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November 16, 2001

Ms. Shirley Soehn

Executive Director

Telecommunications 

Canadian Radio-television and

   Telecommunications Commission

Ottawa, Ontario

K1A 0N2

Dear Ms. Soehn:

RE:
Follow-up to Decision CRTC 2001-583, O.N.Telcom – Implementation of toll competition and related matters

In Decision CRTC 2001-583,  O.N.Telcom – Implementation of toll competition and related matters  (Decision 2001-583”), the CRTC directed Northern Telephone Limited (“Northern”) to amend its proposed Split Rate Base manual based on certain determinations that were made in Decision 2001-583.

At paragraph 97 of Decision 2001-583 it stated the following:

The commission agrees that in order to ensure no cross-subsidization between the Utility and Competitive segments, ILECS entering the market should be required to have an approved SRB framework in place

Further, at paragraph 107 of Decision 2001-583 the Commission went on to state:

Further, should Northern enter the toll market in O.N.Telcom’s toll territory, the Commission directs that Northern’s proposed SRB manual be amended to include the assignment to the Competitive segment of costs and revenues owned, or leased, or purchased host-remote facilities used for toll traffic.

Northern filed its proposed Split Rate Base in response to Interrogatory The Companies(CRTC)30Nov00-700 on January 29, 2001.   The Company hereby files the amended pages for the Commission’s approval. 

Northern respectfully requests approval by December 15, 2001.  In the event that the Commission is unable to grant final approval by the requested date, Northern requests that interim approval be granted.

If you require additional information, please contact me at any time.

Yours truly,

Original signed by

Molly Slywchuk

Manager Regulatory Affairs

cc:
CRTC Public Examination Room
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2. OPERATING REVENUE










2.0 INTRODUCTION

This section details the methodology that the Company uses to assign operating revenues to the SRB segments.  The assignment of operating revenues is based on the assignment of tariff items to the SRB segments as described in Section 2.5 below.

2.1 Process Description

Operating Revenues are recorded in accounts 5001 to 5720 inclusive and reflect revenues from the furnishing of Telecommunications Services and from operations such as rentals and other sales and services.  Main revenue accounts are aligned with the Broad Service Categories as defined in the OTA Phase III Costing Manual.

Operating Revenues are assigned to the segments based on revenue account.  In addition there are further procedures relating to:

Other Operating Revenues
Uncollectibles

The Company uses universal service order codes (USOC) and special assembly codes (SAC) in its billing system to link individual items of service or equipment that are billed based on a recurring monthly rate, with the tariff rate for that item of service or equipment.  Each USOC/SAC relates to a tariff item and has been assigned to a segment based on the assignment of that tariff item.

2.2 UTILITY SEGMENT
Revenues recorded in the following accounts are assigned to the Utility segment.


Monopoly Local (ML)

Accounts:  5001-01 to 20, 5001-23, 5001-30 to 34, 5001-55, 5001-62, 5001-63, 5060,

                  5010, 5030, portions of 5001-60 and 61

These accounts include revenues originating from the provision, operation and maintenance of the local switching equipment and interoffice transmission facilities required to establish and maintain communication services within the local calling area that generally are not provided by another supplier.

Access (A)

Accounts:  5001-45 to 54, 5001-58, 5040

These accounts include revenues originating from :

a) Subscriber premises equipment and connections provided on a monopoly basis (see OTSC Order 4276 - interconnection of customer provided terminal equipment).

b) The provision of an interconnecting facility between a customer’s premise and the nearest serving Central Office, including the termination and protection of such interconnecting facility of both the customer’s premise and the serving Central Office.
c) The provision of access to the Public Switched Telephone Network through non- traffic sensitive central office switching equipment.
Toll (Direct) (DT)

Accounts:  5101

Revenue originating from the provision, operation and maintenance of the switching equipment and transmission facilities that are necessary to establish and maintain switched message toll services between the local exchange carrier’s switches and the point of connection with a toll carrier.  This includes such charges as Direct Connect and Equal Access Charges.

2.3 COMPETITIVE SEGMENT
Revenues recorded in these accounts are assigned to the Competitive segment.

Network (N)

Accounts:  5120, 5411, 5412

Revenues originating from:

a) The provision, operation and maintenance of those facilities required to establish and maintain communication services, other than switched message toll services (i.e., switched by the Local exchange carrier), with the exception of those facilities included in the Access category.

b) The provision of facilities required to establish and maintain communication services that are, or can be provided by another supplier (eg. ATM, private line and packet data).

Toll – Competitive (TC) – New BSC

Revenues originating from the provision of switching and transmission services required to establish and maintain communications between local calling areas that can be provided by another supplier. 



Competitive Terminal (CT)

Accounts:  5410, 5600, 5700, 5001-21, 5001-22, 5001-24 to 27, 5001-35 to 39, 5001-56, 5001-66 to 78, portions of 5001-60 and 61

Revenue originating from:


a) Key telephone systems, PBX systems and all telephone sets behind key and PBX systems.

b) Data Terminal Equipment at customers’ premises not integral to the operation of the channel provided by the company.
c) Multiline and Data Terminal inside wiring located on the customer side of the Network Interface Point.
d) Internet Services including dial-up and ADSL.
e) The provision and maintenance of single line telephone sets.
2.4 FURTHER PROCEDURES

Other (O)

Accounts:  5240, 5260, 5230, 5003

Revenue originating from activity and services which in general, do not relate directly to the provision of Telecommunications Services and are not included in the other Main broad service categories.

	Other Revenues
	Other Revenues are assigned to Utility and Competitive segments based on the following:


a) Utility      Description                 
5240         Joint Use                       
5230
Directory
5260
Misc Charges


b) 5003 (MESC) revenues will be distributed based on a service order activity study.

