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:tb, .., ..... l!j.lltt;.er of the inve•tigation ) 
;lnt•, ,$0\l.thweetern Bell Telephone ) 
~y'a affiliate transactions ) 

STATEMENT OF THE 8TAFF' S POSITION 

MISSOURI 
PUBliC SERVICE COMMISSION 

In the Commission's September 13, 199f Order in this docket, 

the Commission ordered the Staff to file on or before October 21, 

1994, the follawing: 

A. The Staff's position on the proper standards to adopt for 

affiliate transactions. 

B. The Staff's position on the neceseary procedure• to 

eJliiUre COIIIpliance with the Staff'• propoaed standarde. 

c. The Staff's poaition conceJ:Ding the ll8Ce88U'}' COS(lonents 

of an audit trail. 

A. pgaittgg AD ltfiliate TXPD''£'i9P' ~t•pdprde 

The State of IU.-z-1 baa not clnelopecl DOr &lklpted any state 

The CNI'nDt affiliated 

t:nnsact;ioa HE 1 I'd -..pliCIIble 1a '"11 auri 1e t:be Pedenl 

oa mtoat:ioa o tMiaa CfCCl affiliet:ed u ucciaa nle, w:klt:ed 

by t:be I'Cie ill t: ... iz' .Joiat: er.t: praau«•• Do 11 It llo. H-111. Ia 

~ claalnt tbe I'Cie eat folrtla tbe f1llrnal jwt. .. IGtlCIIlal MID thW 

npia:J 1 c. tw u utt r Mitt ru •cdrn ..a t•ta- --
II Itt. nJ• .. Jlllft .. 

Ia 111ft II 411 dla WI I ... II 4111111 PI It N. Clll&- .. 
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&I a part of a comprehensive efft>rt "'* prov,t.~ .. f~ 
,.,.!li:J:II!Pt·i~.tpJ!'oper cross-subsidbation of non-regulated activit~!tll or 

. Qt,t.ies bY regulated carriers. These rules set forth the specific 

.. thod that dominant interchange carriers (IXCs) and non-average 

schedule local exchange carriers (LECs), such as SOuthwestern Bell 

Telephone (SWBT) , must use in determining the amounts to record in 

their (USOA) accounts for transactions with affiliated entities. 

Although the specified valuation methods are mandatory for federal 

accounting purposes, the rules neither regulate the prices at which 

affiliate transactions occur nor preclude the states fro. adopting 

different valuation .. tbods for intrastate regulatory purposes. 

The FCC' a affiliate transaction rulea diatinguillh between 

asset tran.fers and provision of services. Por .... t tran.fe~, 

the rules provide for four valuation .. tboclll; tariffed rates, 

v•lue. CUI'ien .ut record eacb .... t trauterred to a dtilute 
at tbe tariffed rate if a tariffed rate eaiata. lf an affiliate 

that ia eelli~~~g a --tariffed .... t. to a oarri.ar baa also aolcl tbe 

... kiDcl of .... t to • auNtaatial mJPt.v of tb1J:d puti .. at • 

...-ntly uallable price, tbe oarrier -- noon tbe ueet 

uu.t.: at U. ..-u.u.a c ; 'I prioe. U U. ~t.S ...a 
pnrweiliae s r prioe 'Mlaatiaa arilteda ant 8Dit ... tbe ana 
urrnhl" anaua atftU.c. .-a. nnzlnt • tile Mlllnr of.­

llolllll Ollllt - •t' 7 

•• fak t t; .............. oudelr 1a ... 

•U•• ..... It II of Ml llollt Clllllt ..a W1 I lit fair kzl 

wltl .._ .._ •n•dl•••• S. tile e i' u. 
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.',".. _- . .-- - - --·" - -- ---

8IN!!IC .• ~Uiate4 tzoanaacti~ wl'ft ·for ae:r:vic*a ~ide fDZ' 

tariffe4 rates, prevailing ClDIIp&fty 

fully distributed costa. Services provided to an 

IIUSt be recorded at tariffed rates if tariffed rates 

·~iat. If the provider of a non-tariffe4 service also provides 

substantial amounts of the service to non-affiliates, the carrier 

.ust record the service at the price non-affiliates pay, which is 

called a prevailing company price. All other affiliate services 

must be recorded at the provider's fully distributed costs. The 

current FCC affiliated transaction rules do not use estimated fair 

market value as a valuation Mthod for services. 

