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Dear Mr. Rauch: 

Bnclo.ed for filing in the above-captioned c ... is an original 
and fourteen (U) confor.ecl copi- of IIDOaT 01' 'I'D •Ain'IU. 

This filing bas been -ned or b.aDd-delive:r:ed this date to all 
counael of record. 

Tbank you for your attentioo to this -tter. 
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{I) the matter of the investigation into ) 
8qutbwestem Bell Telephone Company's ) 
affiliate transactions. ) 
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Case No. T0-94-184 . "DI.IC SERVICE cau ... 

.. ....,SSION 

REPQRT Of THE PARTIES 

At tbc June 21, 1994 prellearing in this docket. the Commission asked the parties to do the 

followhlg: 

A. AdWc wbdbet SWBT is WlapljW!s with the FCC cost allocatioa rules.IDd whether 

tbe six qucatiooa lilted in tbe Repod llld Order in Doc:ket No. TC-9)..224 have been ldcbesscd or 

remain to be addmml (Tr. p. 6); l8d 

B. AdWc ••Ilk cilllcr die joint_.. or die_.. pa bu 11 ~ lbr T AI wllich ..-vcd u 

the bMia b a rcpoft 10 die Itt CoopuiiilicM CGawll'i•-llad... I d tluo lix q1 1•iafta ill tbe 

(Tr. p. 6). 

C. ..,...,, 1 ._ .. ..,.-.............. ,._,,.t••••• dar 9 a 
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ltl 1 •• l ........ _ .. .__ ... QCirlllli•· .. _._.__. 



..... to the~s and from the journals to the ledger pc:pnit an individual transaction to tio · 
"'i ·-~-"·' '/ . - -

traCi;d forward from the original transsction or backward from the final ledger entry. or either 

forward or backward from an intermediate accounting document. Sec A""i"ir CM«JP'Y RNI 

Mctllpb. A Guide to Current Auditing Theory and Practices; O.R. Cannichael and John J. 

Willinghatn (McGraw-Hill 1987) pp. 153-156. In this case. the Staff believes the term audit trail 

would also include documcntatioo that shows that all the ncccssary actions required to prevent 

inappropriate affiliate transactions have been taken. 

SWBT believes adcqultc docurnclutioo has been provided to Staff. as further demonstrated 

by the results of the Kansas audit by TAl (Missouri's c:oasultant in TC-93-224) and the joint staff 

audit. Further, SWBT belie- the lppOjlf..._ of the af6lillc tnDsKtioas has been dcmooslratcd 

to Staff u ev'olllcoald by complianc:e with thc FCC affilillc rules. 

The Staffbclicfts dllllhc: CGmmiasion has DO( specified die ....... it Cllpctta SWBT to 

&aft'lnlt-il~ .. 'mdlce·· = ;coc-• ri aof"d 4 s ·cii~IICC-CII?Il•nt.ioo.a. TlleSiafl' 

delm I It 1 fill SW8T OJ U lime..- FCC 11'1! 111 ---· ' I b. 

2. I I.,,..,._. 
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In answer to the second question proposed at the prehearing oonfCI'CIICC SWBT 
-t-

.• trl~~·- cli!l*ilb aapilale to tbe joilt audit: in Case TC-93-224; and in this docket that it is fully 

· ~,-fl¥l FCC COlt allnr.8fion rules. Staff, however, does not believe that SWBrs cum:nt 

practice~ fully comply with the cwrent FCC rules. 

4. In__. to tbe final question posed by the Commission, SWBT avers that the joint 

audit llld the audit by the~ Corpntioo Cmunission document that SWBT is complying with 

the FCC'I affiliate tranaactioa ru1ca, and that they adequately address the six questions posed in the 

TC-93-224 Report lllll Older. Staft' does not believe thlt to be the cue in all instances. Staff asserts 

that the tc..... CGrpontioa Onmiuion proccediaa raitcd an ldditional issue that was not 

OODiiclered Ia MilacMi. 

L .. J t"MN of I tlefilllbcN of ...... nil"; 

b. Ill ' h11 w' t 11 die: FCC SJ! II *tN .......... an: the 
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SWBT's poaition is that the Commission's current rule adopts the FCC affiliate lriDaiCtion 

suidelines u the appropriate standards to prevent cross-subsidization. SWBT is of the view that 

chlnses in the FCC's affiliate transaction rules cannot and should not be made in this docket. An 

NPRM is now open at the FCC which would allow Staff adequate opportunity to address the 

perceived need for changes to the FCC rules; and that any change in the Commission's standard for 

judging the reasonableness of affiliate transactions nust be developed generally for all utilities. at least 

for all telephone utilities, and not be limited to SWBT. 

Staff suggests to the Commission that the first order of business of this docket should be to 

detc:rmine if the FCC's affiliate lriDaiCtion rules will be the appropriate standard. or, if not. whether 

a modified standard should lflPiy in cJetcnninma the ra1001blcocss of tnnsllctions between affiliates. 

and then address the remainina questions in lipt of those stiDdlrds. 

Staff beliews that the scope of this docket indudcs the Complny'a CIOits assipnlco to its 

cknpllted ..,....._ SWBT <'' 1 ccs with Staff and -a lhll thc scope of Ibis docket cadudcs 

cknpllted coal PJ ·a _. _.add! only ib n ,..,_ wilh •• ... c. aftUilllod companica.. 

6. Slafr I IICIIS dill thc plltics file thaf jM--1 "Df , •• afl!ti• ~ tr•fiC:rioa ..S 

dlr 1 t'chpu-. 1 2 •cilllcrPid1(if"dll:)-..,oe,ort p nlyllyOiilllur21. Tkperdcs 
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