 

	Uncollectibles
	Uncollectibles are assigned to the Utility and Competitive segments in direct proportion to the Total Billed Revenues assigned to each of these segments.



Total Operating Revenues

Operating revenues by segment is determined by summing the revenues by segment as determined above.


2.5 REVENUE CLASSIFICATION FOR TARIFFED SERVICES



	TARIFF
	SECTION
	ITEM NO.
	DESCRIPTION
	UTILITY(U)/

COMPETITIVE (C)
	

	25510
	N85
	1

2

4

5

6

8

9
	Returned Cheque Charge

Late Payment Charge

Provisioning Line Charge

Sale of Northern Telephone Limited Tariffs Subscription Charges

Directory Files

Basic Listing Interexchange File
	U

U

U

U

U

U

U
	

	
	N95
	
	Rebill and Resale Tariff
	U
	

	
	N100
	5

6

7
	Primary Exchange (Local) Service

Telephone Number Services

Calling Number Blocking


	U

U

U
	

	
	N110
	3a

3b

3c

3d
	MESC – Administration Charge

MESC – Line Connection

MESC – Premise Visit

MESC – Premise Work


	U/C

U/C

U/C

U/C
	

	
	N120
	
	Co-Location Arrangement
	U
	

	
	N140

N140 (con’t)
	4

6

8

9
	Extra Directory Listings

Initial Service Period for Chargeable Extra

   Listings

Charge for Information Service (Directory

   Assistance)

Long Distance Directory Assistance
	U

U


U


U
	

	
	N150
	
	Public Telephone Service


	U
	

	
	N160
	
	Semi-Public Telephone Service


	U
	

	
	N190
	2

6
	Private Branch Exchange Service

Direct Inward Dialing


	U

U
	

	
	N200
	
	PIC/CARE
	U
	

	
	N210
	2

5

6

7

8
	Centrex Services  

Large Organization Centrex Service

Centrex Integrated Voice Messaging 

   Service (IVMS)

Multi-Exchange Centrex Service

Centrex Value Package
	U

U

C

U

U


	

	
	N230
	
	Cellular Access Service


	U
	

	
	N260
	3
	Local Channels


	U


	

	
	N270
	
	Joint Use of Service


	U
	

	
	N310
	
	Foreign Exchange Service


	U
	

	
	N320
	3
	Suspension of  Service – Business Primary 

    Service


	U
	

	
	N330
	
	Suspension of Service – 

    Residential Primary Service


	U
	

	
	N390
	
	Emergency – Reporting & Alerting System 


	U
	

	
	N400
	
	Exchange Radio-Telephone Service
	U
	

	
	N490
	2

3

4

5

6

7

8

9

10

11

12

13
	Stop Hunt Feature

Random Make Busy Feature

Revertive Ringing Feature

Touch‑Tone

Special Channel for Radio/Television 

   Call‑In Programs

Telephone Station Equipment for Two 

    and Four Party Line Service Only

Custom Calling Features 
Toll Restriction Service

Call Management Service

Smart Package

Call Blocking Service

Integrated Voice Messaging Service


	U

U

U

U

U

U

U

U

U

U

U

C
	

	
	N620
	2

8

9

10


	Special Reversed – Charge (ZENITH) 

    Service (ONTel)

FaxCom Service (ONTel) 
Teleplus Subscription Service (ONTel)

Teleplus Overseas (ONTel)


	U

U

U

U
	

	
	N630
	
	Carrier Access Tariff

Equal Access

Direct Connect

Host Remote Links


	U

U

U

C
	

	
	N670
	2


	Advantage 800 Entry (ONTel) 

	U
	

	
	N690
	3
	Inter‑Exchange Channels and Associated 

   Local Channels


	U
	

	
	N810
	2
	Intercommunicating Channels with 

   Automatic or Manual Signalling


	U
	

	
	N840
	1

2
	Wide Area Radio Paging

Access from the Company's Switching

    Equipment to Licensed Radio Common 

    Carriers' Radio Paging Terminal


	C

U
	

	
	N850
	4

9
	Diagnostic Maintenance Charge

Inspection and Modification Charge


	U/C

U/C
	

	
	N890
	2

3

4

5

6

7
	Channels for Signal Transmission

Channels for Remote Operations of a 

    Private Mobile Transmitter

Channels for Wired‑Music Transmission

Channels for Voice without Signalling or

    Conditioning

Channels for Program Transmission

Channels for Television Transmission


	U

U

U

U

U

U
	

	
	N900
	1

2

3

4

5

6

7

9

10

11

12

13

14
	Digital Network Services

DS-1 Digital Service

Switch 56 Data Service 
DS-1 Digital Service Customer Provided 

    Equipment (CPE) Access

Digital Exchange Access

Asymmetric Digital  Subscriber Line

    (ADSL) Access Service

Digital Network Access Services Service 

NTL Private Plan Services

NTL Private Plan Inter-Office Digital 

    Channels

NTL Private Plan Service Extension 

    Features

NTL Private Plan Service Extension Access

    Service

Customer Volume Pricing Plan (CVPP)

Asynchronous Transfer Mode (ATM) 

    Service
	C

C

U

C

U

C

U

C

C

C

C

C

C
	

	
	N910
	2

3


	Channels for Data Transmission

Internet Service Provider (ISP) Link Service


	U

U
	

	
	N1000


	2
	Special Assemblies Catalogue


	U/C
	



INVESTMENT SUMMARY 


3.0 Introduction

The purpose of this section of the manual is to:

a) define Average Plant in Service Investment (APIS).

b) describe the assignment of APIS investment by Split Rate Base (SRB) segments,

c) provide a table of investment accounts and account codes from which summaries of SRB investment assignments can be developed for subsequent processes (see 3.1.3).

