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BEFORE mE PUBUC SBRVICB COMMISSION OCt 2 4 f99l 

OF mE STATE OF MISSOURI 

In the matter of the inveltigation into 
Southwestern Bell Telephone Company's 
affiliate transactions. 

) 
) 
) 

PiiBt.tc sJf:OllRI 
Case No. T0-94-184 ECOI.fMisstON 

REPORT ON AFFILIATE TRANSACilON MEETING 

COMES NOW Southwestern Bell Telephone Company (SWBT), the Staff of the 

Miuouri Public Service Commission (Staft) and Office ofPublic Counsel (OPC) and state 

asfoUows: 

L BACKGROUND 

On February 16, 1995, SWBT, Staff and OPC entered into a Stipulation and 

Agreement under which the parties agreed to convene a "pre-audit" conference to discuss 

SWBT -specific issues regarding affiliate transactions. The parties had agreed that the 

stnJcturo for a "pre-audit" conference should contain twelve items. On September 25 and 

26, 1997, a conference wu held in St. Louls among the parties to discuss the twelve 

procedurea coatained in the Stipl•lation and Ajpeen~e~lt. 

D. mM!JEI'IQN Of JWP·YE fB()("'P!JRIS 

Pllralant to die Fetn.y 16, 1995 Sdpulation and ~ SWBT preuntod, 

dlsc:uud and nroie11ed die twelve procedunl n-s a,reed upon._,. the p!lltia u the 

Items to be iacbhd b die iXNIAwenw u lbllowi• 
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SWBT proyidod and discussed the tbllowlna intbnuation: 
- Fully Distributed Cost Reports which dilplay the Missouri coats 

IIIOclated with services provided to afi!Jietes. 

- Contn"bution R.eporU reflecting Missouri revenues received by 

affiUate, by service. 

- For purchues from afllliates, both Missouri and total SWBT 

reports were provided from SWBT's Affiliate Transaction 

Processins System (AFfRAN), which details payments to afllliates 

by Part 32 account. 

3. Review of existing FCC affiliate transaction rules with emplwis on any 

significant cha!JIC"' since the last audit with the C)ppOftunity for direct 

interview by Staff' ofSWBT subject matter experts. This review wiD 

iDc:lude 1ft overview of whit COIIItitutes audit compliance oflllea of 

services to dB!Iua Purdla.s of Sill vices 1om afl!!lates wiD be outlined 

by type of a"' te: le., cost IDoc:ation, prewilinaP•ices. etc. 

SWBT pr11 led bodla overview ofFCC rule ch•ntn fbrd"Site 
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4. Review with staff auditors the following sections of the Cost Allocation 

Manual: 

a. Section IV - Chart of affiliates 

b. Section V - Transactions with affiliates 

SWBT reviewed both format and content of the Chart of Affiliates and 

Affiliate Transaction sections of SWBTs Cost Allocation Manual (CAM). 

The CAM identifies and describes the affiliates and the transactions 

including pricing terms between SWBT and each of its affiliates. 

S. Review any significant operational changes to the purchases or sale of 

services to affiliates since the last audit. 

Operational chanses were covered in Item 3. 

6. Provide copies of any SWBT compliance reviews ofpurchues fiom 

lftllilles c:oacb:ted durin& the tes1 period. SWBT l8ftllll to peafbml and 

provide CC""' I e reviews fbr ita triiiSictioN wida Southweltem Bel 

C... PkMiooll (S8C). 
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So~Bell~Sy~t.,....,.Ino. 
Sou~ Bell T.-.~nuniQtlon~, Ino. 
AMDOCS (mlllble throllsh !&Y audit) 

7. Provide copies of any SWBT inteml1 audits of affiliate tranuctions 

conducted 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 next complaint case. 

Copies of both internal and external audits were provided by SWBT. 

8. Provide the cost/price worbheets 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. 

SWBT provided the infbrmation u requested The coJtlprice worbbeett 

are .,.n of SWBT's audit trail for sales to afl!!iates Price is comparecl to 

luaemeatal cost by service to review the beaefit to SWBT ofproyidina the 

service. Price is fllnhlr compared to fu11y clistrillwld COlt, at the unit leYel, 

to easure that aD elemencs ofpridns meet the FCC afl!!iate ttansiCdon 

rules.. 
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The audit trail for the ~or affiliates wiD lncludo tlmO RPortin& il 

appropriate, cost allocation, prevailing price review, etc. 

