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"*"n• C. Swiller 
Allomey 
314 247-3000 

DllniJ. Herter 
Allomey 
314 247-8280 

@·'South&temlfill Telephone 

October 20, 1994 

Mr. David Rauch 
Executive Secretary 
Missouri PUblic service Commission 
301 west Hiqh street, SUite 530 
Jefferson City, MO 65101 

Be: case No• TQ-94-184 

Dear Mr. Rauch: 

Enclosed for filinq with the Ca.aission in the above­
referenced case is the original and fourteen copies of 
Southwestern Bell Telephone Ca.pany's Position on Issues 
Concerninq Affiliate Transactions. 

Please st-p •Filed• on the extra copy and return to - in 
the enclosed self-addressed, st•wped envelope. 

Thank you for brinqinq thb -tter to the attention of the 
Ca.aission. 

Sincerely, 

lftcl.CMi\11-

c:ca Pu'ti- of .. aud 

nm 
OCT 21 M4 

MISSiCMI .uu: _.. ooru nrOM 
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B..ORB ~ K%880URX VUBLXC SBRVXCB COKKXBSXOK 
OW ~ S~~B OW MXBBOURX 

In the matter of the Investigation ) 
into Southwestern Bell Telephone ) 
Company's Affiliate Transactions ) Case No. T0-94-lt._ q, ~ & . 

"'!f.~~ ""~ .... ~ 
IOUHWU'l'IU BIILL 'l'BLDJIOJIB COIIPUY'8 '\l.'fn. ~ 

VOSI'l'IOit Olt I881JB8 COJICBRJIIJIG UI'ILIA'l'B 'l'ltD8AC'fiOJIB ~~ ., 

on September 13, 1994, the Commission issued an Order ~ 
Establishing Dates for Filing of Parties Positions (Order 

Establishing Dates). In that order, the Ca.aission asked the 

parties to fila their position. on the proper standards to apply 

for deter.ining the reasonableness of affiliate transaction coats 

and the necessary procedures to insure ocmpliance with such 

standards. 'l'be CrJIRiuion also directed the parties to file 

their position. concerning the neceaaary oaponenta of an audit 

trail. 

awthvutern lell ,..lepbo.,. OC!IIIplny (...,.) believes thet the 

coaiuion BbcNl.d bold this doc:kat ill abayaQoa until the Pedaral 

ca.a!Jtuion (fCC) lsnts u Ol'da ill the pending 

ltotioa for ftc,u .. 1111.1 kl,. (LAQ ill cc Do*« tJ-all. tbe 

fCC la l'ft1willl pot II Ual aftUlda ta PI lot&. nh 

actifl.U- .......-.. Ia ~. orrt11" sv a fak • "•' 

'Wal..U. Ji!Lilll la ~. - ·--·· .... ,. •••• , .. , 

aC .... ,s. uw -· • ll ........ Ia ... llrf '·-

••• c •·•• .._ a et .., Jlal't u ., ... est ,. .... 
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• o.ii:t4:;g. the FCC's upcoainq order and any reaultinq affiliate 

tra~aqtion rule aodifications prior to decidinq whether to 

modify ita own rule adoptinq the FCC's standard. Furtheraore, 

any co .. iaaion decision to chanqe its affiliate transaction 

standard should not occur in a docket limited to SWBT. Any 

affiliate transaction standard should be applicable to all local 

exchanqe companies, and possibly all utilities, and should 

therefore be addressed in a aore qeneric docket or ruleaakinq 

proceedinq. SWBT would challenqe any affiliate standard that 

would be applied only to the Coapany, particularly if such 

standard is aore burdenao .. than that applied to other utilities, 

particularly other local exchanqe coapanies. 

The CO..ission has aqreed in the stipulation and Aqruvnt 

entered in case Ho. TO-t0-1 vbich was executed on Auquat 31, 

1!1!14, that it would not initiate or support a oo.plaint r.;arding 

BWBT'• earnings prior to January 1, 1ttt. tesion abould 

hold this docket in abey-.- wttU an earnings oo.plaint, if any, 

relationabip vit.b ita affiliates ud t.be affiliates' atnGture ia 

likely to Obana• u.o. Ill u ••• cbufial talea mloetione 

in4wtay, 1t ~ ......... of neouoe. to eftabliwta .. 

pJrOOIIIaM I:IIU\11119 ~Ulate tar lladOil etuata'nla Muwal 

yeua ..... to Ute MlM) n.i-. 
- ......... -.t ha?'ur 11 •..a. a~~t:a. 1a t:We lent t 

... lur-11 -II - .r -. 111 11•1 ts • tiD -. JCIC n1M • 

.eftiiMe... 1111111... • ..... td!fllfltl ft'lertil .... 
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• 
i• r.eiiQv,d. However, in an ef~ort to respon4 to the i .. ues 

raised by the Commission, SWBr has reviewed the open issues froa 

TC~93~224, at al, as well as those issues to be addressed as a 

result of the June 21, 1994 Prehearinq Conference in T0-94-184 

and the Order Establishinq Dates. 