3.1  GENERAL

3.1.1  Definition of APIS
Average Plant in Service (APIS) investment is the average of the end of year investment by account code for the:

· Study Year

· Previous Year


3.1.2  Assignment of APIS investment by SRB Segment
APIS investment for each account code is assigned to the Split Rate Base segments,  by multiplying each account code’s APIS investment by the SRB ratios developed for that account code.

In many cases, summaries of APIS investment by SRB segments for groups of account codes are required to develop ratios for other studies.

Section 3.1.3 lists all investment accounts and account codes with Main and Sub-Titles.  Subsequent processes refer to Section 3.1.4 and to these titles to establish a composite SRB investment assignment for a select group of account codes.

3.1.3                                INVESTMENT FIELD CODES & CROSS REFERENCE

	SECTION


	INVESTMENT ACCOUNT
	ACCOUNT CODE
	DESCRIPTION
	

	
	
	
	
	

	3.2
	SWITCHING      
	

	
	
	
	
	

	
	Digital Switching Systems
	

	
	2220
	02C, 03C,

05C
	Digital Multiplex System – Local DMS-100
	

	
	
	17C
	Digital Multiplex System – Local DMS-10
	

	
	
	
	
	

	
	Analog Switches
	

	
	2220
	12C
	Analog Switches – Electronic – SA1
	

	
	
	
	
	

	
	Basic/Application Software
	

	
	2220
	07C
	Basic S/W – Switching – Local – DMS-100
	

	
	
	06C
	Application S/W – Switching – Local – DMS-100
	

	
	
	47C
	Basic S/W – Switching – Local – DMS-10
	

	
	
	37C
	Application S/W – Switching – Local – DMS-10
	

	
	
	
	
	

	3.3
	TRANSMISSION
	

	
	
	
	
	

	
	2210
	11C
	Hardwired – Fibre Optics – Local
	

	
	
	22C
	Hardwired – Carrier/Concentrator Systems
	

	
	
	23C
	Hardwired – Other
	

	
	
	55C
	Hardwired – ATM – IX
	

	
	
	77C
	Hardwired – Fibre Optics – IX
	

	
	
	78C
	Hardwired – Edge Channel Banks
	

	
	
	31C
	COE – Transmission Radio 
	

	
	
	30C
	COE – Radio Relay
	

	
	
	
	
	

	3.4
	OUTSIDE PLANT
	

	
	
	
	
	

	
	Pole Lines
	

	
	2410
	60C
	Pole Lines
	

	
	
	
	
	

	
	Cable
	

	
	2420
	64C
	Aerial Cable – Exchange
	

	
	
	67C
	Aerial Cable – Building
	

	
	
	70C
	Underground Cable – Exchange
	

	
	
	80C
	Buried Cable – Exchange
	

	
	2430
	87C
	Aerial Wire – Exchange
	

	
	2420
	97C
	Fibre Optics Aerial
	

	
	
	99C
	Underground
	

	
	
	98C
	Buried 
	

	
	
	
	
	

	
	Underground Conduit & Manholes
	

	
	2440
	88C
	Conduit
	

	
	
	
	
	

	3.5
	STATION
	

	
	
	
	
	

	
	STATION APPARATUS
	

	
	
	
	
	

	
	Telephone and Miscellaneous – Single Line and Non-Exclusive
	

	
	2310-10
	25C
	Centrex Terminals
	

	
	
	25C
	Single Line and Non-Exclusive Multi-line
	

	
	
	
	
	

	
	Radiotelephone
	

	
	2310-30
	35C
	Radiotelephone Sets
	

	
	
	
	
	

	
	Coin & Booths
	

	
	2310-10
	25C
	Coin & Booths
	

	
	
	
	
	

	
	Internet
	

	
	2310-40
	84C
	Internet Equipment
	

	
	
	
	
	

	
	Data
	

	
	2310-20
	68C
	Competitive Network
	

	
	
	
	Gateways
	

	
	
	
	Multimedia
	

	
	
	
	
	

	
	STATION CONNECTIONS
	

	
	
	
	
	

	
	Station Connections – Outside Service Wire
	

	
	2321
	89C
	Residence/Business/Coin
	

	
	
	
	
	

	3.6
	OTHER INVESTMENT
	

	
	
	
	
	

	
	LAND & BUILDINGS
	

	
	
	
	
	

	
	Land
	

	
	2110
	01C
	Land
	

	
	
	
	
	

	
	Building
	

	
	2120
	90C, 91C, 92C, 94C
	Buildings
	

	
	
	93C
	Towers
	

	
	
	96C
	Leasehold Improvement
	

	
	
	
	
	

	
	POWER
	

	
	
	
	
	

	
	2210
	04C
	Power Equipment
	

	
	
	
	
	

	
	FURNITURE & OFFICE EQUIPMENT
	

	
	
	
	
	

	
	General
	

	
	2610
	49C
	Furniture
	

	
	
	
	
	

	
	General Purpose Computers – Other
	

	
	2610
	51C
	Gen. Purpose Computers 
	

	
	
	
	
	

	
	Station Apparatus – Telephones and Data (OTS)
	

	
	2310-10
	25F, 68F
	Station Apparatus – Telephone & Data (OTS)
	

	
	2610
	46C
	Computerized Off. Eqpt. PC’
	

	
	
	48C
	Large Private Branch exchanges (OTS)
	

	
	VEHICLES AND OTHER WORK EQUIPMENT
	

	
	
	
	
	

	
	2640
	40C
	Motor Vehicles – Cars
	

	
	
	41C
	Motor Vehicles – Small Trucks
	

	
	
	50C
	Tools & Work Eqpt.
	

	
	
	42C
	Motor Vehicles – Vans
	

	
	
	43C
	Motor Vehicles – Digger Trucks
	

	
	
	45C
	Motor Vehicles – Off Road Equipment
	

	
	
	44C
	Motor Vehicles - Trailers
	


3.1.4  The Asset Model

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 Sections are included to provide additional information


· Section 3.1.5 provides a Cross Reference of Network Building Blocks and Associated 
                        Account Codes


· Section 3.1.6 provides a Network Building Block Definitions

In this system, investment in each Account 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.