SWBT presented overviews of the audit trails for the major affiliates. 

Among the audit trail items discussed were the time reporting process for 

tho various affiliates and SWBT' s validation of affiliates' time reporting 

through compliance review procedures. 

Whore SWBT purchased services at fully distributed cost, SWBT provided 

and/or discussed the affiliate's cost allocation procedures. SWBT 

explained how tho compliance review results confirms the propriety of the 

affiliate's procedures and resulting charges to SWBT by tracing the costs 

used in development of the price charged SWBT to the affiliate's financial 

statements. 

Similarly, SWBT demonstrated how its compliance ni\Wwa Mlbstantlate 

the exlsteace of pnMllina market prices fbr products and eeMces 

proWled to SWBT ll a pnMllina market price. SWBT miewllftlllato 

tJiint.plny sales records to cxmfirm that pre•lifina price c:riteda are met. 
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12. Answer any remaining instant audit trail process questions that Staff 

Auditors may have. 

All questions answered. No outstanding responses. 

m RESULTS OF TWELVE ITEM REVIEW 

SWBT demonstrated that it maintained sufficient audit trails for sales to and 

purchases from affiliates. All sales and purchase transactions with affiliates are supported 

by written contracts which provide the basis for continued oversight and define the 

relationship, including pricing, between SWBT and the affiliate. 

For purchases from affiliates, SWBT demonstrated that its audit trail includes 

concise accounting by affiliate and by account through its Affiliate Transaction Processing 

System which provides the basis for regulatory reporting. SWBT further demonstrated 

that it performs and documents sufficient internal compliance reviews to reinforce its 

complianc:e with both the contrut and specific purchase transactions of the FCC affiliate 

tranaction rules. SWBT confirms that affiliates' billifi8S to SWBT roftoct development 

of fully distnllutod costs oonsistoent with its interpretation ofFCC guidelines and traces 

such costs to afllliatcs' fiNN:ial .utements. For sernccs purdwed at prevailina price. 

SWBT aaaJy.a. afllliates' third party sales re(Ofds to ensure prevailing price aitcria are 

met. 

For sales to aftlincs, SWBT demoMtrated that ic produces and maintains 

docurm tJiiaG to •lfi!OI\ a pridna. SWBT'siiUdil trail lOr each it.a IOid to an affiliate 
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SWBT aarted to file annually, u public documents, with the Missouri Public 

Service Commission: 

A copy ofSWBT's Cost Allocation Manual (CAM) which identifies 

and describes trsnssctions between SWBT and affiliates 

Attestation letters of the external audit on regarding their llllliUal CAM 

audit. 

Results of joint federal/state biennial audits u required by Section 272 

of the 1996 Telecommunications Act. (The Act requires the auditor to 

provide results to state commissions to be made publicly available.) 

- OPC and Staff will review the external auditor attestation and work 

papers esch year, if necessary. 

Staff and OPC had previously identified three issues in SWBT's affiliate 

trsnssction practices that were reviewed during this conference. SWBT's responses are 

outlined below: 

I) TIDIO reportiDa documentation for Southwestern Bell Corporation 

peuonnel. SWBT stated that its in-depth review of its internal compliance 

review controls and procedufes for soc Manapment Services, Inc. 

(NSI) time reponina procedufes UIUnl that suf&cient time reponina 

~Gists. 

2) IMhtioe old ...... OOil1 iR coa••tilllncll I I FIJI OOil1 to Wy 
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• quantlty nm bo to no•aftiliated third Jlirties in order to establi$b a 

Prevallina market price. 

tv. QlNQ.YIION 
Based upon compliance with the tenns of the February, 1995 Stipulation and 

Aareement. the parties believe that the Missouri Public Service Commission (PSC) should 

close this doclcet. 

WHEREFORE, the parties request that the PSC close this docket. 

Respectfully submitted, 
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