At a session of the Public Service
Copmission held at its office
in Jefferson City on the 11lth
day of April, 1995,

In the matter of the investigation into Southwestern )
Bell Telephone Company's affiliate transactions. ) Cana Mo, TO-34-1804
)

On November 4, 1994, the Commission issued an order requiring the
parties in this case to file a stipulation on all agreed-upon procedures and
safeguards concerning the review of Socuthwestern Eell Telsphone Company's (SWB's)
affiliate transactions and to file a hearing memorandum on those procedures or
safeguards where there was disagreemsnt. On February 16, 1995, the parties filed
a Stipulation And Agreement. In addition, 5WB filed a motion to hold this case
in abeyance and on March 3, 1993, Commission Staff, the Office of Public Counmel
({OPC) and SWD filed separate Hearing Memoranda. OPC states in its Hearing
Memorandum that it supports Staff's position.

Tha Stipulation And Agreemant filed by the parties contains twelve
pre-avdit procedures which will allow parties access to information concerning
Sil's affiliate transactions. The parties have agresd to a pre-sudit conference
in Juse 1997 to begin atilisatioe of the proceduses, But they etate that no audit
of affiliate tramesactions will cotux in 1997,
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rce mlu, even the m..isi_.on'::’bq.inq considered, ;xonot sufficient to protect
ral:amor interests and that additional safeguards should be adopted.

“ These safeguards would address thres specific deficiencies listed by
Btaff in SWB's current practices. These are (1) lack of adequate time documenta-
tion for Southwestern Bell Corporation personnel; (2} failure to include all
relevant costs in converting incremental costs to fully distributed costs; and
{3) a lower than reasonable sales standard for determining market price to
affiliates, Staff recommends 75 percent as a reascnable standard. Staff alsoc
proposes additional standards for affiliate transactions. These include
solicitation of bids from outsida vendors, and sales of goods to affiliates at
tariffed rates or at the higher of fair market value or net book value, and sales
of services at the highar of fair market value or fully distributed costs. Staff
also proposes additional monitoring procedures. SWB contends that any safeguards
or procedures beyond those agreed to in the Stipulation And Agresment or those
developed by the FcC should be applied to all telecomsmunications companies and
established in a Commiseion rule.

The Commission has reviewed both the Stipulation And Agreesent and
the positions of the parties as set out in the Nearing Memcranda. {(Thes Stipula-
tion And Agxeemsnt will be Attactment A to this oxder and incorporated herein by
reference.) The Coimission believes that the parties have devaloped procedures
for review of aftiliate tramsactions which should enable parties ia future cases
to determine camplissce with etandards for transecticns batween 5B and ite
aftiliates.
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Qundlxdl Also, am sutod in thc November 4 order, the Commission is not

eonviucod that PCC procedures should not be supplesmented by additional safe-~
guards. The Commission, though, finds that additional standards may be of
general applicability and may have to be applied to all local exchange companies.

To allow for a full development of the additional safeguards which
parties may determine are appropriate and to allow time for the FCC to issue any
revisions to its rules, the Commission will grant SWB's motion to hold this
docket in abeyance until January 5, 1996. At that time the parties should
present esithsr a proposed ruie for adopting safeguards for affiliate transactions
for regulated telecosmunications companies or a procedural schedule inciuding
prefiled testimony and a hearing for addiressing sateguards for SWB's affiliate
transactions,

IT IS THEREFORE ORDERED:

1. That the Stipulation And Agresmsnt, Attachment A to this orxder,
is hereby approved.

2. That thies docket shall be held in abeyance untfl January 8§,
1994,

3. That parties shall file sither a proposed ruls or a proposed
proceduzel schadule ae described in this crder on or befere January 5, 1996,

4. That this crder shall betcme effactive on the date hereof.
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PUBLIC ‘E’VICE CO‘AM'SS'O\I
Case No. TO-94-184

| ‘Company’s Affiliate Transactions

BTIPULATION AND AGREENENT

I. Background

This docket arose as a result of the Commission’s finding that
in the two most recent Southwestern Bell Telephone Company {(SWBT)
rate cases the records were insufficient for the Commission to
determine if adjustments to SWBT's revenue requirement for certain
affiliate transactions were necessary or the amounts of such
adjustments. The parties® disputed the appropriate standards (FCC
or otherwise) for affiliate transactions; the existence of data to
gauge compliance with, or violation of, such standards; and the
documentation necessary to support that data.?

Procedurally, the Commission opened this docket in its Report
and Oxder of December 17, 1993, in Docket TC-93-224. Pursuant to
subsequent orders in this docket the Staff of the Commission (the
scaff) filed a copy of a Joint PCC/Five State Report of SWBT
affiliate transactions; each party filed a statement of the
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.-:“p_rﬁpg’ed scope of this docket; the Staff and SWBT filed a joint
re.ééi:f: of the parties on August 24, 1994; the parties filed
position statements on October 21, 1994; and the Commission
subsequently ordered this filing, with a Hearing Memorandum and
suggested procedural schedule to be filed on March 3, 1995,

A number of developments since the inception of this docket
may affect the further proceedings of this docket. The Commission,
SWBT and OPC settled the issues appealed in Docket TC-93-224 in
August, 1994. By the terms of the gettlement the signatories
foreswore initiation of general review of SWBT rates until 1998,
with no rate or complaint case to be filed until January 3:, 1999.
Also currently pending is FCC action on proposed amendments to its
affiliate transaction rules for common carriers. There is also a
complete review of all nonstructural safeguards underway, including
the affiliate transaction rules, in response to the Ninth Circuit
Court‘’s remand to the FCC of the Computer Inquiry III proceeding.
In addition to complying with the Missocuri Rules, SWBT must comply
with any changes to the current rules which the FCC eventually
adopts. Finally, the Commission on Informational Technology has
recommended adoption of legislation to change the structure and
regulation of the telecommunicat ions industry in Misscuri. EBach of
these intervening events can and will bhave an ispact on the
position of the parties, and isplemsstation of Comnission policies,
om affiliate trensactions.