This report will address the open issues froa TC-93-224, at 

al., the three areas identified durinq the Prehearinq conference 

in T0-94-184, the areas addressed in the Order Establishing Dates 

and will suqqest a procedure for settinq the basis for future 

reviews of SWBT's affiliate transactions. 

SEC'l'ION A 

IS 8WBT COIIPLYIIIG WI'l'H '1'111: FCC COS'l' ALLOCATIOII RULES AlfD HAVE '1'111: 
SIX QUBS'l'ZOIIS [ froa TC-93-224, et al) LIS'l'BD Df '1'111: REPORT AlfD 
ORDBR BBJIII ADDRBSSIID? 

8WB'1' believes it is in ooaplianoe with the FCC coat 

allocation rul-. 8WB'1' further f-ls tbat tba six queatione 

listed in the bport and Order have baeD acklnseed and that a 

nffioient aucUt trial bu beeD Hta.bliabecl for future audit 

~· 
tile aia qu .. uona bew beeD aclck naall in tbe tollovinf 

liiUUtiU'I 

1. Ill Ulna a hatlale 1a tbe I'CC ua%1rue of JDC etuclll• 
!Mtaall of .. , alat .. pr:ewolll .. • 1r1et prloa tor ...no. 
.-11' '' ........ .oM IIIJ' etftlhtut 

a ••• 
... ... ....... lllell us till • Ja ••• &' ..... Ill tbe ... 

_. 1 en a a.~a 01111a •121111._. 11 .... ,,.... - ,. ...... ,.,. ... 
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' '•"-'•~~· II'OJpo••a.la tor: qoat ~1U.jtoh. 
'that- Lf a tar:itf or pr:evailtn9 price ia unavat~jlble aa a Maaure 

of va1ue, the FCC abould look to the estiaated value of aiailar 

aervicea in the JIUlrketplaoe as a valuation standard. 1 The FCC 

rejected auch arguments notinq that •such a valuation standard ia 

frauqbt with the potential for abuse, and would be difficult to 

monitor. " 2 The FCC also correctly observed that the 

"determination of fair market value raises concerns of 

subjectivity." 3 The FCC concluded that, in contrast to 

eatimatinq fair market value, "by requirinq carrier• and their 

affiliate• to allocate coats purauant to the co.t allocation 

atandarda, we can enB\Il'e that an auditable ... aure of the coat of 

service ia available.~ 

'rbe fully dietrUNted. coat -thoclolOCJY -• not adopted. in a 

vaouua. 'rbe conclusion -• r-cbed after the introduction and 

debate of Hver:al altematiwa vith the oonoluaioa that the uae 

of fully dietributed coat -• the -t ~ble -r~ 

atainet croe. eubei«y. 

IJotnt ,... 's ,.. • te•. a rcc 11o11 at tu7. 

_..a • •s . a rcc ... at uu 

-·-



!II!I~~;Lo~,a~llf, in cc ~et t0-623 the FCC stated, •we 

~o,norjp_. that our comprehensive systea o~ coat accountinq 

aafeiQar•ds baa worked well and, as strengthened above, 

-~~actively protects ratepayers against cross-subsidization by 

the BOC'•·"' The FCC ~urther concluded that, the a~~iliate rules 

are qeared to protect ratepayers and that with the rules, the 

•activity bears not just ita increaental costa ~or asset and 

service trana~ers but general overhead costs as well, which would 

otherwise be solely borne by requlated ratepayers.•' 

The experience in the last two S1fBT rate cases in Missouri 

demonstrates the subjectivity that aandatinq estiaated ~air 

market value would brinq to the requlatory process. What is the 

fair .arket value (sinqle ..aunt)? In a ranqe of prices for a 

service, what is the proper IUIOWlt to pick? Are the services 

comparable? 'l'he whole quelltion boils down to cbca.inq between 

various estt.ataa of fair 11&1"ket value, vbicb is a bivbly 

subjective prooeaa. 

