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Peter E. Vivian

Executive Director – Telecommunications

Canadian Radio-television and 

  Telecommunications Commission

Ottawa, Ontario

K1A 0N2





Dear Mr. Vivian:



Subject:	Bell Canada's Proposed Revisions to its 1998 Split Rate Base (SRB) Manual and Telecom Order CRTC 97-144:  Broadband



� AUTONUM �	As part of its SRB Manual update submission of 30 October 1998, Bell Canada proposed, for the 1998 study year, to assign all costs associated with Fibre Optics Transmission Systems equipment and facilities and support structures (including those placed in service between 1995 and 1997) to the SRB segments based on the services they causally support.  The Company submitted that if its proposal was accepted, it would negate the need for transfer pricing and for gross book transfers.  The Company further submitted that these proposed changes would have minimal impact on future Utility SRB results and would eliminate a degree of complexity in study procedures that is no longer warranted now that price cap regulation is in place.



� AUTONUM �	In its letter of 18 February 1999, the Commission asked Bell Canada to comment on:



	"a)	whether its proposal should be considered as an application to review and vary Implementation of Regulatory Framework – Splitting of the Rate Base and Related Issues, Telecom Decision CRTC 95-21, 31 October 1995 (Decision 95-21) and Telecom Order CRTC 97-144, 31 January 1997 (Order 97-144) with respect to the treatment of fibre and other broadband�capable investments, and if not, why not; and

�

	b)	the Commission's recently restated review and vary criteria as set out in Guidelines for Review and Vary Applications, Telecom Public Notice CRTC 98-6, 20 March 1998 if the Commission determines that Bell's proposal should be considered as a request to review and vary Decision 95-21 and Order 97-144."



� AUTONUM �	The Company submits that its proposed revisions to its SRB Manual, filed with the Commission on 30 October 1998, conform to long standing procedures wherein companies which file Phase III/SRB results periodically submit to the Commission proposed changes to their Phase III/SRB manuals.  The Company notes that proposals made pursuant to annual filings are subject to a review process by the Commission before implementation.



� AUTONUM �	The Company submits that it would be inappropriate to consider its 30 October 1998 SRB Manual update proposal as an application to review and vary Decision 95�21 and Order 97-144.  Rather, the Company's 30 October 1998 proposal should be considered within the ongoing framework of the Phase III/SRB review process.



� AUTONUM �	The Company's first Phase III Manual was filed on 30 September 1987, pursuant to Telecom Order CRTC 86-516, Order and Guidelines for the Filing of Phase III Manuals by Bell Canada and British Columbia Telephone Company.  Subsequently, in Telecom Decision CRTC 88-7 (Decision 88-7) the Commission found the Company's Phase III Manual to be in compliance with Telecom Order CRTC 86-516, subject to certain follow�up items.  For instance, at page 12 in regard to the assignment of telephone plant investment, the Commission stated that:



"…while the procedures to assign telephone plant investment are acceptable for the production of Phase III results, the Commission intends, as part of the Phase III Manual Review process discussed in Part IV of this Decision, to evaluate further various aspects of these procedures."



� AUTONUM �	The procedures for updating the Phase III Manuals originated with the Commission's statement in Telecom CRTC Public Notice 1986-54 (Public Notice 1986�54), at page 3, that:



"…it would be desirable to have in place a procedure to deal with future updates to the Phase III Manuals." 



� AUTONUM �	The Commission then went on to invite comments on its proposals for updating these manuals and in Decision 88-7, at page 51, the Commission found that:



"Subject to the modifications noted above, the Commission approves the annual procedure specified in Public Notice 1986-54 for updating the Phase III Manuals and directs Bell and B.C. Tel to implement the process with the submission of an update report on 30 April 1989."



