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Dear Mr. Rauch: 

Enclosed for filing in the above-captioned case are an 
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This filing has been mailed or hand-delivered this date to all 
counsel of record. 

Thank you for your attention to this matter. 
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In the Matter of the Investigation ) 
into Southwestern Bell Telephone ) 
Company's Affiliate Transactions ) 

PUauc SERVICE COMMISSION . 

Case No. T0-94-184 

STIPULA.T:tOII MID ACJIII-1111'1' 

I. Background 

This docket arose as a result of the Commission's finding that 

in the two most recent Southwestern Bell Telephone Company (SHBT) 

rate cases the records were insufficient for the Commission to 

determine if adjustments to SHBT's revenue requirement for certain 

affiliate transactions were necessary or the amounts of such 

adjustments. The parties1 disputed the appropriate standards (FCC 

or otherwise) for affiliate transactions; the existence of data to 

gauge compliance with, or violation of, such standards; and the 

documentation necessary to aupport that data. 2 

Procedurally, the Conaisaion opened this docket in its Report 

and Order of Deca~r 17, 1993, in Docket TC-93-224. Purauant to 

aubaequent ordera in thia docket the Staff of the OO..iaaion (the 

Staff) filed a copy of a Joint PCC/Pive State Report of SWBT 

affiliate trAOHCtiona; each party filed a atateMnt of the 

••tartt .. • nfen to~. Office of the PubU.c CounMl 
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of thiB docket; tbe staff and a1f8'1' filed a jolnt 

the partiea on Al,\$}ul!t 24, 1994; the parties filed 

statements on October 21, 1994; and the Commission 

subs~ently ordered this filing, with a Hearing Memorandum and 

suggested procedural schedule to be filed on March 3, 1995. 

A number of developments since the inception of this docket 

may affect the further proceedings of this docket. The Commission, 

SWBT and OPC settled the issues appealed in Docket TC-93-224 in 

August, 1994 . By the terms of the settlement the signatories 

foreswore initiation of general review of SWBT rates until 1998, 

with no rate or complaint case to be filed until January 1, 1999. 

Also currently pending is FCC action on proposed amendments to its 

affiliate transaction rules for coawaon carriers. There is also a 

complete review of all nonatructural nfeguarda underway, including 

the affiliate tranaaction rulea, in reaponee to the Ninth Circuit 

Court ' • ret~~~tnd to the PCC of the Coalplter Inquiry I II proceeding. 

In addition to COilllllyiog with the Mieaouri Rul-, SNBT -t COilllllY 

with any chansr- to the C\lr'Ant rulea wbich the FCC eventually 

adopte. Finally, the Olln ieaion on Infcmaational Tec:hDology hu 

rec:c: anded aclopt.ion of 14l91alation to .,........ tbe atrvcture and 

Hg\)lation of the telecc anioationa 1actuUy in Mlu~Nri. Bacb of 

t.._ int~ ec:mta oaa lllld will ....,. ... l.,..Gt on the 

poe.ttt• of ta. pu'dee. lllld illp1 tatt. of 0 '•"- pollat., 
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~da:p b). wJiich .li.dfttite tr•l!l•llct:Lonil · 

the ~rti41111 w~ll 11et ,out the p~-aq.~J.t p~b(:j~'"~~ 

and note disputed items. Bach ~rty wJ.ll II\Ore 

position on the disputed issues in the Hearing 

Me1mc~a~dum to be filed on March 3, 1995. 

II. It ... of Agre~t 

The parties have agreed that a structure for a pre-audit 

conference should contain the following items: 

1. Copies of all affiliate purchases and sales contracts for 
the test period will be provided. These purchase and 
sales contracts will be indexed by year and by affiliate 
company. 

2. Reports containing the revenue and/or expense of 
purchaaes from and aales to affiliates, by affiliate, for 
the teat period will be provided. 

3. Review of exiating PCC affiliate tranaaction rules with 
emphaaia on any significant cbangea aince the laet audit 
with the opportunity for direct interview by Staff of 
SNBT eubject Ntter experts. Tbie review will include an 
overvi- of what conatitutes audit 0011pliance of aalee of 
servicea to affiliate•. Pu.rebaaea of aervicee fro. 
affiliat .. will be outlined by type of affiliate• i.e., 
c:oat allocation, prevailing price, etc. 

•. Revi- with staff auditors the following eecti0ft8 of the 
COat Allocatioa Maaualt 

a. aectiODa rv - Cbart of affiliatee 

b. 8ecti0ft8 V - Tr .... ct:loae with affUiatee 

I . 
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a. 

9. 

10. 