3.1.5      CROSS REFERENCE OF NETWORK BUILDING BLOCKS AND ASSOCIATED ACCOUNT CODES

	
	ACCOUNT CODE

	Network Building block
	2
	3
	4
	5
	6
	7
	11
	12
	17
	22
	30
	31
	37
	47
	55
	60
	64
	65
	67
	70
	76
	77
	78
	80
	81
	82
	86
	87
	88
	97
	98
	99

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Distribution Loop
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	X
	X
	X
	X
	X
	X
	
	
	X
	X
	X
	X
	X
	X
	X
	X
	X

	Feeder Loop
	
	
	X
	X
	
	
	
	
	X
	X
	X
	X
	
	
	
	X
	X
	X
	X
	X
	X
	
	
	X
	X
	X
	
	X
	X
	X
	X
	X

	DS-1 Loop
	
	
	
	
	
	
	
	
	
	X
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Line Access – Card
	
	
	X
	X
	
	
	
	
	X
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Peripheral – Analogue
	
	
	
	
	
	
	
	X
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Peripheral – Digital Line
	
	
	X
	X
	
	
	
	
	X
	X
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Peripheral – Digital Trunk
	
	X
	X
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Central Processing Unit (CPU)
	X
	X
	X
	X
	
	
	
	
	X
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Access to Basic Software
	
	
	
	
	X
	X
	
	
	
	
	
	
	X
	X
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Billing Date
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Access To CCS7
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Optional Software – centrex
	
	
	
	
	X
	
	
	
	
	
	
	
	
	X
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Optional Software – smart touch
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Access to IVMS (voice mail)
	
	
	
	X
	
	
	
	
	X
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Local and IX Transport – DSO
	
	
	X
	
	
	
	X
	
	
	X
	
	
	
	
	
	X
	X
	X
	
	
	
	X
	
	X
	X
	X
	
	
	X
	X
	X
	X

	ATM – Equipment
	
	
	
	
	
	
	X
	
	
	X
	
	
	
	
	X
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Channel Banks – Digital*
	
	
	
	
	
	
	
	
	
	X
	
	
	
	
	
	
	
	
	
	
	
	
	X
	
	
	
	
	
	
	
	
	


3.1.6  NETWORK BUILDING BLOCK DEFINITIONS
Distribution Loop (DISPL)
This building block is defined as the portion of network from the Serving Area Interface (SAI) or  Outside Plant Interface (OPI) and the terminal to service the customer location (i.e., individual homes or offices) (does not include drop wire):

· Cables and associated support equipment.
· Support Structures, such as poles and conduits.
Feeder Loop (FDRLP)
This building block is defined as the portion of network from the Central Office (i.e. the main distributing frame) to the Serving Area Interface (SAI) which provides (DS-0) service connections to specific geographical areas.  The facilities included in this building block are:

· Transmission equipment such as DMS-1U, SRS Radio, Carrier Systems, FOTS Mux and associated deferrable plug-ins. 

· Cables and associated support equipment.  

· Support structures, such as poles, conduits, walk in cabinets, etc.  


DS-1 Loop (DS1LP)

This building block is defined as the portion of the Network from the customer premise to the central office required to provide a DS-1 level of access.  This level of access can be provided on either copper or fibre facilities.

· Transmission equipment such as HDSL, LD1 and associated deferrable plug-ins.  

· Cables and associated support equipment.  

· Support structures such as conduit.  

Line Access – Card (LACRD)

This building block is defined as the individual line cards associated with the customer’s point of presence at the Local Switch in either the Central Office or the Remote Switching site.  These line cards are located in Line Concentrating Modules, Line Modules, and Remote Line Concentrating Modules of the Local Switching entity.

· DMS-10 & DMS-100 line cards.  

· Support equipment such as power.  

Peripheral Analogue (PRANL)
This building block is defined as the portion of the Local Switching network that is related to the Analogue types of switches (SXS, SA1).

· Switching equipment and associated equipment.  

Peripheral Digital Line (PRDGL)
This building block is defined as the physical components of the Local Digital Switching Network that support the individual line access cards.  This equipment includes Line Modules, Line Concentrating Modules, Remote Line Concentrating Modules, Outside Plant Modules, Digital Access Nodes, and Digital Remote Concentrators within the DMS-10, DMS-100 family.

· Switching equipment.  

· Support equipment such as power and distributing/protection frames.  

Peripheral Digital Trunk (PRDGT)

This building block is defined as the physical components of the Local Digital Switching Network that are associated with the trunk side of the Local Switch.  This equipment includes the  Digital Trunk Controller (DTC) and DMS-100.

· Switching equipment.  

· Support equipment such as power.  

Central Processing Unit (CPU) (C-P-U)
This building block is defined as the physical components of the Local Digital Switch associated with centralized processing controllers.  This equipment includes the DMS-100 ENET processor technologies, DMS-10 CE Bay Equipment, Network Modules, SLM.


· Switch equipment.  

· Support equipment such as power.  

Access to Basic Software (A-BSN)
This building block is defined as all of the Local Switching software related to the switching entities in the Network.

· Switch software.  

Access to CCS7 (ACCS7)
This building block is defined as the physical and software components of the Local Digital switches that are required for CCS7 compatibility.  This equipment includes equipment such as LPP, STP, L1U7.

· Switching equipment.  

Billing Data (BDATA)
This building block is defined as the physical components of the Local switch that provide the capability to record and distribute required billing data.  This equipment is the Distributed Processing Peripheral (DPP) and the support equipment required in conjunction with CCS7, Equal Access, LAMA.

