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1.
OVERVIEW

1.0
INTRODUCTION

Background
Several major changes in the Company and the regulatory area over the last few years has led Bell Canada to undertake a major overhaul of its Phase III/SRB Costing Manual.  This process began with the 1995 manual which initiated the transition to a Split Rate Base (SRB) costing process as a result of Telecom Decision CRTC 95-21.


1996 Manual
The 1996 Costing Manual continued this process reflecting the transition



from Phase III to SRB terminology.  In addition the Company was 



re‑engineering its SRB process to reflect changes such as the requirement to produce results for 2 segments rather than 13 Phase III service categories, the replacement of the Stentor Settlement Plan (SSP) by the new Stentor Settlement Arrangement (SSA), and the first phase of adaptation to a new Activity Based Costing (ABC) financial management 



system.  This re-engineering initiative spanned over the SRB 1996 and 1997 study periods.  The changes introduced for the study of 1996 relate primarily to operating expenses.




1997 Manual
For its 1997 study year, the Company has initiated a two year process to



base the investment studies on data from its recently 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 the resultant ratios diminish in relevance with each 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. 


Ø

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 various departments throughout the Company.  As such it is self auditing since it is closely scrutinized by the various 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.


General
This manual describes the Cost Inquiry Phase III/SRB costing method developed by Bell Canada in accordance with Telecom Order CRTC 86‑516 and Telecom Decision CRTC 95-21, and subsequent Decisions and Orders.
 

Objective
As stated at page 18 of Telecom Order CRTC 86-516, “The objective of 

the study documentation in the Phase III Manuals is to provide a concise outline of the individual detailed study processes, including the relationship of each study’s primary source data with its associated accounting data, the identification of the source for specific supplementary study inputs, and the process used to assign costs to the Phase III categories.”

Telecom Decision CRTC 95-21 reduced the requirement of the annual study from the production of results for 13 categories to a requirement to produce results for 2 segments - Utility and Competitive.  This permits a simplification of both study processes and associated documentation.

1.1
MAJOR PHASE III DECISIONS AND GENERAL APPROACH
 
Major Phase III Decisions
On 1985 06 25, the Commission issued its Phase III decision (Telecom Decision CRTC 85-10) Inquiry into Telecommunications Carriers’ Costing and Accounting Procedures:  Phase III - Costing of Existing Services.  Telecom Decision CRTC 85-10 comprised 14 decisions and outlined an implementation process for Phase III.



Decision 1 at page 35 states:



“The Objectives for the Phase III methodology are limited to the identification of service costs in an empirical sense based on the principle of costs causation and do not include the development of rules to allocate any fixed common costs based on concepts of fairness.”



Decision 2 at page 35 states:



“The Phase III costing method prescribed for each carrier should be adaptable to regular studies of cost/revenue relationship for only a small number of broad categories which are, at this time the categories identified in Decisions 7, 11 and 13 below.”



Decision 3 at page 35 states:



“Special studies of the cost/revenue relationships of individual or small groups of existing services may be required by the Commission from time to time.  The costing methodology for any such studies will be prescribed by the Commission depending upon the particular circumstances in which the study is required and will be consistent with the principle of cost causation.”



Decision 4 at page 36 states:


“To satisfy the Phase III objectives and criteria, the regulatory costing of broad categories of existing monopoly and competitive services provided by each of the terrestrial carriers under the jurisdiction of the Commission 



will be based on an incremental embedded approach.  Under this approach:  The terrestrial carriers shall provide information to



the Commission which identifies the embedded costs due to, or causally related to, the provision of the service categories prescribed for regulatory purposes.



A separate common category shall be established to which any fixed common costs of the regulated terrestrial carrier shall be assigned.



The assignment of costs to the separate common cost category will be acceptable only if the Commission is satisfied that the terrestrial carrier has provided adequate empirical evidence to demonstrate that such common costs are fixed.



