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Ø Complete revision to update cross references.

GENERAL


Purpose
1.01
The purpose of this appendix is to describe the methodology




used in the production of the Forward Test Year forecast 




Split Rate Base (SRB) results.


Methodology
1.02
The general methodology used for producing Forward Test




Year Split Rate Base results requires that the Company's




budgeted income statement and balance sheet be assigned




to the Utility and Other segments using the latest set




of available historical ratios, adjusted as appropriate for




expected significant changes in methodology and/or ratios.




Whenever the historical ratios are adjusted, a description of 




the change and its impact are to be provided as part of the




Forward Test Year filing package.  An explanation of the




adjustment process can be found in the Process of Adjusting




the Historical Ratios section.




The products of these assignments are Projected Split Rate




Base Results, as reflected in the following reports:




o  SRB Average Net Investment Base  (ANIB)




o  SRB Income Statement




o  SRB Capitalization




o  Return on Average Common Equity


PROCESS OF


ADJUSTING THE


HISTORICAL


RATIOS

General
2.01
In general, the latest set of historical ratios are used in the




Forward Test Year SRB assignment of the budget




information.  These ratios are calculated at the level of




individual field/function codes or groupings of




field/function codes depending on the level of detail




available in the budget (see paragraph 3.01).




Where it is anticipated that the historical ratios will change




significantly in the forecast year, a revised ratio is developed.




Such changes generally occur as a result of (a) a proposed or




anticipated change in methodology and/or (b) an anticipated




change in study results.


Impact of Significant
2.02
Whenever the historical ratios are adjusted, a description of


Changes


the change and its impact are to be provided as part of the




Forward Test Year filing package.




The impact is determined by comparing the Forward Test




Year SRB results based on the adjusted historical ratios




with the Forward Test Year SRB results based on the




non-adjusted historical ratios.


DEVELOPMENT 


OF COMPOSITE 


RATIOS

General
3.01
In most cases, the Company's budget is developed at a more




aggregated level of detail in comparison to actuals.  Although




some information may be available at the field/function code




level, most of the budget items are developed using groupings




of field/function codes.


Assignment
3.02
In order to assign the budgeted investment and expense


Requirements


groupings, the ratios must be aggregated to the level of




detail contained in the budget.




The process of aggregating ratios to the grouping level is




known as 'compositing'. 


Compositing
3.03
During the 'compositing' process, the historical dollar




assignments, by field/function code, are totalled to develop




a total dollar assignment, that matches the level of detail to




be assigned.




The total dollar assignment is then converted to a composite




ratio.




An example of 'compositing' would be the buildings and




towers portion of investment.  The dollar assignments for




field codes 10C (buildings) and 30C (towers) are totalled to




develop a composite ratio.  The composite ratio is then used




to distribute the budgeted average buildings and towers




investment.


SRB AVERAGE 


NET INVESTMENT


BASE


General
4.01
The FTY assignment of the budgeted SRB ANIB components




follows the assignment methodologies for the actuals process.




The methodology requires that the budgeted balance sheet




items be averaged (current plus previous years data divided




by two) and assigned to the Utility and Other segments




using the related ratios described in paragraph 1.02.


Telephone Plant
4.02
Telephone plant is budgeted at a grouping level.  In most 




cases, a grouping contains more than one field code and




the assignment is based on the appropriate composite ratio,




as described in paragraph 3.03.  Where a grouping contains




only one field code, the corresponding field code ratio is




used to assign the investment.




The 'Telephone Plant' line of the ANIB report is then




calculated by totalling the assigned average investment




by segment.


Accumulated 
4.03
The Forward Test Year SRB assignment of accumulated


Depreciation


depreciation follows the methodology set out in Section 5.3,




except that forecast depreciation reserve ratios are




used and the depreciation reserves are assigned using the




related ratios described in paragraph 1.02.


SRB AVERAGE 


NET INVESTMENT 


BASE  (cont'd)

Material & Supplies
4.04
The Forward Test Year SRB assignment of material &




supplies follows the methodology set out in Section 5.3,




in that the components of material and supplies are assigned




using the related ratios described in paragraph 1.02.


Working Capital
4.05
The Forward Test Year SRB assignment of working capital




follows the methodology set out in Section 5.3, in that




the components of working capital are assigned using the




related ratios described in paragraph 1.02.


Other Balance
4.06
The Forward Test Year SRB assignment of the remaining


Sheet Items


balance sheet items used in the development of the ANIB




follows the methodology set out in Section 5.3, in that




the components of other balance sheet items are assigned




using the related ratios described in paragraph 1.02.


Report 
4.07
The components of this report follow those produced in the




historical process, as presented in Section 5.5.


SRB INCOME


STATEMENT


General
5.01
The Forward Test Year SRB assignment of the budgeted




income statement components follows the assignment




methodologies for the actuals process.




The methodology requires that the budgeted income




statement items be assigned to the Utility and Other




segments using the related ratios described in paragraph 1.02.


Revenues
5.02
As the Company's revenue accounts are defined in terms of Phase III categories, the Access, Monopoly Local and the utility




portion of Other are assigned to the Utility segment,




with the remaining revenue being assigned to the Other




segment.




The revenue related adjustments are calculated based on




the revenue forecasts and then assigned to the Utility and




Other segments.


Operating Expenses
5.03
Operating expenses are budgeted at a grouping level.  In most




cases, a grouping contains more than one function code and




the assignment is based on the appropriate composite ratio,




as described in paragraph 3.03.  Where a grouping contains




only one function code, the corresponding function code




ratio is used to assign the operating expense.




The operating expense lines of the SRB income statement are




then calculated by totalling the appropriate operating expenses




by segment.


SRB INCOME


STATEMENT  (cont'd)


Depreciation
5.04
In most cases, depreciation expenses are budgeted at a 


Expense


function code level and assigned using the appropriate




function code ratios.  In cases where the contents of a 




function code have changed, then the corresponding




APIS distribution is used.




The depreciation expense lines of the SRB income statement

 


are then calculated by totalling the appropriate depreciation




expenses by segment.


Telco Carrier Access
5.05
The assignment of Common and the Company's Carrier Tariff 
Adjustments


Access Tariff (CAT) adjustments for switching and 


& Common


aggregation, start-up, contribution and interexchange access 




charge follow the methodology set out in Section 5.2, but use 




forecast minutes and forecast rates.


Other Income
5.06
The Forward Test Year SRB assignment of the other income


Statement Items


statement items, used in the development of the SRB income




statement, follows the methodology set out in Section 4.12




and Section 5.2, in that the components of other income




statement items are assigned using the related ratios described




in paragraph 1.02.


Report 
5.07
The components of this report follow those produced in the




historical process, as presented in Section 5.5.


SRB


CAPITALIZATION

General
6.01
The Forward Test Year SRB calculation of the budgeted




capitalization statement follows the methodology set out




in Section 5.4.


Report 
6.02
The components of this report follow those produced in the




historical process, as presented in Section 5.5.


____________________________________________________________


RETURN ON


AVERAGE


COMMON EQUITY


General
7.01
The Forward Test Year SRB calculation of return on average




common equity follows the methodology set out in Section




5.4.


Report 
7.02
The components of this report follow those produced in the




historical process, as presented in Section 5.5.