· Switching equipment.  

Optional Software – Centrex (OSWCX)
This building block includes all the software required to provide Centrex services.

Optional Software – Smart Touch (OSWST)
This building block includes all the optimal software required to provide custom calling feature (CCF) and call management (CMS) services.

Local and IX Transport (DSO) (LDS-0)
This building block is defined as the DS-0 equivalent transmission facilities of the network between local Central Offices (Switches) or a Local Switch and a Toll Switch (Toll Connect facilities).  These facilities can carry both Utility and Competitive services.

· Transmission equipment and associated deferrable plug-ins.  

· Cables and associated support equipment.  

· Support Structures and equipment such as poles, conduits, power.  

ATM Equipment (ATMEQ)

This building block is defined as the Network hardware and software required to exclusively support Asynchronous Transfer Mode technology.

· Digital Switching equipment – hardware.  

Access To Voice Mail (VMS) (VMSGP)
This building block is defined as the portion of the switching Network (Voice Mail equipment) required to provide and support voice mail services.

· Switching Equipment.  

· Special Software.  

Channel Banks Digital (CBDGL)
This building block is defined as the portion of the Network utilized for the digital channelized transmission facilities.

· Transmission equipment and associated deferrable plug-ins (DE3, DE4, NB3600).  

                R
3.2 SWITCHING STUDY












Account Codes
02C, 03C, 05C, 06C, 07C, 12C, 17C, 37C, 47C

Procedures
This section of the Split Rate Base Manual covers the procedures to assign Central Office Switching Investment to the SRB segments.


The SRB investments developed from these procedures are input to Section 3, Investment Summary.

	Account

Code
	Account

Description
	SRB

Assignment

Methodology



	12C
	Analog Switches-

Includes investment in Analog Switching systems that make up a Crossbar Dial system, located in a Central Office or Remote Location.


	Assign investment in these account codes 100% to the Utility segment.

	02C

03C

05C

17C

06C

07C

37C

47C
	Digital Switch – Local

Includes the investment of all items comprising a DMS-10, DMS-100 switching system, including items such as:

· the cabling group frame

· peripheral equipment

· line module equipment

· network module controller

· central control unit

· central processing unit

· AMA Recorder equipment

· Alarm equipment

· Remote Switching Centres, i.e., RSC, & STP/SCP Nodes

Local  Switching Basic Application Software.

Includes the cost of all Basic Application Software associated with Local Switching equipment whether located in a Central Office or at a Remote location.


	Investment in these account codes is assigned to the Utility and Competitive segments using Company records as follows:


1. Investment in each account code is assigned to network building blocks based on an analysis of investment databases.


2. After investment has been assigned to the network building blocks, it is then assigned to the SRB segment based on its physical location and functionality in the network.


3. For those network building blocks that support both the Utility and Competitive segments, SRB assignment would be determined by an analysis of the usage of these network building blocks.


4. Once investment has been assigned to Utility and Competitive segments, SRB ratios are calculated for each account code, and applied to the Average Plant in Service investment to determine the SRB assignment.




3.3




TRANSMISSION STUDY

Account Codes
11C, 22C, 23C, 30C, 31C, 55C, 77C, 78C

Procedures

This section of the Split Rate Base Manual covers the procedures to assign Transmission Investment to the SRB segments.


The SRB investments developed from these procedures are input to Section 3, Investment Summary.

	Account

Code
	Account

Description
	SRB

Assignment

Methodology



	22C

31C

30C

11C

77C

55C

78C

23C
	Local Exchange Carrier and Concentrator Systems

Transmission Radio

Radio Relay

Hardwired – FOTS – Local

Hardwired – FOTS – IX

Hardwired – ATM – IX

Hardwired Edge Channel Banks

Hardwired – Other
	Investment in these account codes are assigned to the Utility and Competitive segments using Company records as follows:

1. Investment in each account code is assigned to network building blocks based on an analysis of investment databases.


2. After investment has been assigned to the network building blocks, it is then assigned to the SRB segment based on its physical location and functionality in the network.


3. For those network building blocks that support both the Utility and Competitive segments, SRB assignment would be determined by an analysis of the usage of these network building blocks.


4. Once investment has been assigned to Utility and Competitive segments, SRB ratios are calculated for each account code, and applied to the Average Plant in Service investment to determine the SRB assignment.


 

3.4

  OUTSIDE PLANT COPPER, FIBRE, AND STRUCTURES

INVESTMENT STUDY

Account Codes
60C, 64C, 67C, 97C, 70C, 99C, 80C, 98C, 87C, 88C

Procedures

This section of the Split Rate Base Manual covers the procedures used to assign Outside Plant – Copper, Fibre and Structure investment to the SRB segments.

The Utility and Competitive segment investment developed from these procedures is input to      R Section 3 - Investment Summary.

	Account

Code
	Account

Description
	SRB

Assignment

Methodology



	60C
	Poles
	Pole investment is assigned to SRB segments in direct proportion to the SRB assignment of the following Aerial Copper and Fibre Cable account codes:

64C, 67C, 87C, 97C 

	88C
	Conduit
	Conduit investment is assigned to SRB segments in direct proportion to the SRB assignment of the following Underground Cable and Fibre account codes:

70C, 99C

	
	Copper Cables
	

	64C

67C

70C

80C

87C
	Aerial Cable

Building Cable

Underground Cable

Buried Cable

Aerial Wire
	Assign investments in these account codes 100% to the Utility segment.

	
	Fibre Cables
	

	97C

99C

98C
	Aerial Cable – Fibre

Underground Cable – Fibre

Buried Cable – Fibre


	Fibre Cable investment is assigned to SRB segments in direct proportion to the SRB assignment of FOTS transmission code 77C and 11C


 

3.5




STATION STUDY

Account Codes
25C, 25F, 35C, 68C, 68F, 89C

Procedures

This section of the Split Rate Base Manual covers the procedures to assign Station Investment to the SRB segments.