Finally, this queetion VOG1cl involve .aclitioation of en rcc 

approved Mtbocl of ualyainq affiliate traaaa«10ft8. 'l'hia is not 

the •JIICoprlate tw- f011' IPIIIala • cbal ••• .. rcc ~y ..... 

ltoU.ae rw ft011na1 --&1'-•'uiUI'III• cu:a), cc Daa'll:at •1-au, tllat 1a 

aplOI'iJig tM pot ant tal a a llrloaUGa of tM -.tatt'lll attlllaU 

t.'ftrzant.. nlee, s-lw4''111 u. • • at&. or -e 11w a tak 

•sr.~wll.lllt•nu•••tdiL'· .... a. ---.. -. 
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aarket valuation process is appropriate. That FCC prooeedinq is 

the appropriate forua in which to address this question. 

2. Use of revenues by SWB to develop its qeneral expense 
factor; 

Answer: 

Question 2 dealt with the •use of revenues by SWB to develop 

its qeneral expense factor.• Mr. Lundy's testimony in TC-gJ-224, 

paqes 23-24, clarified TAI's misinterpretation of the calculation 

and appears to have answered TAI's question. General Expanses in 

the fully distributed cost studies are assiqned based on a 

relationship of co.aon coat to total coat in co~liance with the 

tully distributed cost fPDC) rules. 

J'Urther, TAl identified a revenue allocation uaed. by the 

Hotel Majestic. 'I'M, the staff's consultant in C... Ho. 'fe-113-

224., et al, and the Citiaene' Utility ltatepayer Board'• (c:uaB) 

consultant in Jtanus, bas represented to the hnH8 Corporation 

coaiesion (KCX:J tbllt tllis probl• bu IIHn corrected.' 

Fi-lly, av8r INI!Pl1e4 tbe Botel *1eetic oa~~pllanoe rev i­

to staff 1n r1qaMe to queftiOM ntwttt.d to _... alter tiM 

.JWie 11, lth PreburJat aoatea••c.. ftet nri• ..__.. nnnu• 

8n llO lNIJN .... i.a oelCIIIIlati.at tM 91-IIIE'~ t.-..1 

"'I a 111111t .... 1r1, n...v, -.wt•~..:u:•:.•:•:•~=~,=·='~'~•:i.ioe:.~•::• cttJ-·• at.Utu ... ~ c nat .. A a r ..... "'C n· • ...... ...... .•. 
'lltal I 11 alltad:a- ........ -IINttl JJII Ill• ia .. 

;~~t z;:: .r ••• t- -.~. au•· 111: •nau ....-, ._ - ...,. 
lqli•• 1 11111' ..... •••-c ,... ra .. ~~e~••••••• 
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3. l'ailura to as8iqn acbdniatrative costs to soae affiliate 
tr•n•actions; 

.a.a-era 

SWBT's PDC studies were reviewed in the joint staff audit of 

affiliate transactions in which auditors froa the FCC, Missouri, 

Arkansas, Kansas, Oklahoma and Texas commission staffs 

participated, That audit did not uncover any underlyinq probleas 

with the fully distributed cost studies or the assignment of 

administrative costs associated with SWBT's sale of affiliate 

services, and dealt with an audit saaple of 65\ of such 

transactions over a four year period (1989 throuqh 1992). Paqe 

D-54 of the joint staff audit report identified the scope of that 

audit as follows: 

The audit t ... •• analysas enco~~P&•sad contract 
aanaq..-nt, servioe cost studi .. and Ficinq, trackil\9 
ot billing units, accounting and billlnq. More 
specifically, 

- we reviewed intemal and extsmal auclit reports 
related to affiliate transactions. 

- we reconciled affiliate traDaactions data pEOVicled 
to the audit teaa to ron • a 1 ort for 1191 and 
1112 aad to the General Latmar. 

- we reviewed RM''s witten polloles and pnoecl:urea 
related to afflllate tnanctlO'W. 

- .. nriewed ......,. ~~~· te .... ~lo­........ 
- • ..... ..,.. ~ .. curs~ tM a.. 

AUusU.• ft 11 (CIIIQ 11111 .. v1tla dfl1latie 
te tathFJ. 
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- We pv,f.ewed costirtCJ ot services to ertaure that all 
direct artd indirect coata were included. [PDC 
Review). 

