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January 26, 1996 

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

Dear Mr. Rauch: 

FILEO 
JAN 2 91996 

MISSOUIU 
~C SSVJa COMMISSION 

Enclosed for filinq with the co .. ission in the above­
referenced case are the oriqinal and fourteen copies of 
southwestern Bell Telephone Co~~pany's Response to Staff's 
Proposal. 

Please ata11p •Filed• on the extra copy and return to - in· 
the enclosed self-addressed, stallped envelope. 

Thank you for briD9iDCJ this -tter to the attention of the 
Ca.aission. 

Sincerely, 



• • JAN 2 91996 
BDOQ 'I'D us.-z tQBJ,%C IIIJm:C:. COIINJHI& 

or ftll ann o• llJssovm: M/S$0URI 
flUIUC SERVICE COMMISSION 

In the Matter of the Investigation ) 
into Southwestern Bell Telephone ) 
Companya Affiliate Transactions ) 

case No. T0-94-184 

Jli8POJI81 !'() Ulfl'8 UQP9IU 

COMES NOW Southwestern Bell Telephone Company (SWBT) and 

hereby responds to the recommended proposal of the Missouri 

Public Service Commission (Staff). The new affiliate transaction 

rule proposed by staff raises serious concerns for SWBT in teras 

of the: 

1. Coat of implementation and the resultant impact to the 

ratepayer. 

2. Subjectivity of the proposed aeasure.ants. 

3. Harm to existing econoaiea of scope and scale achieVed 

and applicability to types of affiliate eervicee. 

I. CCMft or ~na. ..., 1'1111 llU1JLt'Mft' ID~ to .,.. 
-~. 
'l'tle staff ~ that a rec)\llated utility be dea•d to 

provide a finucial ~ to an unrevulated affiliated 

o ..,.ny if it tNra voallll CH' Mnicee trou tha nplabd utility 

allowl tM liiiR ~ teJ.r ~ prioe. CH' tM ~ to tM 

"91llaud fttllt-7 to fi"DY!de tile 1110011 CH' eentoe ibelf. 01' lf it 

~ IIIII 01' IRWi- to .. eftlliatre lllelw tM 9natel" ~ 

hi1' MIIUI't price - U. ~ aU lilt .. -.t tie U. res ziAIUII 

wtlllt~>·' 

w ........... ao ul ~n--~r •· ...., ,.,,. :• cau-.. 
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SQ'l''s sale of servic .. to affiliated coapalliea generated 

only $3.2 Million of revenues in Missouri. 2 SWB'l' esti .. tes that 

the cost to perfora statistically valid fair .. rket valuations 

for these services would exceed the potential revenue derived for 

the services. The result is the ratepayer no longer benefits 

from these revenues for services provided to affiliates. As an 

example, SWB'l' provided 38 pages of word processing service in st. 

Louis to affiliates. A fair market valuation study would far 

exceed any revenue derived by SWBT for the service. The 

ratepayer currently derives benefit from this revenue because the 

affiliate services provided by SWBT are activities that SWBT 

would have to perfora for itself, such as mail delivery, copy 

bureau service, and others. SWBT does not incur eny significant 

additional coat to provide th .. e services to affiliates, but does 

derive revenue rrc. what normally would tle non-revenue prod110inq 

activities. 

8W8'f also purcba ... services froa affiliated COIIpani... 'l'he 

cost of fair .arket valuati- for theee services, vbich are 

Hrvices tbat require co.plex uc:hnicel anll INbject expertiH, 

would also be ~ ooetly. Wiaety percent (90t) of tuM 

~an rn. tba ~a s•llf (llolmt of Direatora, &enlor 

Mnraaaut. ~ti• ot Jnouto& .. latioae, Cocpocsa 

•lUDi .. ) • ._ a: •••• •• _. ............ s~sldlat:y (Dt), YsllcN 

...... c~t. .. ,., Jlllldlsld .. ) ....... uaus (tile ...... 1 .. w ... 
C 5 C I I II XIIIBCitl ........ I Lilli: ... U $ t.l ........ 

.. Ul- 1'1.111111""41 ... diM dftll-. II wl• U'- I:IJill .... 
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auli*i.luY) . The sel,>Vicu provi"" by 'tlhese ~iu are not 

® .. cnUty types of services. The vast .. jority of these services 

ars either activities that no company would contract with a third 

party vendor (Board of 'Directors, Senior Nanageaent, Investor 

Relations, competitively sensitive Research and Development), or 

are services for which there are not coaparable vendors in the 

marketplace and services for which SWBT derives siqnificant 

savings because of the economies of scope and scale by sharing 

the cost of purchasing the service with other affiliates or 

Regional Bell Coapanies (i.e. the purchase of Bellcore services). 

Another aspect of fair aarket valuation that causes concern 

for S1fBT is the vary subjective nature of such a ll8asurell8llt, 

compared to the existing rules that 8WBT .uat COIIply with baaed 

on Part 32 accounting. A fair aarket valuation will not yield an 

absolute raeult, that is, one price tor the aarvica Under study. 