The SRB investments developed from these procedures are input to Section 3, Investment   Summary.

	Account

Code
	Account

Description
	SRB

Assignment

Methodology



	89C
	Station Connections – Outside Service Wire


	Assign investment in these account codes 100% to the Utility segment. 

	25C

25F

68C

68F

35C
	Station Apparatus – Single Line & Non-Exclusive Multiline, Coin, Booths, Centrex sets

Station Apparatus - Data 

Station Apparatus – Radio Telephone
	Investment in these account codes is assigned to SRB segments on the basis of a study developed for each field code.

In each case, Company records are used to determine the quantities of each type of terminal equipment associated with Utility and Competitive segment services.  Multiplying the quantity of each type of equipment associated with Utility and Competitive by the equipment type’s Average Original Cost Price provides the relative amount of investment in each SRB segment.  SRB ratios are calculated for each account code.

These ratios are used to assign each account code’s APIS investment to SRB segments.

	84C
	Internet Equipment
	Assigned 100% directly to the Competitive Segment.


3.6




OTHER INVESTMENT

Introduction

The categories of investment which are described in this section of the manual include the following:

1. Furniture and Office Equipment

2. Motor Vehicles and Work Equipment

3. Land, Buildings and Leasehold Improvement

4. Power

1) Furniture and Office Equipment Investment
Account Codes
46C, 48C, 49C, 51C

Procedures
This section of the Split Rate Base Manual covers the procedures used to assign Furniture and Office Equipment investment to the SRB segments.


The SRB investments developed from these procedures are input to Section 3 – Investment Summary.

	Account

Code
	Account

Description
	SRB

Assignment

Methodology



	48C
	Large Private Branch Exchanges (OTS)


	Investment in this account code is assigned to SRB segments using the resulting SRB ratios for OTS Admin expense distribution.

	49C

46C
	Capital Cost – Furniture & Office Equipment


Capital Cost - Main Frame Computer/Network Computers
	Investment in these account codes are allocated based on the wage ratios of the office staff, management and executive who use the furniture, equipment and microcomputers.

	51C
	Capital Cost – Main Frame Computer/Network Computers
	Investment in this account code is allocated based on the composite ratio of all system expenses (AB, BG, DD, EF, FC, GD in Section 4).


2) Motor Vehicles & Work Equipment
Account Codes
40C, 41C, 42C, 43C, 44C, 45C, 50C

Procedures
This section of the Split Rate Base Manual covers the procedures used to assign Motor Vehicles and Work Equipment investment to the SRB segments.

The investment assigned to SRB segments from these procedures is input to Section 3 – Investment Summary.

	Account

Code
	Field or Function

Description
	SRB

Assignment

Methodology



	40C

41C

42C

43C

44C

45C

50C
	Capital Cost – Motor Vehicles – Cars

Capital Cost – Motor Vehicles – Small Trucks

Capital Cost – Motor Vehicles – Vans

Capital Cost – Motor Vehicles – Digger Trucks

Capital Cost – Motor Vehicles – Trailers

Capital Cost – Motor Vehicles – Off Road Equipment

Capital Cost – Tools & Work Equipment


	1. Separate the investment in each account between that which is associated with plant labour and that which is not associated with plant labour.

2. Plant associated investment is to be assigned to the SRB segments on a composite ratio of the plant operating expenses for which the vehicles and tools are used.

3. Remaining investment is distributed based on the assignment of the associated expenses (eg. Office staff vehicles based on office staff and management wage distributions)


3) Land, Buildings and Leasehold Improvement Investment
Account Codes
90C, 91C, 92C, 93C, 94C, 96C

Procedure
This section of the Split Rate Base Manual covers the procedures used to assign Land, Buildings, Tower and leasehold improvement investment to the SRB segments.

The investment assigned to SRB segments from these procedures is input to Section 3 – Investment Summary.

	Account

Code
	Field or Function

Description
	SRB

Assignment

Methodology



	90C

91C

92C

93C

94C
	Buildings
	Step 1:  
Investment at each location is allocated to the following Space Categories on the basis of the proportional square meters associated with each category:
Cat. 1:  COE Space

Cat. 2:  Plant/Warehouse

Cat. 3:  Space Rented to Others

Cat. 4:  General Office Space

Floor space measurements are provided by the building engineer.

Step 2:
Investment for each Space Category is summarized for all locations.

Step 3:
Investment for each Space Category is assigned to SRB segments using SRB ratios for associated investment on expenses:


Space        
Assignment

Category
Methodology

Cat. 1
Switching composite ratio from Section 3.1

Cat. 2
Composite wage ratio for plant and warehouse personnel

Cat. 3
Direct to Competitive segment

Cat. 4
Composite wage ratio for general office staff

Step 4:
Summarize investment by SRB segment for all Space categories. Calculate SRB ratios.

Step 5:
These ratios are used to assign APIS investment to SRB segments.

	01C
	Land
	01C investment is assigned to SRB segments in direct proportion to the SRB APIS investment assignment for Buildings.

	96C
	Leasehold Improvement
	Investment in this account code is assigned to SRB segments in accordance with the methodology established for Buildings.


4) Power
Account Codes
04C

Procedures
This section of the Split Rate Base Manual covers the procedures used to assign Common and Power investment to the SRB segments.


The investment assigned to SRB segments from these procedures is input to Section 3 – Investment Summary.


	Account

Code
	Field or Function

Description
	SRB

Assignment

Methodology



	04C
	Power Equipment


	Investment in this account code is assigned using a composite APIS ratio of the following asset building blocks:

    Feeder Loop

    Line Access – Cards

    Peripheral – Digital Line

    Peripheral – Digital Trunk

    Central Processing Unit (CPU)


OA3 – Settlement Arrangement – Toll Competitive
Description:  This activity includes costs associated with the administration and billing of settlement arrangements for interexchange facilities with other carriers.