It is the Staff's poaition that the current FCC affiliate 

transaction rules do DOt provide adequate protecti~ to ensure that 

SWBT' s books and records ara DOt distorted - a result of 

affiliated transactioas. Baaed on fi- ,.ar's experience, the FCC 

expresMd siailar COGCerDS by publillbiag a llotice of Proposed 

Rul..Uing (10M) on a.pteaber 2l, lttl, ..taich P1t.+C••d substantial 

tigbtu!Dg of its affiliate transaction nl.u. 'ftae DIIM pzopassd 

to ...., tbs ra: afflllats tnmsact:ion nlee to -hanoe it' a 

ability to p&84 sAt ourten ln. l"'pCMPIDg 0CM1ts of DOD-~ 

aoti'ritt• on ntepqoue, aad to laMp ntttq>en ln. belag aau..d 

by oaxn.r a 1 a' oa • 

...._ llteft 1111111 nn...a U. fiLl ll m 1 sl IOC affiliate wn net: a. 
~ ... Ill maa tMt tM JC.IUI ' Jll t 1• IU& ot _,of 

U. JJCrniUlallLt- wl.dl dill ..... nlee. Ia Cilia JU&tiw ••r.ta•&--1 
\Ita M aa I II I'Mt llltl ' ' I I I • tile RIC jl t; a Ill 
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• . 

·affiliate transaction rules lack sufficient detail to prevent 

abuse. The Staff has attached to this filing the FCC NPRM. The 

Staff will adopt an issue by issue approach in this filing because 

it is SWBT's position that the current FCC affiliate transaction 

rules are the appropriate standard. Thus, each proposed change to 

the existing FCC affiliate transaction rules can be treated as an 

issue in this docket. 1 The remaining portion of the Staff's 

discussion of affiliate transaction standards will follow the NPRM 

and/or Staff's proposed changes to the current FCC affiliated 

• 



subsequent to this filing. The fire~ 

-~~ ... J~~~. is tbat the Staff and Public CoW18el schedule a serill• 

••ti~ with 8WBT to detendne what portions of the affiliated 

tr!Qlllaction standards, procedures, and audit trail can be agreed 

upon. This would be reported to the Coallission in the form of a 

joint report and or stipulation & agreement. The parties would 

also file their positions regarding the disputed issues in either 

a separate report or joint hearing meJaOrandUIIl. The Staff would 

suggest Decelllber 15 for these filings. The second alternative 

would be that the parties file reply oc .. anta to the October 21 

filings on Rovellber 15. 

1. Jlr!Cf Rat•• 

In ita IIPRII, the PCC propaaell retainiD!f the current 

l'equirntnt that, wbere tariffed ratu exist for .. rvioes or 

as .. ta, affiliated transactioaa be recordecl by the carrier at 

JNI'SUBDt to tariff ODly tbo11 affiliate tZ'Nlsactioaa where the 

tuiff is g .. Nlly IIY&ilabla, ia oo fila wi~ a federal or state 

... DGJ t ud ie 1A effect. 'n. PCC pt'CII U II thet ...... all tbne 

en 11th•• an .-. tileD the atflliM.ad tu naU• ..- 1ae 

nnu I I • ~ •••· To the ed 1111 au. ltraa : "t'- an 

_._.,.,... ... e!ftlhcat&u aa.ua Wlla&u•n•••-· 

te~~~tlaa ""UtetMI n ••et• _. rt e!ftat••• n .... 

..... IIJIM'hatt• 
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'DYJIUiM···C!g!gpmly Pd.ce1 

'.11M! I'CC propo1ed to divide SWBT' 1 affiliate• into two group•. 

The fir1t group' 1 pri .. ry purpose is to 1erve the SWBT and other 

~thwe1tern Bell Corporation (SBC) affiliates. The second group 

con1ists of the remaining affiliates, which do not have this 

primary purpose. SWBT cannot use prevailing company price as a 

valuation method for transactions between it and the first group of 

affiliates (i.e., those with the primary purpose to serve other 

affiliates) because the number of transactions between non­

affiliates is insufficient. However, the prices that the first 

group of affiliate• charge non-affiliates could be used to 

establish fair .. rket value. The FCC tentatively concluded that 

any non-regulated affiliate that 10111 le11 than 75 percent of it1 

output to non-affiliate• hal too large a volu.e of affiliate 

transaction~ to be c:lee-d to have a predollinant ~ of .. rving 

non-affiliates. Therefore, tbe PCC propaaad to continue to allow 

prevailing CC~~~p&Dy pricing only for affiliate tranaactiODI in which 

tbe DOD-r89Ulated affiliate -ll• at l ... t 75 percent of ita output 

to DOD-affiliatee. 