- We reviewed internal controls related to SWBT'a 
proviaion of affiliate services. 

- We reviewed the pricing of assets sold to 
affiliates. 

- We tested billings to affiliates and the recording 
of the revenues. 

The conclusion reached by the audit as written on Paqe D-59 

of the report was: 

Based on the audit work perforaed, nothing caae to the 
attention of the audit teaa that would indicate that 
SWBT'a nontariffed aervicea rendered to affiliatea and 
aalea of aaaets to affiliate• were not accounted for in 
a aanner consistent with the applicable FCC affiliate 
traneactione atandardll. J'Urtheraore, nothift9 ca.. to 
the attention of the audit teaa that would indicate 
that the telephone ratepayer• bad beaD advereeli 
affected by traneactione between 8118'1' and atfil atea 
for nonco.pliance with th ... atanclarda. 

Baaed on the joint audit concluaion, 81fft believea that it 

ia in c011pliance with the FCC n1 .. and that no further aation 

need be taken with raapect to the aaaiCJI'Mftt of OCMit8 in ita roc 

atucUea. 

4. 'lbe use of titter~ ~1111 pcocat r• for affiliate 
~~- aDd tllosa ..a for allooet.hn Mtva• 
ngulatecl ..a ~ apuatl Ul 

,., .•. 
~ ..... ltot.-~Ut DDstl ..... Ill •• 

bltll lEI Die•- pol ... Get Ja K Jill IF t. '• ~ •• ..,a.,. ... 
.... ..U.t I& t a ..... tie •fl'lll DIU t. lie Ja 5 11&21 I 

atll tM ._.. ~. - JIIWt •lb ... ..._- I 1177 
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• 
- we reviewed costinq of services to ensure 
di~ect and indirect coata were included. 
Revi-). 

that all 
[PDC 

- We ~•viewed internal controls related to SWBT's 
provision o~ a~~iliate services. 

- We reviewed the pricing of assets sold to 
affiliates. 

- We tested billings to affiliates and the recording 
of the revenues. 

The conclusion reached by the audit as written on Page D-59 

of the report was: 

Based on the audit work perforaad, nothing caae to the 
attention of the audit teaa that would indicate that 
SWBT's nontariffed services rendered to affiliates and 
sales o~ assets to affiliate• were not accounted ~or in 
a aanner consistent with the applicable FCC affiliate 
transactions standards. PurtherJIOre, nothiDCJ caae to 
the attention of the aUdit teaa that would indicate 
that the telephone ratapayera had been adveraeli 
af~ectad by tranaactione bet-en 8WB'1' and -~~11 atea 
for nonCOJIPliance with theae standards. 

Basad on the joint aUdit conclusion, SW8'l' beliavea that it 

is in OOIIPlia.nce vi th the n:c: rul.. and that no turtber action 

need be taken v1th X'Mp8ct to the eae1vn-nt of ooatll 1n 1tll rDC 

atudiaa. 

4. '!be- ot dJ.U_._t ooettav ~-for artllJAte 
tz'aDeaatlCIIIIa ant tbclsa ...S for ellooeUOM a.tu1111 
"'I'JlaW ant ~ DIIDthRII 

aa ••• 
.... .._liCit .. tiftw-* ~ .... IIIDallll-. 

IWtiW .... - peiaUd aat Ia EIIIDF II W J 9 Ill UCJ tile ~ 

wltll U. JICIIIPc ntee. - , ••• ..._t au ..._ tw .. ntlan 
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• 
~ewa~41ng sac allocations, and one question ~eg~ding the 

allocation of costs from AMX. These three issues involve a 

difference of interpretation of the FCC ~las and are currently 

being reviewed by the FCC. 

For the remaining affiliate transactions for which tully 

distributed cost ~les apply, the joint staff audit had no 

negative comment. Regarding the fully distributed cost studies 

associated with SWBT's sale of affiliate services, the joint 

staff audit report concluded that: 

nothing caae to the attention of the audit tea. that 
would indicate that SNBT's nont~iffed aervices 
rendered to affiliates and sal .. of assets to 
affiliat .. vera not accounted for in a aanner 
consistent with the applicable roc affiliate 
transaction standarda. l'Urtherll0r8, nothi, coae to 
the attention of the audit tea. that would ndicete 
that the telephone ratepayers bad been adverseli 
affected by transactions betvesn 8118'1' and affil at .. 
for nollCOIIpliance with th .. e standarda. 

