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I.n the matter of the 
investigation into 
$outhwestern Bell Telephone 
Company's affiliate 
transactions. 

) 
) 
) Case No. T0-94-184 
) 
) 

UAft• I DUJM !'P!l!''PDM 

The Staff and southwestern Bell Telephone Company {SWBT or 

Company) filed a Stipulation and Agreement on February 16, 1995 in 

this docket. That Stipulation and Agreement set out items and 

procedures on which SNBT, the Staff and the Office of the Public 

Counsel (OPC) had reached agreement concerning SWBT's affiliate 

transactions. The partiee will identify and set forth their 

positions on disputed issues in separate documents in this round of 

filing. The Staff's position waa aubatantially set forth in ita 

statement of position on October 21, 1994. 

I . SWBT AFPILIA'I'B TRNISA.CTIONS 
STARDARDS/PRACTICBS 

The Staff ..mclentancla that SWT takea tbe PQ8ition that this 

eo-ission bu adapted the PC'C affiliate tranN«ion nalea in toto 

by adopt!Jlg Put :u of the rcc•a na1 .. In iu ra,~Kt and Order ill 

TC·It·U; and tbet tba .. nalea. ea pn:ssatly writtea, adequately 

~eot 1101qaly ntlll.,.~•· Ill uer. the at.aff oaM•de thet the 

~ I'CII: nl• dD Mit Oll JtiWJtie tbe eul_,.,. etn tl61 t. 

ICIOIIII ·; 1M 



SNIT •UUiate transactions in Missouri. Tb.e COIIIIII. ·· · . iss ion should 
. . 

a.,_eU!y ade4Uate standarda for SWBT affiliate transactions, many of 

which are included in the FCC's proposed amendment of Part 321 • If 

this Commission determines the present FCC rules do apply, it 

should direct SWBT to change a number of its current practices to 

better protect Missouri ratepayers. 

II. DEFICIENCIES IN CURRENT 
STANDARDS/PRACTICES 

The Staff contends that the Commission should address at least 

three deficiencies in current SWBT practices: 

A. The Personnel at S1fBT's parent, a portion of whose 

salaries are charged to SNBT, have failed to adequately document 

how they spend their time. The absence of such documentation 

precludes the Staff from analysing, and proposing specific 

adjustments to, the all~tions of such expense to SWB'l'. The 

commission should order adequate ~tation and eliainate such 

SIC coats from SWB'l' revenue requir._t for nonCOIIil)liance. 

a. tlrlder current 8II8T c:oet accounting practicea, based upon 

incra•antal coats, it is unclear tbat SWB'l' includes all relevant 

costa in coaverting Law Ictal c:oeta to fDCa, -.king it lap)aaible 

to epecify naalllld edj~ta. ~ cc • aaiGR allauld OE'dar SWB'l' to 

~ ite ooatt atudt• to pmd~ •nst,..r.J., ca~~~pl41ta, ad 



·~·0'1111\fi~ted analytJis of claitbed fully distribUted·costs. 

C, SWBT application of the FCC' s prevailing Market Price 

rule involving purchases from affiliates does not use a reasonable 

percent of market sales. The rule provide that an affiliate's 

prevailing price to non-affiliates can be used to price sales to 

SWBT, but there must be substantial sales to non-affiliates. SNBT 

contends that ten percent of sales is sufficient to qualify as 

substantial under this provision. The Staff feels that the FCC's 

proposed move to a 75 percent of sales standard is reasonable, but 

that the Company's use of ten percent is not a proper reflection of 

market price. 

The Staff detailed in its October 21, 1994, filing the changes 

it felt were needed in affiliate transaction standards and 

practices to protect captive Missouri cueto.ere of SWBT'. It 

repeats thoae auggeationa briefly, below. 

I II • 'l1IB STAPf" S AFPILIATB T'RAIISAC'l'IORS STANDARDS 

A. P\lrcbuea 

8efon purcbaaing either goode or aenicea fr<* ita 

affiliat .. , 811181' abovld aolicit bide fzoa~ other 'Nftdore. If the 

ftlue of a puticular t~ion dcea not warrant a fonral bid 

~. SIII8T abNld p~ allld llllllat.ala lafon~al bide, or other 

tllt ... '1':}'1.-..a.·. •:•:~:= *' -::..:--c:t:r:a:~ i t:,'; •. •t:Mt . ..-.,._.....11-_._. ------~ ................... .,. 
ol·-1 II ll . lilCIIE tlli1M1Utlllltl I e•11111Mid .. CI• 
d ....- i11111. • mill ..- nl 1 llllf 111 'lit I r tall' ............ _.__..._ ........ · •cw'snl~ . 
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in4icat~r8' ~cb, as ··catalog pri:C.s, 

and .tbe like. 

Por·'eertain transactions, notably parent company services ani! 

research and development services, solicitation of bids may not be 

practicable. In such circumstances, affiliate transactions should 

be recorded at the lower of fully distributed costs (FDC) or fair 

market value indicators. 

B. Sales 

Sales from SWBT to its affiliates should be at tariffed rates, 

if such rates are published and available to the general public. 

Absent tariffed rates, the sales of goods should be at the higher 

of fair market value or net book value. Sales of services should 

be at the higher of fair market value or fully distributed coats of 

SWBT. 

IV. PROCEDORBS RBCBSSARY TO PERMIT MONITORING 
OF AFFILIATB 'l'RANSACTIORS 

A. Purchases fro. Affiliates 

SliBT IN8t generate and retain bida, or market information on 

purchases fro. affiliates Mfpn entering contracts to purchase 

either goods or aervi~ fro. tbe affiliate. 