Tbe PCC JN[IIIPOiad tbat carriere llbollld noord all naa-tariffed 

df1Uau t.a saatt.. fOI' *tala tba fCC aff111ate tnnaaoUon 

nl• • .- penilt tba .. of tba prww.lu,.. a: esnr pdoUif 

.................. lilt tba H .. II of Olllllt ... ..Cf ?tad fair •.teet 

--......... ..at.. ···~. l!i '- tba ......... lilt tba loLl~ 
.. ..- _. ••• Flrl t:av I at ...a...._ tba ~ U U u 

.. 



'~\P.s criteria to asset tranafer. 

tr4!UJrot::lt>n :rul.. tnd.i , 
FCC propoaal WOillCS 

the above criteria to both asset transfers and provision of 

services. Net book cost is the relevant cost element for asset 

transfers. Fully distributed costs is the relevant cost element 

for provision of services. 

4 • Fully Distributed Cost 

Both the FCC current and proposed rules require use of fully 

distributed cost to determine cost in the FCC's affiliated 

transaction rules(NPRM, par. 104-106). The FCC proposed to 

eliminate the distinction between asset and services regarding the 

use of a fair market value coeparsion to cost. 

a. Po•itigp gp Pxgpedyree tp "Onitgr A(fili•t• tr•neegtign• 
The Staff's pzCil):lsad proceduree are broken dcNn into tt10 

group.. '1'be first group of pzocedlaru is specific to tbe four 

valwatiOD •tboclll dieaussad aboft. '1'be seccad group of pzooeduru 

ie geDSral to tbe affiliate tr&D8ectiOD area. 

1. YNMC'm .,.,t«iq PJ =t•ree 

• . teari"" "t• 
'I'M~ pnaat .. are 1 llallF 1" 111111a tbe ataff•e 

......, •1 a ulca. ttw• auilltfme are BUIIIIIY lf tiWt 

•• ,._ nU II 1.- lO ... .-d. 'ftu .. 1M IIUa I .. ~ CU tM 

--.. u a Mll.F as 111*1•• W a. tultr Ia • en.. w1da • 

.. W 1•10. 81 (II - IJJitf Ja ill efltlt. 'IIIII 1 M&ln 7 .. ' - - . -



Qr a ~ Qf •ffiliatee. 'l'heee c:onditiou 

a carrier fl'OIIJ ueing a tariff tbat appliee only to 

to qualify f~r the tariffed rate method of valuation 

thereby avoiding application of the other affiliated transaction 

rules. 

b. Prevailina CompanY Price 

Procedures are needed for two areas. First, a definition is 

necessary regarding prevailing price. The Prevailing Company Price 

must include all consideration as value given to non-affiliated 

customer&. Theae value conaiderationa must include all diacounta, 

induce~~enta, wrrantee, and guaranteea. 

Second, a definition ia needed regarding the application of 

the 75 peroant criteria. The FCC pzopoeecl two alternative& to 

.. aeure the output froa a non-regulated affiliate to non-

affiliatee. Tbe firwt alternative would n~qUire carriere to 

.... ure each DOD-regulated affiliate•• output ueing ite actual 

nvenu.ea during the year for which affiliate traaaaotiou are to be 

valued. ..-r thia altuaathe, oarrien will be nlq\lirecl to 

pro'eot annually, for the UIJCC.iDg year 1llbetbeJ:' eaob Of their DOD­

ngulated afflU.atee will .aet or eJt"nll the '71 puoent. ..n dlariag 

tJle llfa•h• year. 1'- zeu r • pzoj.-ioDII fozo aff1Uatee are to 

111 1 tlaM all affiliate u n ~.loae ... ....,.._. at ooec. A 

lN'll"••tWe 511112 widda tile --~~• htall .UUlata lllnW 

....... tM W:CiW ... a WU.:. 14 Ill lat .. dlat tM -­

fllltf1111et tat • ......._e. •• 11111111111 ••••• • w1U ..­

._, I Jill tlllll 'II II ML - Ia tllll .. I 5 ,.a~r • 
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the carriers would follow one of two approachs8, 