5. Failure to provide the underlyiniJ data for roc and aarket 
price studi ... 

~· 
...... b .. provided ~ficient underlyinv data for its roc 

CIOft atucU.• in the 'I'C-tl-224 audit, the joint PCC/Itats audit 

u4 the Dun .. • audit. All etsted in 4 abaft, the joint nclit 

upu't biMI no ...,.u ... a ut ~ h1ly tietdlluted ooet 

at.wU.•, _. wa..t ftC nt.. clo at c1ptn .atDet: prioe 

a'twll•· ftu.,_•• _. .._ aaa:u' 11 ,_. at't1UeU 

tzarsa.-luua 1a • --.. 

afUUae ta Ellliflt. WI 5 .................. I!UltiiiJ'tllle 

c ...... 
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•• 
e. woul4 the price of market studies outweiqh the benefit from 

the results of these studies? 

bnara 

Yea. This question was recently asked by the FCC and 

answered by SWBT and the rest of the industry in response to the 

FCC Notice for Proposed Rule Makinq, cc Docket 93-251. SWBT, aa 

did the industry, concluded that the FCC was correct in its 

assessment in the Joint Cost Order that market studies were 

subjective and difficult to monitor, and would result in 

increased cost without customer benefit. The net result of 

mandated market atudies is to increase affiliate overaiqht coat 

without an attendant increase in revenue or contribution, Vbich 

would increase the upward preaaure on local service ratea. 

Additionally, due to the significant probl ... aaaociatad 

with aatiaatad fair aarket valuations aa noted in raaponae to 

question 1 above, the awatoaar ia nevativaly t.pactecl by 

inoraaaed adainiatrativa co.t and ia not baftafitt:acl by the 

raaulta of the atudi .. ce-iniJ the co.ta. SWM''a .. tillat:acl 

aMual co.t for f\111 illpl..antation .,.. ,, • Ill for 8Wft • • sale of 

aervicaa to atfiliataa and n.a for SWM''• poanh•••• troa 

attiliataa. SWft'a co.ta wen ill liDs vitll tllua filed for tba 

.......-. tba .. ot • an1w'l:ecl fair • tnt ~ .... w 
--- ...... n1a ,_.., ~ Ia ....... _rtl ... u ld ... 

biD a t.teut wl.tll _...,,. JICO ...a-. • aftlllllt:a 

tlnu.-tn 1 .._ .... •n-IIIIUd._ awl 1 tl _. it ........ 

II' adul ..._. _. te ta ••• n: aU &I lint& lelhu.,. tile 
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• 
exist}bf 1'0(: affiliate transaction rules. zn those few cases in 

the joint staff audit where questions have bean raised concerning 

rule interpretation, the FCC's own review has not been concluded, 

and the issues will be addressed in that forua. 

Although SWBT believes it is in compliance with the 

applicable FCC standards, as part of section c of this report, 

SWBT proposes a twelve point process to streamline any future 

audit of SWBT's affiliate transactions and to establish the 

standard for that audit. 

SICTIOlf B 

HAS THB JOINT AUDIT OR THB ICCC AUDl:T RESOLVED THB Sl:X QUBSTJ:OHS 
OR ADEQUATELY ADDUSSED THB l:SSUB OF COIIPLZAHCB WJ:'l'R 'l'RB FCC'S 
RULBS. 

As discussed in vr-tar detail in Section A, S1fBT believes 

that the iaauea have been adequately addreaaad and ~ed. 

SWBT ia in ~lianoa with the FCC rulaa for affiliate 

traneaotiona aa they bava been written and iaiRiad by tba FCC. 

Tbue are a Uaited........,. of ieeu .. vbere IIWM' and tba joint 

ataft a\aclit cU..,ree on the interpretatloa of the FCC rulaa, and 

tboae ...-etlaaa will be neol,.. by the rcc:. -.r fvtbar 

bellew. tbat tba hdenl atflllata tnaellaUoa ~n~laa aa written 

and hued 1i1Jr tba I'CC s'aauld tie the ,...1• fw .., Mldlt ~ -.r•a 

~UU.. ta rnotlonr. 