1M ftaff w:lt•..,.lqaa tbet bida for tbe 8U"'f1.oM provided by 

a.r•a ~. ac. 111111 nt8J8IInlll and ~ oa.c:. ~lDwl 

boa 111111 Clclnl ..,. 1101t be ~led. Poe' 8lliiCiti u ur aaat.l.oru, ~ 

t JJ•'tll• att ltbtt• dltllt .... ba ~ '* J It l J Ill ,_.. 

-~,_. ........ II I 1 .. U ILIA .. a 1111111111 lllllt • 
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i. Allocation Methodology 

The cost of items related to more than one specific 

transaction should be allocated using fully distributed cost 

principles. 3 

ii. Rate Base 

The carrier and its affiliates should use the same rate base 

elements in determining the cost of an affiliated transaction. 

Both parties should use only elements of rate base approved by the 

Commission in the Company's last rate case. 

iii. Rate of Return 

The rate of return used by the affiliates should be the 

Company's rate of return from its last rate case. 

iv. Bxpenees 

Only those el~ts of expense allowed by the Oo i ssion in 

Company's last rate case should be included. 

a. sales to Affiliates 

Por --tariffed sal- of good!~ or .. rvicas to affiliates, 

IWBT' s price to affU1at.. abcNJ.d be the higber of its fully 

distributed~ or the fair .arbt value of the 9Qaile or .. rvicas. 

To eff~wate thie priohv s-ac:tice, _.,. oosUag pcuOSituree -.t 

1NN:n tbet all nl•••t ~ of proft41ag tbe good or -rvice to 

tbe atnu.- ue c n uu.a .... .... 111o1 ••• 1a tbe prio. • 

.. rut• t' ua.e.., .a&U••• • .,,. • _. t alAI • •-••.a. Heele~~~twt.ll_. __ .. ,n lvt..e 
Cllttew••tte.atll••••· ••••·a.• ... ~••*• ·r·mJUM 
UIIAifbl ....... di:IUIRI ta 111ft 1M" llllla ~ ill 3 11 .... •'-· 
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P.:&Z.tii\Z., all cost elements which any affiU.ate ··includes in PDC 

COmpUtations for sales to SWBT must be included by SWBT in its 

sales to affiliates. 

SWBT purchases substantial amount of professional services 

from non-affiliated outside vendors. SWBT prices for services it 

provides to affiliates should not be less than those which SWBT 

paid for similar services. SWBT should regularly benchmark its 

prices to its purchase of similar services from non-affiliated 

vendors. 

V. MONITORING PROCEDURBS 

A. Estimating and True-up Procedures 

Where actual cost information is not available in a timely 

manner, SWBT must have in place adequate procedures to estimate 

costs, monitor the estimates' accuracy, and true-up estimates to 

actual results within 15 .oaths after the close of the period of 

the estilllllte. SWBT may not base any of its affiliated transaction 

cost .. thodologie& on esti .. tes which are not trued-up to actual 

e~dence. 

8. a.ployee Related ~ 

MIBI' ~ be able to specify the specific job positiona 

n•ll=twlble ~ 111plluataUoD ud OQIIIII)lUIDos with the affiliated 

ucrao'd.• nqu~i1 1 ••· Writ~ job ~.._. &lid job 

Ill tot.4d:i:a Ill 

11 I I riWUt:r • 

~Wilda 

c.a~U~~ua ~of the aHlUac• ernnact. 

._,..__ .. -..ottta r••= IibiU.e.._-.toa. 

!tql I l.U- of aHiiiMII b Slott. 



" ' -·· -

OiiJ"IUlC11'e adequate t:~taining to understand and comply with l;~e 

transaction rules. 

c. cost Allocation Manuals 

The FCC currently requires large carriers, including SWBT, to 

file cost allocation ~uals (CAMs) detailing cost apportionment 

procedures and update them quarterly. The Staff recommends that 

SWBT file its CAM with this Commission and update it quarterly. 

The Staff endorses the changes to CAM requirements proposed by the 

FCC in its September, 1993, Notice of Proposed Rulemaking. 

D. Scope of Affiliated Transactions 

The affiliated transaction accounting requirements should 

apply to any transaction within SWBT, for both regulated or 

dereguleted operation8, and between any affiliated enterpriae. 

B. Audit Trail Componanta 

1. Tbe audit trail clocumanta CG~~pliance witb affiliated 

tranaaction require anta, and aaauaee tbat all it... nece ... ry to 

eupport financial reporting and intera.al coatrol procedure• will 

likewi" be aaaiDtained for tba affiliate tnnaaction deciaion-

the 4ocvaut ~- p!'actO,. ... 

I. ~ Ia: eatemal atUitlltlaa ..sit 1tu1&14 a. 
1••••• to llliiOlJ 11 _,. atate •tolt'kl aUUlatet t.l uotlola 

Ulllltl '•• 
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" l)et'jc)ll'm r~lar.· l)el~io~t·c ' - -- >- ,·.··'-· 

•ttoJ~I' r•"i~ments to verify c0111pliance and neces&aiy 

retention period. 

Respectfully submitted, 

T~\L~~~'t· 
Thomas R. Schwarz, JtJ 
Senior Counsel, 
Missouri Bar No. 29645 

Attorney for the Staff of the 
Missouri Public service 

coamission 
P. 0. Box 360 
Jefferson City, Missouri 65102 
(314) 751-5239 

I hereby certify that copies of the foregoing have been mailed or 
hand-delivered to all counsel of record as shown on the attached 
service list this lrd day of March, 1994 . 
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