Methodology:  These expenses are assigned directly to the competitive segment.


4.9 P – TAX RELATED COSTS
PA – Tax Related Costs
Description:  Expenses related to the management of taxes on own use, capital taxe, gross receipts taxes and municipal taxes.

Methodology:  These expenses are assigned based on a composite $ ratio of related expenses such as tax on own use, capital tax, gross receipts taxes and municipal taxes.

PA-1 – Tax On Own Use

Description: Sales taxes remitted on products or services consumed for Company use.

Methodology: These expenses are assigned using the ratio developed for OTS provided in section 4.15.

PA-2 – Capital Taxes

Description: Taxes paid to the provincial government based on paid-up capital.

Methodology: These expenses are assigned based on ANIB ratios developed in section 5.


PA-3 – Gross Receipts Taxes

Description: Right of way tax expense levied on gross revenue excluding CAT.

Methodology: These expenses are assigned based on gross revenue ratios excluding CAT revenues developed in section 2.

PA-4 – Municipal Taxes

Description: Property taxes levied by the municipalities.


Methodology: These expenses are assigned based on use for Buildings in section 3.5.


5.0 INTRODUCTION
 
This section describes the calculation of the Split Rate Base (SRB) Average Net Investment Base (ANIB); the development of the SRB Income Statement; and a description of the process underlying the output of SRB Results. 
5.1   SRB BALANCE SHEET
Introduction
SRB Manual Section 5.1 describes the methodology used in the production of the

A) Material and Supplies

B) Working Capital

C) Average Net Investment Base

D) SRB Capitalization

E) Return on Average Common Equity

A) MATERIAL AND SUPPLIES

Procedures

This section of the Split Rate Base Manual covers the procedures used to assign material and supplies.

The investment assigned to SRB segments from these procedures is input to SRB Manual Section 5.1 C) Average Net Investment Base.

All material and supplies investments are obtained from Company records.  An average is first obtained by summing the balances for current and previous year-ends and dividing the results by 2.  The average material and supplies investment is then assigned as described below.

	Material and Supplies

Description
	Material and Supplies

Account Code
	SRB Assignment Methodology

	Outside Plant
	1220
	The average M&S is assigned to SRB segments using composite investment ratios developed for all Outside Plant investment as identified in section 3.0.


B) WORKING CAPITAL
Procedures
This section of the Split Rate Base Manual covers the procedures used to assign working capital which is comprised of Total Current Assets less Total Current Liabilities (excluding Total Debt due within one year) to the SRB segments.

The working capital assigned to SRB segments from these procedures is input to SRB Manual Section 5.1 C) Average Net Investment Base.

All working capital components are obtained from Company records.  An average is first obtained by summing the balances for current and previous year-ends and dividing the results by 2.  The average working capital component is then assigned as described below.

	Working Capital

Description
	Working Capital

Account Code
	SRB Assignment Methodology

	Prepaid directory expenses (excluding Prepaid directory advertising)
	7600
	Assigned directly to the Utility segment



	Sales Type Leases/Outright Sales (STL/ORS)
	1173

Portion of:

1172
	Assigned directly to the Competitive segment.

	Notes receivable from customers
	Portion of:

1172
	Assigned directly to the Utility segment

	Revenue related to Working Capital (excluding the portion already assigned under STL/ORS) less Advance Billing and Payments and Refunds due to Customers
	1181

1182

1185

1187

Portion of:

1150
	1) Using the Total Operating Revenues, plus toll billed revenue develop ratios for each SRB segment.

2) Multiply the revenue related working capital by these ratios.

	Payroll-related liabilities and liabilities related to the federal telecommunications tax on official use of such services
	Portions of: 

1593, 1594,

1595, 1596,

1597, 1674
	1) Using the distribution of total corporate salaries and wages to SRB segments, develop ratios for each SRB segment.

2) Multiply the payroll related working capital by these ratios.

	Remaining Working Capital
	See Appendix A
	1) Obtain total working capital (current assets less current liabilities excluding total debt due within one year).

2) Deduct the sum of total assignments previously described.

3) Multiply the result by the Net Average Plant in Service SRB segment ratios.

	Total Working Capital
	All of the above
	Sum the volume of all Utility and Other working capital components previously described.


C) AVERAGE NET INVESTMENT BASE (ANIB)
Overview
The Average Net Investment Base (ANIB) consists of the items listed below.  This section describes the methodology for assigning each component to SRB segments.

1. Telephone Plant in Service including Plant Under Construction

2. Accumulated Depreciation

3. Deferred Income Taxes

4. Material & Supplies

5. Working Capital

6. Other Deferred Charges 


The accounts included in each of these components are identified in Appendix B.

	1. Telephone Plant in Service including Plant Under Construction
	Investment Assigned to SRB segments is obtained from section 3.

	2. Accumulated Depreciation
	Accumulated Depreciation is obtained from the Company Records.


1) Obtain reserve ratios, from Company records, for each of the telephone plant investment account codes identified in SRB Manual section 3, with the exception of the following account code which is assigned a reserve ratio of zero percent:

01C  Land, a non-depreciable asset


2) Multiply the reserve ratios by the APIS, by SRB segment, for each telephone plant investment account code to obtain accumulated depreciation by SRB segment for each account code.


3) Sum the volume of accumulated depreciation by segment calculated in 2) and develop ratios for each SRB segment.


Apply these ratios to the total average accumulated depreciation.



	3. Deferred Income Taxes
	Deferred Income Taxes are obtained from the Company Records.

Assign the Deferred Income Taxes using Net APIS as follows:


· Deduct the total accumulated depreciation by SRB segment from the total APIS by SRB segment from section 3 to produce a Net APIS by SRB segment.