AD lltae t1u1t - u. nt •• 1i1Jr I'U Ia '10-n-D4 S....lWil 

-. lllllll'& tnll 1 nul lUI.._ aft:llltt1 ta 1 anU••· -

llaltas• ala luee lll2a .._ ._ .-n•l•••· c ••• ••llll'*lllt. 
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stated. tbat .;bel• ma<le 90Ci»4 pir:Q9resa in 

cOJaaplLJI~.ntf with the requir-.nt:ll of ita CAN an<l that •of major 

!~~•nee in this regar<l, SWBT nov appears to ba able to provi<le 

the •au<lit trail' <locumenting its affiliate transactions.•' 

~rther, the joint staff awUt utilize<l much of the sue 

<lata as Xansas in its au<lit of affiliate transactions an<1 <lid not 

i<lentify any major issues. To further sUbstantiate this 

conclusion, SWBT provi<le<l to the Missouri staff, subsequent to 

the Prehearing conference, the <letail associate<! with the au<lit 

trail, as well as, the Data Request material use<l in Xansas. 

Attache<! in support of this filing is the su.mary of the exa.ples 

provided. to staff, as well aa, an in<lex of the Jtansas Data 

Requests. 

As outlined. in section c, 8118'1' is reo •-ncUng a pre-audit 

conference in advance of any future Missouri affiliate 

transactions audit to facilitate staff's revi- of the detailed. 

affiliate transaction data. 

DIITDMIII wcaan W*U 18 A Ail llG or ltfiW .al'1 8 A1'1'1L1At'11 
'l'MIUIM:'l'l_. ao wwr ws o uaac. cu ua ••• ww __. u 
lit CY. llh1 "''S W1'1'B W lfi& a; _. 18 D Di&lt • 

.-r epua vltla tile 11122~ ot tile~ fUed on au.-~ 

n. ISM,~ tile aa: catt .. ddt.alU.. ot • _.l~ tnll. 

All .................... , ... t ... _ ............. ~ 

...... , .... ... .......... ~·~·:·:·:.:·:··~··· ·=·~·=·~·-=~.,:.~'=$= tlltllllil"a WtiJIW llltul I I . '•• 2 7 •= le*' 7 Ph .............. . .... 



. · • 
~•U •11~ submits tbis i8 the appropriate cJafJ,JJiUon of an audit 

0 

trail .~for this docJi:et. 10 Further, SWB'l' submits that the audit 

trail also includes the application of ~art 32 affiliate 

transaction rules and that these rules are the appropriate 

standard to be used to measure compliance and safeguard against 

cross-subsidization. But, SWBT recognizes that there are .. ny 

changes taking place that c.>uld iapact affiliate transactions. 

As mentioned above, the FCC has an open NPRM dealing with the 

affiliate transaction rules. 

SWBT submits that the following structure for a pre-audit 

meeting and the information provided at that tiae will help 

ensurs that the Staff has the latest FCC quidelin.. and SNBT 

audit trail data. The review of this data will allow the staff 

to determine if SWBT is in coapliance with the FCC's affiliate 

transaction rules which ahould r ... in the appropriate audit 

stanclarcl. Further, th• pre-audit ... unv will allow SW8'I' to 

update staff on any new affiliate relationsbipa, PCC rul .. , or 

other itaa that bave iapaGUct affiliate ~ions. 

fte follovinv tvel,. pointe CNtline the oaatente of a pre­

a\Miit ...tial that could be ooaductecl at the l.a 111 Uon of any 

hture affiliate MI'Yioee ..Ut . 

• Cap!• ot all atflUate ... 0 

....... •lee ooatnaU 
fw the tat period Will ... ~. t'tUII pur:lltll .. 

• - ..... ··-=~ a .... ., ...... O.lo "Ja • ...... 

:===~ I • • t tntl I '* .r au aln•t .. B:JIIUIIi*ILII- . -JIIll llflli -•- !~!!.!•· uau ·au , 1 , tam*'•• _, IIIIth - .a ...... Ia .. ..att ........ . 
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• 
and sales contracts will be indexed b,y year and b,y 
affiliate company. 

• ~ports containinq the revenue and/or expense of 
purchases from and sales to affiliates, by affiliate, 
for the test period will be provided. 

• 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 Company subject aatter experts. This review 
will include an overview of What constitutes audit 
compliance of sales of services to affiliates. 
Purchases of services fro• affiliates will be outlined 
by type of affiliate! i.e. coat allocation, prevailing 
price, etc. 