,tovid.;l copies· c>t any SlfBT internal audits of affiliate 
~a;·an•act.ions conducted during the te•t pe~iod. S~T 
•ffiliate servicu ~oup will coordinate with the SBC 
internal audit group to schedule timely audits of SBC and 
Yellow Pages prior to the next complaint case. 

Provide the cost/price worksheets for sales of services 
to affiliates only for the test period. These worksheets 
will include incremental unit cost, fully distributed 
cost and price for each billing element. 

Respond to specific questions concerning tariff sales or 
prevailing price sales to affiliates, with the 
understanding that affiliated companies receive tariffed 
and prevailing price services under the same terms and 
conditions as similar non-affiliated companies. 

Present to staff auditors an overview of the audit trail 
for the purchases from the major affiliates (SBC, Yellow 
Pages, Telecom, Mobile Systems). The audit trail for the 
major affiliates will include time reporting, as 
appropriate, cost allocation, prevailing price review, 
etc. 

11. Present to staff auditors an overview of sales to the 
.. jor affiliates. The audit trail will include a cost 
studies overview, pricing, billing, etc. 

12. Answer any r-ining bwtant audit trail process 
questions that Staff Auditors .. y have. 

The Staff, SWBT, anc:l OPC have agz:eec:l to convene a pre-audit 

conference on affiliated transactions in June, Ut7, to pen~it 

analysis of llov the proce .. .orb. The pre-audit conference will 

also pe.rait the Staff anc:l OPe to ~ OOIIIOei"'UU with the data, 

and ~tatiOD of data, that 8liiBT proYia- so that pr:obl ... 

Bight lie resolftd to PIO+icle appacpdate t~ ,...r reoor:dtl for any 

1\atun 111M' rate _... 'l'4!aere wUl lie 1110 .-ual affiliate 

~ Ullit lD un. a. P*R·'- ._. .. t.hst t.M o iuiOift 
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ldUUatlt t:l UIU Ill. 
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III. It ... of Diffsreacs 

· ~e parties disagree on the appropriate standard by which 

affiliate transactions will be measured. SNBT avers that the 

current FCC standards are adequate to insure that its affiliate 

transactions are proper and that no subsidy flows from SNBT to its 

affiliates. The Staff and OPC contend that the proposed amendments 

to the FCC affiliate transaction rules must be adopted and enforced 

to secure adequate protection for regulated ratepayers. 3 

SNBT avers that Commission enunciation of appropriate 

affiliate transactions standards is a general statement of policy 

affecting the rights of, and procedures applicable to, all 

utilities or at least all local exchange telephone companies, and 

should be made in compliance with the provisions of Chapter 536, 

RSMo, through a rulemaking or a generic docket. SWBT believes that 

the commiasion cannot lawfully develop and apply unique affiliate 

tranaaction standards to StiBT alone. Such atandards should not be 

applicable to S1fBT. particularly if such standards differ from the 

Commission's current rules in regard to euch transactions. 

Tbe Staff avers that revi- of affiliate transactions IIIUst 

begin vitb an inqu.iry into tha reaeoaablsnass of entering the 

puUcul.ar t~ion in tha fint plaat, pnfsrably by refsnncs 

to a bid pw:oaus. _,. bsli.,.. that tha 1~ of agruarnt 

adlbra• tha _,. iII II inwol'Nd in tiUA dccll:et: ud that aft)' 



avers that SWBT' s audit trail of FDC studies in 

sujpott ·. of sales by SWBT to affiliate transactions is not 

su£.£icient to permit the conclusion that all SWBT costs for the 

relevant time period have been considered in the studies, and all 

property costs included. Without adequate data on this issue, 

computation of adjustments, if needed, is not possible in a rate 

case. SWBT avers that the cost studies are adequate and that Staff 

will have ample opportunity to assess the adequacy of the studies 

in the 1997 pre-audit meeting. 

:IV. ConolWiion 

If the eo.miaeion doee not close this docket then the Staff, 

OPC, and SWBT will addreea their difference• in 1110re detail in the 

Hearing ~randua to be filed in this docket on March 3, 1995. 

Reepectfully ~tted, 

~l'\·~··61a M""-bn~_~, e-u~ .JL, DftM S: ~ l'jtlt\ ~1 r. ~ 
Attorney at uaiatant Public OounHl 
100 Rortb '1\adter, Ra. 630 P.O. Box 1100 
at. Louie, MO Cl101·197C Jeffereon City, M1eeour1 65102 
114•247·1210 314-751·5559 

Attomey fot' t.be Off! ce of the 
Pablic Clolluel 
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