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Dear Mr. Rauch:
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uln the matter of the investigation into ) MISSOUR
Southwester Bell Telephone Company's ) Case No. TO-94-184 PUBLIC sery;cp co,‘_’m
affiliate transactions. ) SSION-

REPORT OF THE PARTIES

At the June 21, 1994 peehearing in this docket, the Commission asked the parties to do the
following:

A.  Advisc whether SWBT is complying with the FOC cost allocation rulcs, and whether
the six questions listed in the Report and Order in Docket No. TC-93-224 have boen addressed or
remain to be addressed (Tr. p. 6); and

B.  Advise whether cither the joint audit or the audit performed for TAI which served as
the basis for a rcport 10 the Kansas Corporation Commission had addresscd the six questions in the
TC-93-224 Report and Order or adoquatcly addressod SWBT's compliance with the FOC rules
(Tv. p. 6).

C.  Report whethor there is aow an sudlit wail for affilistod samsactions 8t Sowthwestern
Bell Telephone Company (SWBT) which woukd posmit the Commmission 4 deteriine “whethor
Southramters Dol was in complisnce with whasever ssaniurd was conblished™ (V¢ p. 7k
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7 th@ Joumalsand from the journals to theluig& penmt _ individual transaction to .

forward from the original transaction or backward from the final ledger entry, or cither

fonuni or backward from an intermediate accounting document. Sce Awditing Concepts and
Methods. A Guide to Current Auditing Theory and Practices: D.R. Cammichael and John J.
Willingham (McGraw-Hill 1987) pp. 153-156. In this case, the Staff belicvcs the term audit trail
would also inciude documentation that shows that all the necessary actions required to prevent
inappropriate affiliate transactions have been taken.

SWBT belicves adequate documentation has been provided to Staff, as further demonstrated
by the results of the Kansas audit by TAl (Missouri's consultant in TC-93-224) and the joint staff
audit. Further, SWBT belicves the appropriatencss of the affiliate transactions has been demonstrated
to Staff as evidenced by compliance with the FCC affiliate rules.

The Staff belicves that the Commission has not specified the standards it expects SWBT 0
obscrve when cngaging in tramsactions with affilissod companics. Until such standards arc set, the
Staff believes it cannot confirm the exisicnor or non-existence of adequate documeatation. The StafT
further disagroes that cither the joist andit report or the CURB report in the KCOC investigation

domonstrarcs full SWBT compliance with FOC affilistc vansactions standusds.

2. Ussil this Comumission adopts cxplicit affiiiate smmsaction stendands %0 prevont cross-
subsidizasion, Seff rcpresents that it i waabie 10 determnine whether SWBTS preseat accounting
syviom capiurcs alll Yoo secosary and selevent information te coutinte an sudit wrail. SWEBT belicves
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i answer to the second question proposed at the prehearing conference SWBT

01 i respouse to the joint audit; in Case TC-93-224: and in this docket that it is fully
with the FOC cost allocation rules. Staff, however, docs not belicve that SWBT's currcat

peactices fully comply with the current FCC rules.

4, lnmtothefnalqmﬁonposodbytheComnﬁésion. SWBT avers that the joint
audit and the audit by the Kansas Corporation Commission document that SWBT is complying with
the FCC's affiliate transaction rules, and that they adequatcly address the six questions posed in the
TC-93-224 Report and Ovder. Staff does not belicve that to be the casc in all instances. Staff asserts
that the Kansas Corporstion Commission procecding raised an additional issuc that was not
oconsidered in Missouri.

5. The Suff reapectfully suggests to the Commission that the order of business in this
docket should be:

Adoption of a definition of an “aadit unil™;

b determnimation whother the FOC affilissc transaction standards are the
appropriste standends for SWBT 10 cbscrve in Missowri jurisdictions!
Purposcs, or i not, whas those standards shall be: and . e

€. determination whether the soupe of this docket inchales cxmmination of the

Company's doregniuned cout assigrment 2s welll as its affilised suneactions




_ SWBT‘S position is that the Comm:mon‘s current rule adopts the FCC affiliate transaction
gmdelma as the appropriate standards to prevent cross-subsidization. SWBT is of the view that

changes 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 atlow Staff adequatc opportunity to address the
perceived need for changes to the FCC rules; and that any change in the Commission's standard for
judging the reasonabieness of affiliate transactions must be developed gencrally for all utilitics, 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 shouldbctol
determine if the FCC's affiliate transaction rules will be the appropriate standard, or, if not, whether
a modified standard should apply in determining the reasonableness of transactions between affiliates,
and then address the remaining questions in light of those standards.

Staff belicves that the scope of this docket includes the Company's costs assignment to its
dereguisted operations. SWBT disagrees with Staff and asserts that the scope of this docket excludes
deregulated cost assignment and addresses only its ransactions with scparmte, affilisted companics..

6. Staff suggests that the partics flic their positions relating affitiscd transaction and
dereguisiod oporation standends cither jomtly (if they agroc) or sepamstely by October 21. The partics
should ikewine il their position reganding the nccemsary components of an audit wail and noccssery
sheps 10 cacere compliamce with Whow offilistod wansaction standand. .
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