• Review with the Staff Auditors the following sections 
of the cost Allocation Manual 

a. Sections IV - Chart of Affiliate• 
b. section V - Transactions with Affiliates 

• Review any significant operational cbanqea to the 
purchase or .. 1e of aervioea to affiliat .. aince the 
laat audit. 

• Provide a liat of anr IWBr aa.plianoe reviewa of 
purcha... troll affll atu oonclucted cturinq the tut 
period. 

• Provide a list of any ...., internal audita of affiliate 
transaotiona ocmclucted durlnl the tut period. 

• Provide the ooet/prloa vodl8bMta for aal• ot aervioaa 
to afflliatu for the tut period. 'l'b1a 'INid:.taeet will 
lnolude 1nclnMntal uait ooet, MIF diet&'llluted ooat 
and prioa tor eaClb t.uu.., el• u:ot. 

• R1111aoc1 to ••alfio paatlOM ........... tariff •1• 
or pcewlUDII ~ Mlu to atfU~, Vltll tile 
'ff!..:!!p41.. t attUinad I ;•&.. &'IUhe tar...,.,._ ... jCWWUI .. ~toe .....,_ IIIII tile ._ 
ten. ... a t'UOM u elaUu 111 atrlllatell 
0 $II .... . 

e tnu1 t tiD tile Matt ..... ._. a 1111lfto ..._ : :un:;-., ==-. ····=·-==zat:::•r 1 Ire•• 
tw • ... ,.,.. ..... rta ,_.. r ._ ... '-' ....Ae.0 

... " ... 



• • 

!!:!ftt;!:!F.~i 
to Una~ l:IOOJtiftiJ o~ '·I QM11ruua. 

,' i. ~~~~~~·~~.o p~ohase 
coapliance review, 

• Answer any reaaininq instant audit trail process 
questions that Staff Auditors aay have. 

IWIT believes that the questions raised ~ the commission's 

Report and Order ooncerninq SWBT's coapliance with the FCC's 

affiliate transactions rules have been addressed in the 

subsequent ~cc proceedinq or by the conclusions of the joint 

audit report reqardinq SWBT's compliance. Althouqh there are 

some exceptions involvinq disputes reqardinq interpretation of 

such rules, SWBT believes that it has complied with the FCC 

rules, and that, unless the rules are ohanqed, there should be no 

reason tor this inquiry to continue, particularly at this tt.e. 

81fJST reoOCJDi•- that the staff -Y not tully avr-. However, 

81fBT believes that the appropriate forua for ohanqintJ the FCC •s 

rules is at the FCC, and not in this proceedintJ. In addition, 

81fJST is propoaintJ a twelve step process to be applied 1n any 

...... 



a'lMJ~e·. c»H•lt ancll.u• 

qQ)111;i if!1Jf~- taviw ot · aft11J.ate triUUiacti~ i~•u•• in any future 

Reepectfully ~itted, 

SOl:JftlWBqmN BBLL 'l'BLBPJIONB COMPANY 

By 

KATBERIHB • 
DIANA J. RAR'l'ER 

Attorneys for 
SOuthveetern Bell Telephone eo.pany 
100 North Tuoker, Rooa no 
St. Louie, Mieeouri 63101-1976 
(314) 247-8280 

1f RitxpMIM •••RI 
r hereby aertity tbat aopi• ot tile t~~ cloo11 rnt W.N 

aerved to all pwtiu on tbe lerllce Liat - flnt-olau poatave 

~J.d, u ..... 11. 

Dated at ft. Lollie, •teriNri, tbe Jotll clay of oataber, 1114. 

-·· 
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JANB B. BILBRMANN 
ASSISTAN'l' ATTORNEY CDIDAL 
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720 OLIVJr, 8VITB 2000 
#IT. LOUIS, JfO 43101 

ROBBRT HACK 
MISSOUR:I PUBLIC SBRVICB 

COMMISSIOH 
P.O. BOX 360 
JEFFBRSON CITY 1 MO 65102 

CARL Lt1IILBlC 
l.KT.AJID 8. CUR'l'""""'"'IS 
Wk'l'IS, o&'1"J.'DfG, RBDrS, 

GARRBrr 6 SODLB, P.C. 
lJO 8. Balft'Oif, IUirB 200 
ST. LOUIS, Jl) fU05 

Dana L. WiW 
Allllliia:& ..U.. t'llld MICA!'IOD, 
lJIC. 
MDlia:& CDIA 8UUDDII 
aooo..., maa •· 
-• • wa:w. u. •1"• sooo 
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