� AUTONUM �	The Manual update procedures have undergone a number of procedural modifications since  Decision 88-7 culminating in Telecom Decision CRTC 97�9 which stated at paragraph 219, that:



"In light of the number of changes required to ensure that the Phase III costing system and SRB results reflect the operations of the telephone companies in providing services/products to its customers, the Commission considers it appropriate that the telephone companies file Phase III/SRB updates periodically rather than updates in aggregate at the end of the price cap period.  Therefore, the Commission directs the telephone companies to file their Phase III/SRB Manual updates with the Commission either annually on 31 March, or twice a year on 31 March and 31 October, according to each company's preference."



and at paragraph 220:



"Effective 30 June 1997, the telephone companies are required to file copies of their Phase III/SRB Manual updates with the Commission only, with copies to the public examination rooms.  The Phase III/SRB Manual updates will be subject to a public process on a case-by-case basis, as determined by the Commission."



� AUTONUM �	In the 10 years since Decision 88-7, Bell Canada has filed numerous proposed updates to its Phase III/SRB Manual.  During this period almost every aspect and section of the original manual has been subject to some form of amendment, with some sections being amended more than once.  Very little of the original Phase III Manual, which was prepared in accordance with a detailed Commission Order (86-516) that prescribed the methodologies to be adopted, now remains.  The Commission's Manual update procedures originally proposed in Public Notice 1986-54 and approved in Decision 88-7, have themselves been amended from time to time.  These update procedures have allowed the Company to propose, for Commission consideration, amendments to methodologies previously approved by the Commission in prior orders and decisions.  These procedures have been put in place to specifically review proposed changes to the Company's Manual.  To further subject the Company's 30 October 1998 proposed SRB Manual changes to a separate process would be unnecessary. 



In Decision 95-21, at page 40, the Commission state as follows:



"The Commission notes that the regular 15 January 1996 Phase III Update filing is issued to a limited number of registered parties.  The companies are therefore directed to file the following information as a separate submission, serving copies on parties to this proceeding, by 15 January 1996:



(1) (a) a detailed description of any contemplated changes to Phase III costing studies to reflect the capture and assignment of all new broadband expenditures and expenses, (b) a proposed supplementary schedule to be included with actual and forecast Phase III results, and (c) updated Phase III Manuals with respect to broadband (FOTS) facilities; and



(2)  a detailed description of the proposed methodology for tracking and reporting investments, expenses and transfer price payments related to the provision and use of Beacon or other new broadband access facilities, including a description of the separate Beacon or other broadband tracking accounts or field codes for investments and expenses."



� AUTONUM �	The Commission's directive to the Company in Decision 95-21 was to file certain proposed updates to its Phase III Manual.  The Company filed its proposals on 15 January 1996.  In Order 97�144, the Commission approved certain of the Company's proposed broadband submissions and directed the Company to file further update submissions by 2 June 1997.  In particular, this order stated that:



"1.  Subject to items (a) to (k) below, the telephone companies' proposed broadband – related Phase III Update submissions filed in January 1996 are approved:



(a) the telephone companies' proposed procedures for the assignment of fibre cable placement and support structure costs and the FOTS terminal equipment and plug-in unit costs are approved for use in the production of 1995 and 1996 Phase III/SRB results; 



(b) the telephone companies, except NBTel, are directed to file a revised methodology for the assignment of fibre cable placement and support structure costs in the same manner as the Phase III treatment of fibre cable material costs, in their respective 1997 Phase III Update submissions, as noted in item 4 below;



(c) the telephone companies, except NBTel, are directed to file a revised methodology for the assignment of the costs associated with FOTS terminal equipment, in the respective 1997 Phase III Update submissions, as noted in item 4 below;



(d) in instances where fibre is used jointly to provide Utility and Competitive segment services, the telephone companies are directed to assign all the investment and costs incurred in 1997 for the placement of that fibre and underlying support structures to the Competitive segment and to file tariffs for transfer prices, by 1 April 1997.