The parties bave apreed on & monber of PINT-apecific pre-audit




ling the parties will set out the pre-audit procedures on

'fthélyn ag_rée, and note disputed items. Each party will more

fuliy exp}_.ain its position on the disputed issues in the Hearxring

Memorandum to be filed on March 3, 1995.

IX. Items of Agreement
The parties have agreed that a structure for a pre-audit
conference should contain the following items:

1. Copies of all affiliate purchases and sales contracts for
the test period will be provided. These purchase and
sales contracts will be indexed by year and by affiliate

company. .

2. Reports containing the revenue and/or expense of
purchases from and sales to affiliates, by affiliate, for
the test period will be provided.

3. Review of existing FCC affiliate transaction rules with

emphasis on any significant changes since the last audit
with the opportunity for direct interview by Staff of
SWBT subject matter rts. This review will include an

overview of what constitutes audit compliance of sales of
sexvices to affiliates. Purchases of services from
affiliates will be ocutlined by type of affiliate: i.e.,
cost allocation, prevailing price, etc.

4. Review with staff auditors the following sections of the
Cost Allocation Manual:

a. Sections IV - Chart of affiliates

b. Sections V - Transactions with affiliates
$. Paview any
m.,

opexational changes to the
of servioes to affiliates since the




Provide copi any SWBT intermal audits of affiliate
transactions ducted during the test period. SWBT
affiliate services group will coordinate with the SBC
internal audit group to schedule timely audits of SBC and
Yellow Pages prior to the next complaint case.

8. Provide the cost/price worksheets for sales of services
to affiliates only for the test period. These worksheets
will include incremental unit cost, fully distributed
cost and price for each billing element.

9. Respond to specific questions concerning tariff sales or
prevailing price sales to affiliates, with the
understanding that affiliated companies receive tariffed
and prevailing price sexrvices under the same terms and
conditions as similar non-affiliated companies.

10. Present to staff auditors an overview of the audit trail
for the purchases from the major affiliates {(SBC, Yellow
Pages, Telecom, Mobile Systems). The audit trail for the
major affiliates will include time reporting, as

appropriate, cost allocation, prevailing price review,
etc -

11. Pregent to staff auditors an overview of sales to the
major affiliates. The audit trail will include a cost
studies overview, pricing, billing, etc.

12. Answer any remalning instant audit trail process
questions that Staff Auditors wmay have.

The Staff, SWBT, and OPC have agreed to convene a pre-audit
conference on affiliated transactions in June, 1997, to permit
analyeis of how the process works. Tha pre-audit conference will
als0 permit the Staff and OPC to address concexns with the data,
and documentation of data, that S®WT provides 8o that problems
might be resclved to provida appropriate test year records for any
future SWBT rate case. There will be no actual affiliate

jon audit in 1997. The parties agres that ths Commission
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III. Items of Difference -

The parties disagree on the appropriate standard by which
affiliate transactions will be measured‘. SWBT avers that the
current FCC standards are adequate to insure that its affiliate
transactions are proper and that no subsidy flows from SWBT to its
affiliates. The Staff and OPC contend that the proposed amendments
to the FCC affiliate transaction rules must be adopted and enforced
to secure adeguate protection for regulated ratepayers.?

SWBT avers that Commission enunciation of appropriate
affiliate transactions standards is a general statement of policy
affecting the rights of, and procedures applicable to, all
utilities or at least all local exchange telephone companies, and
should be made in compliance with the provisions of Chapter 536,
RSMo, through a rulemaking or a generic docket. SWBT believes that
the Commission cannot lawfully develop and apply unique affiliate
transaction standards to SWBT alone. Such standards should not be
applicable to SWBT, particularly if such standards differ from the
c@iaaim'c current rules in regard to such transactions.

The Staff avers that review of affiliate transactions must
begin with an inquiry into the reascnablensss of eatering the
particular transaction in the first place, preferadly by referencs
to a bid process. SMBT believes that tha itess of agresment
address tha ST issues involved in this docket and that any
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The staff avers that SWBT'B audit trail of FDC studies .in

Iaupport of sales by SWBT to affiliate transactions is not

sufficient to permit the conclusion that all SWBT costs for the

relevant tim~ period have been considered in the studies, and all

property costs included. Without adequate data on this issue,
computation of adjustments, if needed, is not possible in a rate
case. SWBT avers that the cost gstudies are adeguate and that Staff
will have ample opportunity to assess the adequacy of the studies

in the 1997 pre-audit meeting. .

IV. Conclusion
If the Commission does not close this docket then the Staff,
OPC, and SWBT will address their differences in more detail in the
Hearing Memorandum to be filed in this docket on March 3, 1995.
Respectfully submitted,

Assistant Public Counsel
100 Rorth Tucker, Rm. 630 P.O. Box 7800
8t. Louis, MO €3101-197¢ Jefferson City, Nissouri 65102
314-347-0200 314-751-5559%

for Southwestern Bell

Attorney for the Office of the
Public Ocunsel
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STATE OF NISSOURX
OFFICE OF THRE PUBLIC SERVICE COMMISSION

X have compared the preceding ocopy with the original on file
in this office and X €0 hereby certify the same to be a true oopy
therefrom and the whole thereof.

WISKESS uy hand and seal of the Public Servioe Commission, at
mm.w,m 1o Gy ot ___ april ,