A fair aarkat valuation will yield a ranve of pricaa. Tbat range 

is aa\Uied by vendor ditferancee, variatlone in the level or 

quality of aarvica for one vendor varaua another vendor, and 

other IIMRl ...-kat oondliUone. It ia diftiGUlt, 1f not 

iB~?aselbla to do an oltj-"va a caru-. Wltla tba axi.atlnt Part 

31 nl•, tile reo 11 11 _, nooade for Ute Ala of earvloaa to 

~~ or for tba ~ of tile JL 1 111 of earvl-. by _, 

er. - afti.Uat:ell I C I ~ do Milt ..... a tarlUell nt:a ia ...... ,...,.. ............ , II'IU 1 11 •1114 II 1 1•111111' e.--
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sez:vioe from SWBT. If there is no prevailing price for the 

services, then the fully distributed cost for the provision of 

the service is used. These are more objective and reliable 

measures to assure the reasonableness of such transactions. 

Staff further proposes that when a utility purchases goods 

or services from an affiliate that the utility could only prove 

that no financial advantage accrued to the affiliate if tlte 

transaction is recorded at the lesser of fair market value or tbe 

cost to the affiliate to proyide the service itself. This is, 

again, an unreasonable test. SWBT is not in the cellular service 

business, and cannot compute some cost for providing the service 

to itself. The same is true for investor relations, board of 

directors, research and developaent functions and other sSX"Vices 

purchased froa affiliates. SN8T does not currently perfora these 

functions, and does not have the existing expertise to do so. 

SWBT would have to esti-te soae sort of veluation to itself, 

rather than use the existing prevailing price or tully 

distributed coat identification required by the Federal 

co-unication. ~lesion (JI'CC) rules. Aflain, Staff propoaes 

replacing docullented and reaaonable revl.,. blulsd on doai1Mntecl 

preveiUnv price (a price -fflllatecl tllird parties pay for tbe 

.... HrYioe) and tully di.Ulllllltecl coat for tbe pnwlaion of tbe 

service, v1tll .. eet.Patecl ¥aluatioa tllat vlll lead to lnGrnnll 

-. -
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IU • DJ111 '1'0 BXIS'fi.CI IICOIIOIIIU OJ' 8C01'B UD 8CALB ACBIIIVBD UD 

Ul'LICUILI'fY '1'0 'fYl'B8 OJ' AJ'I'ILIA'fB 8DVICB8. 

The newly created cateqory of non-financial advantaqe review 

prohibits any benefits of the economies of scope and scale from 

accruinq to SWBT customers for services SWBT provides to 

affiliates. This is not a reasonable result for SWBT customers. 

Accordinq to this proposed rule, SWBT would be providinq a 

prohibited financial advantaqe to an affiliate if it provides a 

qood or service to an affiliate, and does not provide the same 

qood or service to the affiliate's competitors. 

Thouqh the proposal apparently is intended to apply to 

affiliate services which are not lines of business, such an 

application is unreas.onable in that the proposal should not apply 

to any affiliate services which are not tariffed linea of 

business. SWBT provides a number of affiliate only services that 

are not linea of buaineaa. on.- are aotiviti .. tbat SWBT INIIt 

do for itself (-11 delivery, word pr-incJ, etc.) that it alae 

makes available to affiliat .. , vitbout the need for aitnitlcant 

additional ~. TbHe are alJtO aotlvltl .. tbat would not 

normally lie .:eN- FoduoincJ, albeant a sale to - affiliate. 

co.t r..,ah uu 11t ot tile rcc nl•. 

'llle ft4ltt PI apaeal -w J:'WI'IIlre...., t.o ottw ttua 

ld'fiu.ate ~ uni_. to • atttu.-•a a ; 1tltra- 11 _... 

-.. -
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froa affiliates for performinq these services on their behalf, to 

the benefit of SWBT ratepayers. With the new rule, the 38 paqes 

of wor4 processinq done for affiliates with floor space in One 

Bell Center at $5.50 per paqe in 1994 constitutes a financial 

advantaqe for the affiliate, so SWBT must now do word processinq 

for third parties. That does not make sense. 

