				INTRODUCTION TO INVESTMENT





Background		Beginning in the 1996 SRB study period the Company initiated a program of updating their Phase III/SRB costing studies and associated manual. This initiative was undertaken in response to the events/conditions identified below :





			1. In Decision 95-21, the Commission directed that, beginning with 1995 				    results, Split Rate Base (SRB) reporting should replace Phase III 				    reporting. This change has permitted some simplification and 


   			    consolidation of the Manual since the number of reporting categories 				    was significantly reduced.





			2. Beginning in 1997, the Stentor companies replaced the Stentor 


 			    Settlement Plan (SSP) with the new Stentor Settlement Arrangement 				    (SSA). Since the new SSA does not utilize investment studies, the 				    SSP investment studies are no longer updated.





			As a result of the above,the Company saw the need to amend its studies to move away from its reliance on frozen SSP investment ratios, to take advantage of new sources of information, to adopt more cost effective ways of undertaking SRB studies,and to take the opportunity to streamline and simplify the manual format. 





			_________________________________________________________





Network Asset Model	For its 1997 study year, the Company is initiating a two year process to 	base the investment studies on data from itsrecently developed Network 	Asset Model. This model assigns all of the Company’s Network 	investment in switching, transmission, and outside plant to network 	building blocks. These building blocks represent the principal network 	components of the services provided by the Company. e.g. Distribution 	Loops, Central Processing Unit,  etc. The Network Asset Model is 	updated annually and therefore the data remains current. In contrast, the 	SSP investment studies are not being updated and therefore these ratios 	diminish in relevance witheach passing year.Prior to proposing a revised 	investment methodology, the Company has compared the results of 	using the proposed new data source with using the latest SSP ratios and 	determined that while there are some differences, they are either not 	material in relation to the amounts under study or there are appropriate 	explanations for such variations. 


		


		Critical to the re-engineering process, referenced above, is the integration of SRB with a Company wide initiative to introduce a network asset model in conjunction with its move to a more dynamic and cost effective platform for its investment and cost studies. In the 1996 SRB study period the first phase of this transition, operating expense studies were integrated with the Company’s Activity Based Costing initiative. The 1997 SRB study period is characterized by the start of a migration of investment studies away from the frozen SSP ratios towards current data available from the Company’s Network Asset Model. The Network Asset Model system was developed by the Company to meet the operational and measurement requirements of departments throughout the Company.  As such it is self auditing since it is closely scrutinized by the groups impacted by its output.





		Accordingly, SRB re-engineering of the investment studies has been integrated with this initiative to capitalize on this new management information system which is becoming one of the Company’s core management tools for investment.


		________________________________________________________





Study Process		The new process begins with the identification of network building blocks  which are packages of physical elements that respond to similar provisioning criteria and have specific capacity that will be used to build/provide services or value added products. Examples of such network building blocks include Distribution Loops, Line Access Cards, Peripheral-Digital Lines, Central Processing Units, etc. 


		


		The following Appendixes are included to provide additional information 





Appendix A - Cross Reference of Network Building Blocks & Associated Field Codes





Appendix B - Network Building Block Definitions 





	In this system, investment in each field code is assigned to network building blocks based on an analysis conducted by engineering personnel using equipment records and usage data contained in various databases.  After investment has been assigned to the network building blocks it is then assigned to the SRB segments based on its physical location and functionality in the network.  For example, Feeder and Distribution Loops are assigned to the Utility segment, and Access to DMS 250 and ATM Equipment are assigned to the Other segment.  For those network building blocks that support both the Utility and Other segments, the SRB assignment is determined by an analysis of the usage of these network building blocks.  For example, the Local DS-0 building block is used by both Utility and Other services, and the analysis for SRB assignment is based on the number of equivalent DS-0’s used for local vs. toll traffic. Similarly, the Access to CCS-7 building block supports both the Utility and Other segments and SRB assignment for this building block is based on busy hour usage of the switching network by each segment.





	Once investment has been assigned to the Utility and Other segments, SRB ratios are calculated for each field code. 


	                      _________________________________________________________





Summary		As a result of the investment studies re-engineering initiative the SRB process will realize the following benefits :





Enhanced causal costing and investment allocation to SRB segments tied to substantive Company wide initiatives;


Cost effective basis for maintaining and updating SRB studies;


Replacement of outdated SSP data while maintaining self auditing characteristics;


Annual updates to provide more current data.
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