allocations in Missouri utilities, the
natrow focus of this docket on SWBT may wnduly limit the scope of the isswss exsmined.
Exacsiuation of the procedures wead by other wility growps 0 allocate passat company Costs sy
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activities. Further, a broader study could lead to a generic policy formulation by the Commission
to deal with the issues posed by the affliste transactions of all regulated utilitics.

C.  An informal setting would provide greater opportunity for the Commission, its
individual members, the Staff and other participants to get answers to particular concerns. The
procedural restrictions imposed by the Commission’s rules in docketed cases may hamper direct
communication by the Commission to the interested parties of the Commission’s interests and
questions. An informal setting, in which the Commission can directly interact with the affected
parties is more likely to facilitate general policy formulation. Such a process can serve as the
basis for a rulemaking if the Commission deems it appropriste, which an investigation of SWBT
would not.

D.  Finally, s informal, gencral sctting may help avoid discovery problems which the
Staff anticipses would impede an affiliste transactions investigation focused solely on SWBT.

E.  The Suff suggests that the neture, contcnt and timing of sa informal proocss be

'mmam.ummwsuawuumzl. 1994,
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