The rule also places the same requirement on customer 

information, a very sensitive privacy issue, that has been 

addressed at lenqth in federal proceedinqs before the FCC. As 

reviewed in numerous federal proceedinqs, custoaer froprietary 

Network Information is data that includes customer name and 

service address, technical characteristics of service, current 

charqes, and other custoaer specific infor.ation. There are 

strict cuatoaer privacy rules that include pree.ption clauses, 

that li•it the release of this information. 

staff further expre .... a stro09 pr.ference for competitive 

biddil\9 when a r&CJUlated utility P\lrcba ... 9oods or servioae from 

affiliates. As stated earlier, tot of SWBT purcba ... from 

affiliates ar. for servioae for whiM it VOilld not be r.asonable 

to aeeJt an outaide v...tor (Board of Directo~na, senior 11ana111•••nt, 

Cclllpet!Uwty .._iUw IIISeeerGb or .,__ Develap .. nt) or for 

-.tab ~· ,.. ..... ar. ~ -.uale. fte ~1nl.ft9 

aer.:lcee _.. e!tbel' for pu I =b or servlcee pa $n1 a at a 

Jll••uU.. price (tiNt aH:lu.t.r prloe N1 •• u•al a., 
I 1UUw a rtra ... l.a•t w 11n tw 

~~11ft llli:NI.IIII- Ulalt etel-.mll41•• ell RIJI ... 

-.-



· jQ'l ... ~. btl acbieve4 by sharin, costs btltween the affiliate4 

<IO~ies. competitive biddinq does not aake a whole lot of 

sense in this environment, nor is competitive biddinq the only 

viable p~ocurement policy. These are not bulk coaaodity 

purchases. Bvaluatinq whether to use competitive biddinq takes 

purchasinq judqment of the hiqhest order, as the qoods and 

services SWBT purchases are in many cases hiqhly technical and 

complex in nature, or require siqnificant levels of expertise. A 

competent buyer will assess all aspects of the business need and 

select a result that yields the lowest overall cost, which may 

not be the rock bottom price. Since price is the main focal 

point of biddinq, it does not adequately address the other issues 

required to ... t SWBT purchasinq needs for affiliate 

transactions, and cannot be used as a reliable determinant as 

proposed by staff. 

Additionally, any proposed rule abould ensure that tariffed 

services ere available to affiliated and nonaffiliated customers 

on tbs .._ t_... and condition. for the aaae service. 'l'be 

cnarnnt rcc rul• alr.dy addrees tbia i- and provide the 

neasssery •fe~JUU'da. 

reaapiae tariff price aa en 8111 Clpl"leu val_tl_ .tsnclu:d for 

servia. pny141ed bf _,to att1Ha~. 

at.aft"11 pt jpll II a1llo llt1: &h to aut U. tlrul dM of proof 

.Ia all .Ullt.t. b Utili I to._, to puce Uls UlfDIIItl•l•• 

or U. Q I I II 'CI"tl-.. .... 8 lildftbll or Ulie 'al• or ptOef Ia 

1111 1111 ble,. '8lrl tau 1 or pa nr •• rrt: 118 lldl'tild to -.. Ia 
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all contexts concerning the issue of affiliate transactions in a 

vacuum. The burden of proof should rest on the appropriate party 

as outlined in prior Commission rules and statutes. 

V, COIICLOS%0• 

SWBT urges that Staff's proposal be severely modified to 

conform with the established rules of the FCC governing affiliate 

transactions that have been in use since 1988 and which establish 

a clear and identifiable method for determining the absence of 

cross subsidy in affiliate transactions. Staff's proposed 

modifications to those rules are costly and burdenso .. without 

any attendant increase in benefit to ratepayers, and in fact 

result in significant lost value to Missouri ratepayers. Such 

changes to regulated teleca.aunicationa providers create a 

significant coapetitive diaadvantaqe because only the regulated 

provider, not their O<~titore, incur thaae vaet 0011plianca 

costa. l'Urther, significant chanc)ea are on the hori&on baaed on 

proposed federal l~ialation. 'ftleaa ch&llCJeS will have 

siqnificant i~a on affiliate iaauoa that aake Staff's 

proposal very ~ture at best. 
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st. t.ou1;a, )llt~aouri 63101•1976 
(314) 247-8280 

CEBTIPICATB OF SEftYJCE 

I hereby certify that copies of the foregoing document were 

served to all parties on the attached Service List by first-class 

postage prepaid, u.s. Mail. 

Dated at st. Louis, Missouri, the 26th day of January, 1996. 



IIARTHA HOGERTY 
OFFICE OF THE PUBLIC COUHSBL 
P.o. so 7aoo 
JEFFERSON CITY I MO 65102 

JANE RACltERS 
ASSISTANT ATTORNEY GENERAL 
BROADWAY STATZ OFFICE BUILDING 
221 W. HIGH STREIT, 7TH FLOOR 
JEFFERSON CITY I MO 65101 

IDWARD J, CADUUX 
IICI ~CA'l'IOR8 CORP. 
100 8. POUR'III 8'l'ltBBI', HD PLOOR 
ft. LOUII, 110 13101 

THOMAS SCHWARZ 
MISSC)URI PUBLIC SERVICE 

COJOIISSION 
P.O. BOX 360 
JEFFERSON CITY, MO 65102 

CARL LUIILBY 
LELAND B. CURTIS 
CURTIS I OB'l"l'ING I HEINZ I 

GAJOtBTT 1o SOULE, P. C. 
130 S. BENISTON, SUITE 200 
ST. LOUIS, MO 63105 