…

4. The telephone companies, except NBTel, are directed to file, in their respective 1997 Phase III Update submissions, the revised study methodologies as set out in paragraph 1, by 2 June 1997;"



� AUTONUM �	Order 97-144 reviews the procedures filed by the Company in response to Decision 95-21 and disposes of those related to the production of 1995 and 1996 Phase III/SRB results.  As directed, Bell Canada filed update submissions for the preparation of 1997 SRB results on 2 June 1997.  The Company's filing of 30 October 1998 did not propose that any of the procedures directed by the Commission, for the production of 1997 results, be amended.  It dealt only with procedures for 1998 results, i.e., after the implementation of price cap regulation.



� AUTONUM �	Decision 95-21, which contains the original directions to the Company to file certain methodologies for the assignment of broadband related assets and costs, also stated that:



" Once price caps are implemented, the reporting requirements set out above may no longer be necessary." (page 41)



� AUTONUM �	It is the Company's view, for the reasons set out in its update proposal dated 30 October 1998, that the broadband reporting requirements set out in Decision 95-21 are indeed no longer necessary following the implementation of price cap regulation on 1 January 1998.  Accordingly, the Company proposed that they be eliminated effective 1 January 1998.  



� AUTONUM �	The Company submits that it has complied with the Commission's directives in Decision 95-21 and Order 97-144, which were to file using Commission approved Manual update procedures, certain update proposals for its Phase III/SRB Manual.  As clearly contemplated by Decision 95-21, the Company has proposed through the Manual update procedures, that these special broadband reporting procedures now be changed in light of recent developments.  In these circumstances, the Company submits that its 30 October 1998 update submission is not a request to review and vary either Decision 95�21 or Order 97-144.



� AUTONUM �	Moreover, under the guidelines issued by the Commission in Telecom Public Notice CRTC 98-6 (Public Notice 98-6), it is clear that the Company's proposed treatment of broadband investment should not be considered a review and vary application.  The Commission stated in Public Notice 98-6 that, when an application raises substantial doubt as to the correctness of the original decision at the time it was made, the application will generally be considered a review and vary application.  That is not the case here.  The Company does not question the correctness of the decision at the time it was  made and has prepared its 1995 and 1996 Phase III/SRB results in accordance with that decision.



� AUTONUM �	The Commission went on in Public Notice 98-6 to state that, "…where the original decision was correct as the time it was made but new facts or circumstances have arisen that render the original decision inappropriate or obsolete in light of them, the application will be treated as a new application."  That description more aptly fits the situation at hand.  The substantial change in the Beacon initiative coupled with the implementation of price cap regulation since Decision 95-21 are new circumstances which, in the Company's view, render the findings in Decision 95-21 no longer appropriate.  These developments were described more fully in Attachment M3, pages 6 to 8, of the Company's 30 October 1998 submission (see attached).



� AUTONUM �	As a result, even under the guidelines set out in Public Notice 98-6, the Company's proposal cannot be characterized as a review and vary application but rather should be considered a new application.  Since there is already an established and approved process requiring the filing and Commission approval of changes to the Phase III/SRB Manual, the Company's filing can properly be regarded as a new application made under the established Phase III Manual update process.



� AUTONUM �	In conclusion, the Company submits that the most appropriate means of examining the Company’s Manual update proposals submitted on 30 October 1998 is to utilize the existing Phase III/SRB process.  The Company notes that this is the traditional means used to examine proposed manual changes and that the process provides for as full and complete examination as is deemed necessary by the Commission.





Yours truly,











Bernard A. Courtois

Chief Regulatory Officer





Attachment



c.c.:	Interested Parties

�



UPDATES TO THE 1998 SRB MANUAL - INVESTMENT- PROPOSED BY BELL CANADA





SECTION	PROPOSED UPDATE & RATIONALE



3 �

Beacon Accounting



In Decision 95-21, the Commission directed certain additional reporting requirements for the Split Rate Base reports and for the Annual Construction Program review  regarding the Company’s then recently announced Beacon initiative. The Commission stated that it: 



“…considered such monitoring necessary in order to ensure that the Utility segment rate base is not inflated prior to moving  to price caps and to control the impact of investment on basic local rates during the transition period” (page 30).



