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··~-Of'~ ftliiLICIDVH2 COMMISSION 

At a ••••ion of the Public Service 
cca.daaion held at ita office 
in Jeffaraon City on the 11th 
day of April, 1995. 

In the matter of the inveatigation into southweatern 
Bell Telephone co~y•s affiliate tranaactiona. C'M Mg. !Q-14-114 

OBPM APPB9l'JNG mnn.moN ANQ AGBQMINJ 

On November 4, 1994, the Coaadaaion iaaued an order requiring the 

parties in thia caaa to fila a atipulation on all agreed-upon procedure• and 

aafaguarda concerning the raviw of Southwatarn Bell Telephone CCIII>anY'• (SWB'a) 

affiliate tranaactiona and to fila a hearing ...orandua on thoae procedure• or 

aafaguarde Olbara there - eli-it ct. Oft Patmauy 16, 19!15, the partie• filed 

a Stipulation ADd liGI~•-Iftt. In a4ditioc, 8'118 filed a -tion to hold thie caaa 

in abeyance and on llllrcb l, lt!l5, ec-i .. ioo Staff, the Office of Public Cowleel 

(OPCI and aw filed aaparata Reariag ._,nand&. OPC etatea in ita Rearing 

"-rlllldla tllat it r n arte ftaU •a PMition. 

-·• afUUate u--ru-. ,._ IIJIU't.i .. .,.._ ••rndl to a pee-audit COftfer«lee 
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.. ... ' ....... I 1M .............. llll,iiiWII., 117 - ,,., .... , .... .._-

11 u Ut. saiw!lr. - .. o u •tltUI · u• et l's • 111 co•llPPII'.eie~~tUilallaiiJ 

-~~~~~~~~-
7 

lll!lill'illl' SO ··It~ ..... ~ .. I'P'tl .... 



• PCC ~l••• ~n the ~ieione baing conaidared, ~e not aufticiant to protect 

rat~ar ifttareeta and that additional eafeguarda ehould be adopted. 

tb••• .. faguarda would address thr.. apacific deficiencies liatad by 

staff in SWII'a currant practic... Th••• are (1) lack of adequate time documenta­

tion for Southwestern Bell Corporation personnel; (21 failure to include all 

relevant costa in converting incremental costa to fully distributed coats; and 

(l} a lower than reasonable aalae standard for determining market price to 

affiliates. Staff racoa.enda 75 percent aa a reasonable standard. Staff also 

proposes additional standards for affiliate transactions. These include 

solicitation of bids fro• outside vendors, and ealea of goods to affiliates at 

tariffed rataa or at the higher of fair market value or nat book value, and sales 

of services at the higher of fair .arkat value or fully dietributad coete. Staff 

also propos" lldd.itiooal ~toring ~. stl8 CODtanda that~ .. feguarda 

or procedures beyond thoaa -.,read to in the Stipulation And ~t or thoae 

clavalopad by the PCC abould be applied to all tala .. cc-lll•mnicationa ~iaa and 

aetabllehad ia a Ca..lealoa rule. 

'l'he ~aaioa baa reviewed both tlw ftipulatioa And Aer• nt and 

fw nwt.., ot atUliate u rnu ~ tt 1 14 ....We JlaftiM ia fllt\&re -

to ~ondM •••u- '"'"' •• , .- r- tr nt'- llat'l •• • _. ita 

aftiUatt•. 
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t•ti!lrlcr .,_twen .. •tate 

.lint'!!S .. '~t .nc5 allow for COMi•tent enforc-.nt .l.tnl riqub:_,, 
. . 

o.l tbt •~· Abo, u •t~Jted in tile llo\i....,.r ' order, tile Co-.iuion h not 

guarcle. The C~•eion, though, findll that aclditioDal atandllrdll -Y be of 

general appliC«bility and ~ bave to be applied to all local exchange ccapanie•. 

To allow for a full de¥elo~nt of the additio~~al •afeguarda which 

partie• -.y deter.ine are appropriate and to allow ti.. for the FCC to isaue any 

reviaiona to ita rulea, the Ca..iaaion will wrant SWB'• motion to hold thi• 

docket in ~ance until January 5, 1!1!16. At that tt.e the partie• ahould 

preaent either a propoaed rule for adopting eafeguarde for affiliate traneactiona 

for regulated teleec:ca-tmnie&tione CCIIII)Ailiea or a procedural achedule including 

prefiled teati.anv and a beariag for addreeaiag aafeguarde for SHB'a affiliate 

tran•action•. 

rr IS'IIIDU'Oa&,._.D: 

1. !bat the 8tipulati• Alld liCIIIIRl,__t, Attul 1t A to thi• Ol'ltar, 

2. TMt tllie clocbt 1111&11 be beld ill ._,_ untU J&IN&l'lf 5, 

11 ... 

l. !bat pacti .. 1111&11 file elthet a fCIC led rYte or a pTapa•tld 

.... a. __ ....... 
• 

• .,,._, -.. • n ., =~·~·:·:... M 4•iltt_.l!l Cl , &., • 



Jn tn• Matter of the Investj,g~tion l 
into Southwestern Bell Telephone ) 
Company's Affiliate Transactions ) 