The development of the costs associated with usage sensitive facilities shall be based upon demand information which measures usage in the peak period as employed in the terrestrial carrier’s ongoing network processes.



The territorial carriers shall provide the Commission annually with information on the cost/revenue relationships for broad service categories of existing monopoly and competitive services, based on the use of embedded cost information, for the most recent calendar year.  For general rate proceedings, such information shall also be provided on a forward test year basis.”



Decisions 5 to 8 addressed the definitions of the broad service categories.  The  definitions are provided in Section 1.2 of this Overview.



Decision 9 at page 39 states:


“A Phase III Costing method based on the costing processes contained in Telecom Canada’s RSP shall be developed by Bell and BC TEL for regulatory purposes in accordance with the implementation process and directives set out in Part IV of this decision”.



Decisions 10 to 14 addressed costing for other carriers and do not apply to Bell Canada.



In addition there have been numerous other decisions/directives in recent years which have had a major impact on Phase III/SRB requirements of particular note are the following:



Telecom Decision CRTC 94-24
-
Review of Phase III of the Cost Inquiries



Telecom Decision CRTC 95-21
-
Implementation of Regulatory 






Framework - Splitting of the Rate Base and Related Issues

Phase III Categories
On 1986 08 28, the Commission issued its Phase III order and guidelines (Telecom Order CRTC 86-516) Order and Guide for the filing of Phase III Manuals by Bell Canada and British Columbia Telephone Company.  The Company’s facilities and associated costs are classified to the following broad service categories in accordance with pages 8 to 13 of that document:

· Access

· Monopoly 

· Competitive Toll

· Competitive Network

· Competitive Terminal-Multiline and Data

· Competitive Terminal - Other

· Other

· Common



In accordance with the Commission’s guidelines at page 60 of Telecom Order CRTC 86-516, “two reporting categories are required to ensure reconciliation between the Phase III results and the balance sheet and income statement information presented by the companies in support of their general rate applications.  These two reporting categories are:

· Plant Under Construction (PUC)

· Investment in Subsidiaries and Affiliates



Telecom Letter Decision CRTC 94-3 directed the company to segregate the Access Category into Access Sub-categories as follows:



Access 
- Business





- Residence





- Other





- Contribution





- Common



Pursuant to Telecom Decision CRTC 95-21 PUC is no longer a separate category.

General Approach
The following outlines the general approach used by the Company for 
 



Split Rate Base and Phase III costing.
 



BSCC Based on RSP



In accordance with Decision 9 at page 39 of Telecom Decision CRTC 85‑10, BSCC has been developed based on the costing processes contained in Telecom Canada’s Revenue Settlement Plan (RSP).  Note that RSP was subsequently replaced by the Stentor Settlement Plan (SSP).



The RSP costing process was designed to identify specified components of telephone plant investment and expenses for use in Telecom Canada’s revenue settlement arrangements.  However, BSCC was required to assign all the Company’s revenue, total plant investment and all expenses to the Phase III broad service categories on an annual basis.  Thus, with respect to the Commission’s first general guideline at page 5 of Telecom Order CRTC 86-516, neither the RSP’s unique specification of certain plant and expense components nor its monthly calculation of data for revenue settlement classes of service were directly applicable for BSCC.



In accordance with the Commission’s second general guideline at page 5  of Telecom Order CRTC 86-516, where the RSP Costing process was not used, the Company maintained “the general principles and objectives of the RSP basic studies to develop, at periodic intervals, the relative level of plant investment or operating expense associated with specific operating functions and {to} apply these basic study relationships to the appropriate annual investment or expense data”.



For BSCC, the Company adapted the majority of the RSP investment study processes and developed new study processes to assign revenues and operating expenses to broad service categories.