'~j.pg on the reaults of the initial projections. If the non­

regulated affiliate being considered were projected to fall short 

of the 75 percent criteria mark during the upcoming year, the 

carrier would value that nonregulated affiliate's sales to 

affiliates at the lower of fully distributed costs and estimated 

fair market value. If the nonregulated affiliate were projected to 

meet or exceed the 75 percent mark during the upcoming year, the 

carrier would value at least some of the nonregulated affiliate's 

sales to affiliates at prevailing company prices. This approach 

would continue until updated projections or actual data change the 

results of the 75 percent criteria for the noaregulated affiliate 

in question. In addition, the accounting entries used to test the 

75 percent criteria for tbe year _.t be based on actual versus 

projected data. 

The secood alteraative would require carriere to ....ure 

output using tbe DOD-regulated affiliate's revenue fl"'OI tbe 

i-.diately prec:ed.iAg year. If this appr:oacb is Mlected, tbell tbe 

oerrier is requUed to -wly tbe existiag valuatiOD •tbod to 

detezaiDe ... tber MCb of tbeir DOD-regWaUd affiliates blld eolcl 

at laut lS pawat of tbelr GIIC.J t: to --affillsws dlarl.llt tbe 

call f ' r J'Ml' 111 -~a&4111 

lllu1 1 dt.c:dw. 1IWI ~ ....a to IMt au llfl.el to allw U.. 

Jlldoll aft.a' tllla •It , ' ,... .... tllla a 3 wl •Is ' r ,... ....... 

... Ill 1&. 'llltlt•.U.tlllltl•t 11711' 11 JJIItl 

tl' .... ,.. ,.... ta ........ -- , •••• ,, Is .. , ..... _ 



The"after, carriere wol.lld 

f'\'~'ll*'va:LWILte annually whether ite .. ,;~lated affiliate• 

.. , .. ·~·&·en-· .XCeed the 75 percent -rk. under thia approach, the final 

ac~ting entries for any given year would be based on the 

hietorical data for the preceding year. 

A carrier can make a one time election to use either of the 

two alternatives. However the carrier cannot switch to the other 

method after its initial election without approval of the MPSC. 

This will eliminate the opportunity to change methods annually in 

the years that produce the llliniiiiUa value for aales or aaximua value 

of purchaeee for tbe carrier'• regulated operatione. 

c. rair Market yalut 

Procedure• are aeceeeary to preecribe the proceaa xequired to 

••ti-te Pair Market Value. The PCC IIPIM euggeate that tbeee 

procedure• ebould vary with the ci~tanc:ee related to the 

trauaction, and don not: ~J~M~Cify the prec:iM atesM~ carriere llbould 

include in each particular eat,...tion proce••. ..ther, tbe FCC 

requina carriere to ..n a pod faith effort to detU111De if fair 

MJ:ket 'Qlue •• uda coeta ..._ they traufu ueeta or MrYiou to 

nca•ftl'&lat..S effiliatu ....S ..e.etbH 0011ta •uulla fair .net 

-.1• .._ t.MF u•aln 

df~. lt ttiiU eftorta ilalll1oata tllaft all Ita or Mr:riOU 

11111111:1 lie 1r•nzltl • taU .. aut w.lue. ~ tllll Ia: PI DIU•• t11at 

................ ,. ' wii&I'UJ to •• , ........ . 

••• ..... ·-.. - .. .,, ..... ., Ill ........ ._ .... 
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'~'>·P~ChJaing and selling practices. 

The Staff asserts that documents supporting carrier's 

purcheae ancl sale cleciaions will be the primary source documents to 

determine fair lllilrket value. Bids, quotes, vendor selection 

documents, and provider value estimates would be data sources to 

develop estimates of fair market value. The purchase approval and 

authorization documents with the related supporting detail(e.g. 

cost/benefit analysis) are other data sources useful to estimate 

fair market value. Such data will exist unless the carrier is 

doing business with a non-regulated affiliate without allowing non­

affiliates to compete and/or participate on equal footing for the 

same transaction. Qualified vsndor lists, Hats of vendors invited 

to submit quotes or bids, and inatructiona/infor.ation sent to all 

vendors are data sources that can be used to deteraina whether the 

carrier has excluded non-affiliated C'CIIp&niea fro. the transaction. 

