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SECTION	PROPOSED UPDATE & RATIONALE					      


								





1.2�
Phase III Categories 





Transfer the information in this section to  section 1.1 Major Phase III Definitions


Rename this section ‘Split Rate Base Segment Definitions’.





Insert the following:





The Split Rate Base results are comprises of two segments as follows:





Utility Segment 





The Utility Segment would be defined as consisting of:





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.


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)


Any income from and investments in subsidiary and affiliated companies specifically deemed by the Commission to be integral


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)  


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


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


A portion of the Common costs as described below�
�
�
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1.2�
Phase III Categories (Cont’d)





Other Segment





The Competitive Segment would be renamed as the ‘Other Segment’  





The Other Segment would be defined as consisting of:





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 


All income from, and investments, in subsidiary and affiliated companies unless specifically deemed by the Commission to be integral


All revenues derived from the services and tariffs assigned to this segment


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.


All costs causally related to the above noted services and assets (including carrier access tariff costs that are transferred to as a revenue to the Utility Segment)


A portion of the Common costs as described below 
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1.2.�
Phase III Categories (Cont’d)





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 in proportion to total operating expenses (including OTS) assigned to each of  these segments .














Rationale





The current definition of the Split Rate Base segments is based on the assignment of the Phase III categories to the segments. Accordingly, for new services it is first necessary to consider what their Phase III assignment would have been before an assignment to an SRB segment.  Phase III categories are no longer in use and are now an out of date concept. In addition, as almost all services are now subject to some degree of competition, having one segment called Competitive is an unnecessary confusion.  The Split Rate Base definitions proposed above should not result in any change in assignment of either revenues, costs or investment between the segments. They should however provide a good basis for the assignment of services and results during the initial price cap period.
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1.3











1.4�
Split Rate Base (SRB)





Transfer the information in this section to section 1.1 Major Phase III Decisions and cancel this section





General Approach





Transfer the information in this section to section 1.1 Major Phase III Decisions and cancel this section�
�
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2.1�
Remove the reference to procedures for Access Tandem as this is no longer a requirement per Decision CRTC 97-6.�
�
�
�
�
�
�
�
�
�
�
�
�
�
�
Account 572.1-130 Carrier connection - Co-location (Rent)


Assign directly to Utility to follow classification of other Co-location accounts.�
�
�
�
�
�
�
�
�
�
�
�
�
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Account 578.1-230 Pre-Paid cash cards - Promotions & Discounts


Assign to the SRB Segments based on the used value of the card; accounts 500.5-206 (Local calls),


510.1-125 (Toll calls) and 510.1-123 (LDDA calls).�
�
�
�
�
�
�
�
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Account 590.9-900  Transfer to Expense


Effective 1998-01-01 Uncollectible Revenues are being reported as an Expense instead of as a Revenue reduction. Account 590.9-900 has been established to transfer Uncollectible Revenues to Expense code 41HX ( 6X3.2-900 Sales Management, Billing & Collection - Uncollectible Revenues).


Total Uncollectibles will be credited to account 590.9-900 and debited to 41HX.


All existing detail accounts in the 590 series are retained and Uncollectible Revenues will continue to be recorded in the applicable detail account of the 590 series. It is therefore proposed to assign the 590.9-900 account and 41HX Expense to the SRB Segments using a composite ratio developed from the current approved methodology for the assignment of Uncollectibles in the 590 accounts.�
�
�
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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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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)
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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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3.2














3.3�
Account 221.5  Hardwired FOTS 





Assign field code 657C using the methodology described on page 3 of 4 of Section 3.2 of the Company’s Manual 





Assign the following field codes using a composite ratio of the associated field codes





Field code to be assigned                       Associated Field codes





1C Poles                                                 2C, 12TC, 22C, 702C, 42C, 52C


4C Conduit                                              5C, 15TC, 25C, 705C, 45C, 505C


94C Manholes                                         5C, 15TC, 25C, 705C, 45C, 505C


71C Poles                                               2C, 12TC, 22C, 702C, 42C, 52C


54C Conduit                                            5C, 15TC, 25C, 705C, 45C, 505C


74C Manholes                                         5C, 15TC, 25C, 705C, 45C, 505C





Account 242.5 Fibre Optics





Field Code to be assigned                      Basis of assignment





42C Aerial cable - Fibre                          657C


45C Underground cable - Fibre               657C


455C Submarine cable - Fibre                657C


465C Buried Cable - Fibre                        657C


432C Building Cable Fibre                     100% to Utility
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