Modifications to the RSP Costing Process



The Company’s general approach to the primary modifications to the RSP Costing Process required for BSCC purposes are as follows:



Level and Scope of Cost Inclusions


In accordance with the Commission’s fourth general guideline at page 6 of the Telecom Order CRTC 86-516, the Company developed and implemented additional costing procedures as specified by the Commission in Section III and section IV of Telecom Order CRTC 86‑516, for those telephone plant investment and operating expense components where RSP procedures did not exist.



Spare Capacity



As identified in the Inquiry Officer’s Report at page 162, and as directed by Telecom Decision CRTC 85-10, Decision 9 at page 39 and in accordance with the Commission’s second general guideline at page 5 of Telecom Order CRTC 86-516, the Company assigns spare capacity for each type of facility to the SRB segments based on the proportion of working facilities in the segments.



Assignment of Jointly Used Land and Buildings



The Company assigned land and building investment in accordance with the Commission’s guidelines as stated on page 21 of Telecom Order CRTC 86-516.



Busy Period



As directed by Telecom Decision CRTC 85-10, Decision 4.4 at page 36 and in accordance with the Commission’s second general guideline at page 5 of Telecom Order CRTC 86-516, the Company has made modifications required so that “assignments made through each study process which are sensitive to network configuration, circuit quantities or joint use of facilities by service categories... reflect busy period conditions for the particular base year used in each study process”.  As a result of the move to an annual update of the toll network in RSP, the busy month network configuration may reflect an earlier year’s busy period structure.



Adapted RSP Study Processes - Investments



The Company adapted the majority of the RSP investment study processes to meet Phase III requirements.



In accordance with the Company’s proposal and the Commission’s guideline at page 19 of Telecom Order CRTC 86-516, the Company applied “general study methodologies, in broad conformity with the existing RSP procedures, for those investment accounts for which such procedures either did not exist or are not applicable for Phase III purposes”.



Replacement of RSP/SSP by Stentor Settlement Arrangement (SSA)



On January 1, 1997, SSP was replaced by a new settlement plan - SSA.  Ongoing studies in the new plan involve incremental costs rather than causal embedded.  SSP studies have not been updated from 1996.  New investment methodology for the Company’s SRB process is introduced for SRB results in 1997.



Study Process - Revenues



The revenue system of accounts is defined in accordance with the broad service categories and accordingly, with only a few adjustments, each main revenue account is assigned directly to the appropriate segment.  Revenues have been recorded in these accounts based on the assignment of tariffs by category.



Classification of Tariffed Items

 



The Company’s services and associated revenues are classified in section 2.2 to this manual which included the Split Rate Base category classifications.

· General Tariff (6716)

· Exchange Services Tariff (7515)
 

· Special Facilities Tariff (7396)

· Access Services Tariff (7516)
 

· National Services Tariff (7400)
 

· Tariff for Interconnection with the 
 





Equipment and Facilities of Telesat Canada (7511)
 



Cost Revenue Matching

 



As directed in Telecom Decision CRTC 90-13, the methodology outlined in the “Cost/Revenue Matching Study”, section 2.3, is used to improve the match between revenues and costs associated with the Utility and Other segments.



Primarily as a result of bundled tariffs, it is not possible to obtain a complete matching of costs and revenues for the segments.  Current rate structures for some services do not have separate rate components which correspond to the individual cost segments involved in providing the services.



Revenues resulting from bundled rates are initially assigned:

· where possible, to the SRB segment which reflects the major assignment of costs

· where not possible, to the SRB Segment which reflects the nature of the services



The Cost/Revenue Matching Study reassigns revenues for bundled services to ensure matching of intersegment assignments of revenues and costs.



Study Processes - Operating Expenses



For operating expenses, the Company has utilized the Activity Based Costing and Asset Model ( i.e. for investment related expense) as the platforms for the re-engineered RSP study processes.



Final Results



Financial Expense and Income Taxes and Miscellaneous Income Statement Items are assigned to the segments in accordance with the costing methods described in section 5 of the manual.





Reporting of SRB Results

Each study assigns investment and costs to Utility, Other and 

 

Common.  Investment and Expenses assigned to Common are assigned to Utility/Other based on the relative operating expenses by 

 

segment (including the CAT costs assigned to the Other segment). 