 The Commission also stated that :



“Once price caps are implemented, the reporting requirements set out above may no longer be necessary” (page 41). 





The Commission’s directives in Decision 95-21, followed the Company’s announcement of its $5 billion Beacon initiative. The Commission was concerned that these substantial prospective expenditures could unreasonably boost the investment assigned to the Utility segment and cause  an unwarranted increase in the Utility segment’s revenue requirement during the interim period (1995-97) prior to price caps. As part of the Company’s response to Decision 95-21, Bell Canada established innumerable new field, function and account  codes to track Beacon and broadband related expenditures. With regard to new investment in fiber, the Company was directed to assign all such investment to the Competitive segment  that was not exclusively used for Utility services and to establish a series of transfer prices  for usage by the Utility segment of investment assigned to the Competitive segment.
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SECTION	PROPOSED UPDATE & RATIONALE	

			

3�Beacon Accounting (con’t)



The Beacon initiative was never implemented. In particular the $5 billion was never spent or indeed ever included in the Company’s  budgets. Construction expenditures in the interim period before price caps (1995 to 1997) were severely constrained. With the exception of the trials in London and Repentigny, the only 

broadband expenditures in this period are those that would most likely have been made in the normal course of business, absent the Beacon announcement. For instance, during the interim period ( January 1st, 1995 to December 31st, 1997) the Company’s investment at cost in account 242.5 (Fiber Optics) increased by an average of $50M per year. Investment in account 221.5-500 (Transmission -Other Hardwired Fiber Optics) increased by an average of $50M per year. Investment in the newly establish Beacon and broadband asset accounts amounted to only $90M at December 31,1997 and about $50M of this (related to the trials) was written off for financial statement purposes at June 30th 1998. It is clear from these numbers that there has not been any acceleration of investment in broadband facilities over and above that which might have occurred absent the Beacon announcement.





In Decision 97-144 dated January 31, 1997 the Commission stated:



“WHEREAS, with respect to reporting requirements in Decision 95-21, the Commission directed that , at least during the transition period prior to price cap regulation, the telephone companies should identify and track for each of the Utility and Competitive segments: (1) all capital investment and expenses associated with new broadband initiatives, i.e., those incurred after 31 December 1994 and (2) capital expenditures associated the ongoing deployment of Fibre Optic Transmission Systems (FOTS) facilities in the access network and the metropolitan inter-office portion of the trunk network” (Emphasis added)





����������UPDATES TO THE 1998 SRB MANUAL - INVESTMENT- PROPOSED BY BELL CANADA





SECTION	PROPOSED UPDATE & RATIONALE					      

								



3�Beacon Accounting (con’t)



The Company notes that in Decision 97-9 dated May 1, 1997, at paragraph 224,  the Commission stated that, subject to the procedures set out in Decision 97-144, the Commission will not require the companies to file specific broadband costing information effective January 1, 1998. Also in Decision 97-9, at paragraph 227, the Commission reaffirmed its view  that the incentive to over-invest under price cap regulation is reduced and  relieved the telephone companies, effective January 1st 1998, of the requirement to file annual construction program submissions, including those related to the Beacon initiative. 



It is the Company’s view that  with the commencement of price caps on January 1st, 1998, the remaining broadband accounting and reporting requirement are no longer required. Accordingly, these Manual updates contain proposals for the 1998 study year that would assign all of the fiber investment and support structures (including those placed in service between 1995 and 1997) to the SRB segments based on the services that they causally support. Acceptance of these proposals would negate the need for transfer pricing and for gross book transfers. These proposed changes will have minimal impact on future Utility SRB results. They will however eliminate a degree of complexity in study procedures that is no longer warranted now that price cap regulation is in place.�������������������������������������������������
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