If the carrier excludea DOD-affiliates fro. a transaction, then it 

~n~st uintain adeqlaate ~tation to support ita decision. 

Absent sufficient -=--and adequate ~tatioa, for excluding 

non-affiliates, tbe CNU'rier will f- regulatory peaalti .. IIUCb es 

expense cliaallCNen eM or illplted tccuAM lldj~ nta. 

d. ow .. ,bar' ,, ,, ... 
"1M ICC pa .. aaaa ~ ourter. ra: c &d outala affiliate 

ue=xcttcaa a tbe ante to tbe aff1Uae fPGIIIl. Dateea&aiag 

tlla11 aaate llnol.._ wowal ••••· wd nw ,._ • aa:a uti .. 

4et• Ulllt ft nata ..._ dlllt -cauce p • •W"IJI' paid ,_ .... , .. L ... 1H •nt CHI< ..a to ,..., .. afflU-. 
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an allocation proce•• to detenttne the portion of cost:s 

.elated to affiliate transaction. 

The relevant cost method for asset transfers between 

affiliates is net book cost.• Net book cost is defined as the 

original cost of the item to the affiliate group less any 

accumulated depreciation and other related reserves. When the 

transferor affiliate obtained the item from a non-affiliate, the 

original cost equals the amount the transferor paid the non­

affiliate for the resource, plus any costs (e.g. freight) incurred 

in obtaining the resource fraa the non-affiliate. AcCUIIIUlated 

depreciation reflects any depreciation a~lated based on 

pr .. oribed depreciation rates of the FCC UJJJ/or Niseou.ri Ocmi ssion 

that relate to the it .. being trauferred. 

depreciation rates are applicable, tbea 

If ao prescribed 

the a~lated 

depreciation IIUat be OONiistent with Oeaerally Accepted Accoullting 

Principle• (au.P) • •ather reaen.a• are ..ay ~ balance .._.t 
n .. .rve related to the it .. being ~en-ad. e.g., deferred 

t: .... 

1lbeD the cost n .. ia reccmled in aa •q 1 n aocauat the -

pre~ tiiPlJ'• ..._the~ af'fiUIIU okainell thlla 

it- di.no'tlJ' r:c- • --.uut.et.e. u. .- of u. tu. t:o u. 
....-. 1e tM tat paW t:o die I da.IIM t .S.. -r 0011t tllllt 

• st.,. 111 .... ill,,,., .... tha ._ e- • n:n-dftltiiM. 
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cost procedures must also address i ... ti!Jc•• in wbich the 

tl"••it•ro:r affiliate obtained the cost item from *'Other Mllll!er of 

the affiliate group. The FCC refers to these instances a• •Chain 

Transactions•. The FCC provides the following example1 

A nonregulated affiliate might purchase supplies from 
another nonregulated affiliate and then sell them to an 
affiliated carrier. The nonregulated affiliate that 
purchases the supplies could also Ulle them to make 
products that it sells to the carrier or other 
affiliatea. These products, in turn, could be transferred 
among affiliates or used to make addition.l products that 
are transferred among affiliates. 

The FCC diacussea two alternative coat p:rocadurea to addreaa chain 

transactions. The FCC proposes that carriers be required to 

calculate the coats of itema obtained from other affiliates in 

accordance with the valuation -tl1ocU propoeed in their NPRH. As an 

alternative, the PCC suggests that all resources Ulled in affiliate 

transaction• be valued at their original coet to the affiliate 

group even if they had previously been trauferred betwen or a.cx1g 

affiliates. Tbe Staff prafera that the second alternative be uee4 

as the coet procedure for affiliated chaill trauac:tiona, however 

the PCC' s first approacb is also aooesatable. 

Cost ~ocedlaras abould also lld&b: rss allooetioa •tboclology ud 

alloMable ~ a ;anats. 'l'llla allauetale oost c .. auacs are rata 

MM. rete af ~--. ud •"' us. 
i. anmw•· 5 7b 2 ,_ 

...... to -- tMa - ... lfl• t:l 

t!IIIJit ot • .UU.Iltrl ta nau.. e u _. •• r ... to .. 
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•1iltalled· on ~ully 4!-l'i~t:ed cot~t: pti11Cip'-•• uaing t:ba .,.. 

for apport::loning costa bet~ regulated aAd 

operation.. The coat to the affiliated group is the 

coat basis for allocation. The fully distributed coat 

principle will require consideration of all costa of the affiliated 

group. The fully distributed cost studies will follow the general 

•thodology used to develop the carrier' a revenue requirements. 