 


Results are filed for the Utility and Other segments. 

 



Forward Test Year


In accordance with the Commission’s fifth general guideline at page 6 of  Telecom Order CRTC 86-516, the Company’s approach to develop forward test year data is to generally apply the investment and expense assignment ratios from the SRB Study of the most recent historical year to the forecast view of the corresponding investment and expense items, recognizing that individual assignment ratios may require adjustment to reflect anticipated changes that would affect the results of more than one of the SRB categories.



Section 7 provides a more detailed description of the Forward Test Year process.

1.2
SPLIT RATE BASE (SRB) SEGMENTS AND DEFINITIONS

 

SRB Segments
Telecom Decision CRTC 95-21 dated October 31, 1995 directed the Company to produce SRB results for the Utility and Competitive segments.  The relationship between costs and revenues in the former Broad Service Categories to the SRB segments is as follows:






Utility
-
Access (5 categories), Monopoly Local, Other








(Non-Competitive)






Competitive
-
Competitive Toll, Competitive Network, 








Competitive Terminal Multiline and Data,








Competitive Terminal Other, Other 








(Competitive)



The Common BSC is prorated based on the relative proportion of the above assignments adjusted for Carrier Access Tariff (CAT) payments.


SRB Definitions
On September 17, 1999, the Commission has approved the Company's 

 



proposed SRB segment definitions to be effective commencing with the

 



1998 study year. 

 



The SRB segments are defined as follows: 

 



Utility Segment

 


The Utility segment would be defined as consisting of: 
 

1.
All services based on the local switch and distribution equipment.  

 


Such services may be subject to varying degrees of competition or 

 


even no competition at all, and their tariffs may or may not be 

 


included in the price cap index

 

2.
Any service that would otherwise be assigned to the Other segment 

 


but is provided to competitors and deemed by the Commission to be

 


bottleneck in nature (i.e., services provided exclusively or 

 


substantially exclusively by the telephone company to competitors to 

 


facilitate competition in the provision of telecommunication services)

 

3.
Any income from and investments in subsidiary and affiliated 

 


companies specifically deemed by the Commission to be integral 

 

4.
All revenues derived from the services and tariffs assigned to this 

 


segment (including Carrier Access Tariff revenues that are transferred as a cost to the Other segment)

 

5. All of the local switching equipment, trunking between local 

 


switches, distribution plant, related support equipment (such as 

 


buildings, tools and vehicles) together with any other net assets 

 


causally related to the services assigned to this segment 

 

6. All costs causally related to the above noted services and assets 

 

7.
A portion of the Common costs as described below 

 

 

Other Segment

 



The Competitive segment would be renamed as the 'Other segment'.

 



The Other segment would be defined as consisting of: 

 

1.
Any service not based on the local switch and distribution equipment,

 


unless deemed by the Commission to be bottleneck in nature

 




when provided to competitors

 

2. All income from, and investments in, subsidiary and affiliated 

 


companies unless specifically deemed by the Commission to be 

 


integral

 

3. All revenues derived from the services and tariffs assigned to this 

 


segment
 

4. All telephone plant and related support equipment (such as

 


buildings, tools and vehicles) together with any other net assets
 


used to provide the services assigned to this segment
 

5. All costs causally related to the above noted services and assets 
 


(including Carrier Access Tariff costs that are transferred as a 
 


revenue to the Utility segment)
 



6.
A portion of the Common costs as described below
 



Common
 


Common includes those costs and net assets that cannot be causally 
 



assigned to either of the Utility or Other segments.  The costs and net
 



assets included in Common are subsequently allocated to the Utility
 



and Other segments prior to the assignment of Common costs, 
 



uncollectable and settlement costs, but including switching and 
 



aggregation costs payable by the Company's Other segment to the
 



Utility segment and OTS.
 