STIPULATIOH AHD ACDBBIIBMT 

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 -re necessary or the amounts ~f such 

adjustments. The parties1 disputed the appropriate standards (FCC 

or otherwise) for affiliate transactions; tbe existence of data to 

gauge compliance with, or violation of, 8IICh standards; and the 

documentation necessary to support that data. a 

Procedurally, tbe eo-lesion opened this docket in its Report 

and Order of December 17, lttl, in Docket TC-tl-22•. Pursuant to 

sUbnquent orders in this docket tbe Staff of tbe OJ 1-ion (tbe 

Staff) filed a copy of a Joint FCC/Fbe &tete bpo\"t of 8ti8T 

affiliate ~iOD81 eecb party filed a atatswsnt of tbe 
• 
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proposed scope of this docket; the Staff and SWBT filed a joint 

report 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 settlement the signatories \ 
! 

foreswore initiation of general review of SWBT rates until 1998, 

with no rate or complaint case to be filed until January 1, 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•a rn•nd to the FCC of the Collputer Inquiry III proceecling. 

In adclition to celalplying with the Missouri Rules, SWBT 11\Ust coa~ply 

with any cbangee to the current rules which the FCC evantually 

adapte. Finally, the 0t1 1-ion on lnforution&l Technology baa 

:r.cc;an tndecl a lope ion of l~t~islation to cbange the structure anc1 

tbaaa lattu • 1 •• eo nu cu anc1 vUl -.. u 1..-c:t. on tha 

paeiUIIIIIl or tha pllftlee • ..a blpl.-liiiiCt:.eac~.'- or C'c I•'- polioiee, 
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.OV'·~~f!illl••·~~Ul~<le bY whi<!h afUliat:e tratliJ!lct.to~ns \Pill be jud!Jed. 

Xn thiS filing the parties will set out the pre-audit procedures on 

which they agree, and note disputed items. Each party will more 

fully explain its position on the disputed issues in the Hearing 

Memorandum to be filed on March 3, 1995. 

XX. xt ... of Agreeaent 

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 frota and sales to affiliates, by affiliate, for 
the teet period will be provided. 

3. Review of existing PCC affiliate transaction rules with 
easphasia on any significant changes since the last audit 
with the CFPOrtunity for direct interview by Staff of 
SW8'1' subject •tter experts. This review will include All 
overview of wbat conatitut .. audit 0011pl iuce of salsa of 
services to affiliates. Purcha-s of aarvices fro. 
affiliatea will be outlined by type of affiliate a i. • .• 
cost allooatioa. prevailing price. etc. 

4. Review witb steff auditors tbe following aactiona of the 
Coet Allooatioa Mamaal: 

s. 

a. a.otiona rv • Cbaxt of affiliatea 

b. leotioae. - nnuctioaa witb effilletea 

~ -.r :u 1 t apa.clcnl rt ••• to 
.,..., r •••. • of -ricee to dflllet"• alDoe 
lMill • lit. 
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7. Provide copie• pf any SWBT illtl!lrni!ll audits of affiliate 
transactions eopducted during the test periOd. SWBT 
affiliate serviCes group will coordinate with the SBC 
internal audit group to schedule timely audits of sac 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 services 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. Present 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 remaining instant audit trail process 
questions that Staff Auditors may have. 

The Staff , SWBT, and OPC have agreed to convene a prs -audit 

conference on affiliated tr-.ct ions in J\me, 111117, to permit 

analyst. of bow tbe ~ vorb. Tbe pre-audit conference will 

aleo perait tbe St&ff and OPC to ~ oonceJms with the data, 

and ~auoa of dace. t.bat SlaT prcwidM eo that probl ... 

algid; be reeal'ftld to pzo¥1• ~ ~ ,..r r:eoorc1a for uy 

tl:lllaltt. Rlll:l.t 1a lH'f. 111a pllft.la a w diR tbe ca •ut. 
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xxx. xt ... of Difference 

The Pllrties 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 adequate 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 rul~ing or a generic docket. SWBT believes that 

the Commission cannot lawfully develop and apply unique affiliate 

transaction standards to SWBT alona. SUCh standards should not be 

applicable to SWBT, particularly if such standards differ from the 

Coaaiesion's current rules in revarcS to such transactions. 

Tbe lUff a-.r11 that rev~- of affiliate transactions ... t 

basin with an illquily into t!le ~bl-- of antering tba 

particular t&'llllsation 1D the fU. pl-. pa-efenbly by nafennce 

....... I =1t1t I 'h; of 1:11 hnlt'' II IM:II ....,.._ 
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The Staff avers that SQT' s audit trail of FDC studies in 

SUpPo~t of sales by SWBT to affiliate transactions is not 

sufficient to permit the conclusion that all SWBT costs for the 

relevant timP 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 studies are adequate and that Staff 

will have ample opportunity to assess the adequacy of the studies 

in the 1997 pre-audit meeting. 

XV. CODClU.iOD 

If the Commission does not close this d~ket 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, ltts. 

Respectfully submitted, 

~\)_~··WIIo~~~~-bo~_~. JL!fu .fL. Dif'na J: Ha er Mlj IJt\ ~~ f. iiicnDO 
Attozney at Astlistant Public counsel 
100 lforth ~. •· no P.o. Box ?eoo 
It, Louis, MO Cll01•1t'7C ~effezwaa City, Miasouri C5102 
31t•2t1•1210 l14•'751·555t 
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