The Company's capital costs (i.e., interest and equity return) are 

to be considered by the application of a rate of return to a rate 

base. Interest expense is not to be included again in with the 

other allowable expenaea. 

ii. Rat• "'' 

Procedures are -•lied to ensure that a proper rate beae is 

used to develop the cot~t of an affiliated transaction. The 

carrier's rate base is to be developed in accordmlce with the rate 

baN ctev.loped for tbe COIIp&lly in ita rate ca.... The• .­

principles are to be uaed to develop tbe rate bue of a DOD­

ngulated affiliate. If tbe affiliate baa uaique ci~taaces 

tbat, in tbe carrier' • opt at on, reqain a daYiation fEOa tbe 

priDOipl .. Ued in tile c q ny• • J...e nte cae8, tlliiD tile carriel' 

..alit n.... as uowal of tile ftriaDoa baa tile c •ulon. ..laDClll 

lti Ill i'- CMt an diMU a Ill br tile C 'Mlon baa ra&e ..... 

111\u 11ut. an.- to • s-1 .... aa &~~e Itt••·• tt• or nee 

... - • d'fiU..,tl ta tlloi.Uy US cu .. 11r 
liiiiU hlltn. 
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l'trqUl.~~t:ef rate of return Pou.lcl •~~al 

IP;L~~~.._·,•.• st~ct:ures detei.'IIJ;Qed in the c.ri.ier• s l88t rate c ... 

. . return coMists of an equity oost CCJIIPODent ancl a debt cost 

applied to the affiliates capital structure. 

iv. Bxpeppes 

Similar to the rate base procedures, the carrier must use the 

same methodology from its last rate case to determine allowable 

expenses in the development of costs related to affiliated 

transactions. Non-regulated affiliates must use the same 

methodology for their expell8es unless a variance is approved by the 

Coaaission. Expenses that are disallowed by the 00 nission are not 

to be included in the deteraination of the cost of an affiliated 

transaction unless explicitly approved by the ~ tssion. 

2. Qtperel Prgsedyre• fgr Affiliate Tten••stigp• 

Geoeral prooedune -t be dnel.oped to adckass ~...atation 

of .ad COIIpliaDOe with the affiliate tr~~Deaotion ru1 ... 

a. 184"C1M· -!rnr1p MC' tne-• 1¥ "d!TM 

!be tmal•~lon of affUia~ u .. cuoca 0011ta will ncpa1n 

~t• iDfoa.tioD. •aauu ~ 1Df• Uoa 1a aot al-.p 

---· it wiU lie aUIIIIK? to ~ 
pant aw to ••'•'- urea. -.tt." ~ ••ttr •••• 11 u-., _. 
_.. auautiwl ,_ ~ eM' ne•e 1 s aaJI•. 071 slue .. 

Jllhll•_... .... ,.. ... ., , .. _..u ••n ur .... llr 

•n• • • ., ' 111 1• vM' '• aa n ............... 
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,., ~~""' .. " which the estimate walt made. ~i.• pxoeeas could ajpJ,y. 

eati .. tion of an affiliated tr.Uaction coat or t~ 

Allocation of an affiliated transaction COIIIIIIOn COSt. 

At no time may the carrier base any of ita affiliated 

transaction coat methodologies on estimates that are not trued-up 

to actual experience. For example, the carrier cannot allocate any 

joint and/or c01111110n cost to an affiliated transaction that is based 

totally on an estimate. Any allocation estimate must be supported 

by written and verifiable documentation of related actual results. 

b. Bmployee Related Prpsodurea 

carriers are expected to have hu.an resource procedures that 

ensure c0111pliance with the COm iaaion'a affiliated transaction 

rules. Tbe cc.pany TWit be able to specify the specific job 

poaitiona reaponaible for the ill!pl-tation aad COII!pliance for 

each aspect of the affiliated transaction requ.ir1m1nts. Tbe 

correapoocliog job descriptions aad job upectationa TWit contain 

written evideoce of the affiliated transaction reapcc~sibility. Tbe 

job position TWit contain oo ~her re11 aaaibility that .auld 

CODflict wl~ ftall iiiiPl-tation aad COII!pllanoe of affiliated 

u--unatt~•. Tille c 11"1 "J' TWit ~ written ericleDoe 

tMt aba • U.t U. 1Ddiri+nla t111at 11014 til••• ,_ positions ~ 

n•l .... 111 I ate tnt•t .. to fiiUy • I nt 

tM eftiUatlll tz IUtJaa nlee. 
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''1ij!!ij&l!l(ll~cttjLOJIIII. Por exalllll)le, the CAM aust include a Clbal:t showing all 

of the carrier's corporate affiliates. Bach CAM must also identify 

the affiliates that engage or will engage in transactions with the 

carrier, and describe the nature, terms and frequency of those 

transactions. The FCC had determined that affiliate transaction 

rules apply to the carrier's non-regulated operations. The FCC 

proposes that a carrier's CAM IIIUst provide information on the 

carrier's affiliate transaction with its non-regulated operations 

to the same extent such reporting is required for the carrier's 

regulated operations. The FCC proposes that carriers report in 

their CAMs which of their affiliates ... t the 75 percent sales to 

non-affiliates criteria. This info~tion is to be updated 

quarterly in the CAM updates. Tbe PCC pxopoaed that carriers be 

required to diacribe in their C»la the carrier• s procedures to 

deteraine fair aarket value. 

The Staff would agree with the PCC CAM pzopoeal8. 'l'ba Staff 

wuld also nee tncl that the carriers' 01111 be filed with the 

CQ niMioo ancl updated quarterly u ie pza .. atly ._.with the PCC. 

•- f1Cttt•ttf !!e•ssar'ee Pe''n'''RP 
ansa of tbe affUiated 

'"M04tt. &It· h ••· " It 1:11 lit 1• ... IIIPlY to .... 

,. •••'- ,.., .... .asun11 ua. tar.& a.otw ..,. or tt. 
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e. Poall!ljnt aot..-q 
QocwlenU generated fro~~ t:he illpl-ntation and/or eo~~plilU'lCitl~ 

with these affiliated transaction atan~rda and procedures are to 

be ~~~aintained for a period that is the longer of either the 

carrier's nor..l document retention procedures or the date the 

Commission approves the destruction of these documents. The 

carrier may transfer the portions of these documents to the 

Commission's Staff in lieu of seeking Commission approval for 

document destruction if Staff can lll&ke suitable arrangements. 

C. Audit Trail OOmnonents 

The PCC propo8ed in ita NPRM to incorporate an audit trail 

requirement into the affiliated transaction rules. Staff agrees 

that affiliate transaction rules abould contain the require.ent to 

maintain an audit trail. 

This audit 

transaction 

trail with affiliated 

all audit trail 

oomponenu necessary to support financial report1ng and internal 

control proc:ecluAa will llltewi .. be •intainecl for the affiliate 

tran .. ctioa cleoisioa-•kint P¥OI:Ins. 'n. period of u .. tbat the 

audit trail -.t be aaintainecl s':•lllcl be oaaaUte'lt with the 

~t nt~ioa pnC!Idlraa. ftle POe ~ auaatattoa ..Ut 

I ' I to 1•1 I ear ._. llllalflo 

affiliated u nat"taa ucata te. ftle c c 1 •• lete1ul IIUIIlt 

PC% at 1 W tie.....-... to JUino ••• l•Jnhllo 1 rllce of tile 

.atlllttl t1 11Un 1'1 a I a Urn _. 
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-. -' .. , <;":·>':. 
•• -~·'lJl:aff ia to file a report with the COtl!r J•filion at the beginn,ing 

of tbe tint year the C:O..i8aion' • affiliated rule• are to be 

effective. The purpose of this filinr ia to report the result• of 

Staff's examination of the carrier's affiliate transaction 

documentation and procedures at the time of full implementation of 

the Commission's affiliate transaction rules. The Staff would 

estimate that calendar year 1996 will the first year that the 

Commission's affiliate transaction requirements will apply. After 

the first year of implementation the Staff will file a report of 

its findings regarding the carrier's compliance with the 

Commission's affiliate transaction rulea. In subsequent years the 

Staff will review the audit workpapers of the carrier's internal 

audit of affiliate transactions and the workpapers of the external 

auditor'• attestation audits. 

Dateda October 21, 1994 
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