· Develop Net APIS ratios for each SRB segment.

· Apply these ratios to the Deferred Income Taxes




	4. Material & Supplies
	The assignment methodology for material and supplies is described in section 5.1 A) Material and Supplies.

	5. Working Capital
	The assignment methodology for working capital is described in section 5.1 B) Working Capital.

	6. Other Deferred Charges
	These deferred charges are obtained from Company Records and are assigned as follows:

1) Assign deferred pension charges based on the Salary and wage ratio.


2) Multiply the remaining amount of Other Deferred Charges Net by the Net APIS SRB ratios.


3) Sum the Utility and Competitive components from 1) and 2).


D) SRB CAPITALIZATION

Average Capitalization items are assigned based on the proportion of ANIB by segment.  It is then calculated as the sum of:

· Average Common Equity by segment

· Average Preferred Equity by segment

· Average Debt by segment

E) RETURN ON AVERAGE COMMON EQUITY (RACE)
The Return on Average Common Equity is calculated as follows:

· Net Income to Common by segment divided by:

· Average Common Equity by segment

WORKING CAPITAL ACCOUNTS

	
	ACCOUNTS
	SEE NOTES BELOW

	Cash and Temporary Investment Accounts
	1130, 1160, 1140, portion of 1150
	1

	Notes Receivable 
	1172, 1173, 1201
	2

	Accounts Receivable – Customers & Agents
	1181, 1182, 1185, 1187
	3

	Other Accounts Receivable
	1202, 1209, portion of 1150
	1, 2

	Interest and Dividends Receivable
	1211, 1212
	1, 2

	Inventory for Resale
	1222
	2

	Prepaid Taxes
	1300
	1

	Prepaid Insurance
	1310
	1

	Prepaid Directory Expense
	7600
	2

	Other Prepayments
	1330
	1

	Loans Payable
	1581, 1582
	1

	Accounts Payable
	1591, 1592, 1596, 1599, 1659, 1594
	1, 2

	Matured Interest and Dividends
	1621, 1622, 1671, 1672
	1

	Advance Billing and Payments
	1640
	3

	Accrued Taxes
	1660
	1

	Other Accrued Liabilities
	1656, 1659
	1

	
	
	

	NOTES:

1. Assigned using APIS SRB Ratios

2. Assigned directly

3. Assigned using SRB Ratios for Total Operating Revenues (plus toll billed revenues)


ANIB COMPONENTS BY ACCOUNT
	
	ACCOUNTS

	Telephone Plant In Service/Plant Under Construction 
	1002-1006, 2110-2641, 2760, 2770

	Accumulated Depreciation
	1710-1720

	Deferred Income Taxes
	1760-15, 1760-25, 1760-40, 1760-50

	Material & Supplies
	1220

	Working Capital
	see 5.1 B)

	Other Deferred Charges 
	1390, 7080, 7081, 7082


5.2 SPLIT RATE BASE (SRB) INCOME STATEMENT
General

This section of the manual describes the methodology used in the calculation of the SRB Income Statement (I/S) for the Utility and Competitive segments including the assignment of below Net Operating Revenue (NOR) items.  This section also describes the methodologies used to calculate Northern’s Carrier Access Tariff (CAT) and to assign other items on the SRB income statement that are not included in Operating Revenues or Operating Expenses.

Overview
The income statement consists of the items listed below.  This section describes the methodology for assigning each component to SRB segments.

1. Operating Revenues

2. Operating Expenses

3. Other Income

4. Other Expenses

5. Interest on Long-Term Debt

6. Income Taxes

7. Preferred Dividends

8. Net Income

9. Calculation of Telco CAT Revenues/Expenses

The accounts included in each of these components are identified in Appendix A.

	1. Operating Revenues
	Operating revenues by SRB segment use revenue assignments as produced in Section 2 together with the Telco CAT transfers described in 9 below.

	2. Operating Expenses
	Operating Expenses by SRB use expense assignments produced in the following studies and are calculated as the sum of:

· Depreciation 

· Service Provisioning 

· Sales Management

· Administration 

· OTS Provided together with the Telco CAT transfer described in 9 below

	3. Other Income
	Other Income is obtained from Company records.  SRB segments are developed as the sum of the following components:

A) Interest Earned

Assigned by segment using the Average Net Investment Base SRB ratios from Section 5.1.


B) Miscellaneous Income

Assigned by segment using the Average Net Investment Base SRB ratios from Section 5.1.

	4. Other Expense
	Assigned by segment using the Average Net Investment Base SRB ratios from Section 5.1.

	5. Interest on Long-Term Debt
	Assigned by segment using the Average Net Investment Base SRB ratios from Section 5.1.

	6. Income Taxes
	Assigned as follows:

1. Deduct Dividend Income assigned to each segment from the Net Income Before Taxes of each segment.

2. Develop ratios for each SRB segment to the total Company.

3. Multiply the Income Tax expense by the SRB ratios.

	7. Preferred Dividends
	Assigned by segment using the Average Net Investment Base SRB ratios from Section 5.1.

	8. Net Income Available To Common
	Net Income by segment is calculated as the sum of that segment’s:


Operating Revenues

less
Operating Expenses

plus
Other Income

less
Other Expenses

less
Interest on Long Term Debt
less
Income Taxes

less
Preferred Dividends

	9.   Calculation of Telco CAT Revenues/Expense
	Both SRB Segments also include the Northern CAT charges such as Direct Connect, Equal Access and like charges.  These charges are reflected as revenues to the Utility segment and as expenses to the Competitive segment.

CAT transfers between the Utility segment (revenues) and the Competitive segment (expenses) are calculated based on the volume of company services that would be subject to these charges multiplied by the rates prescribed by the Commission principally in Decision CRTC 2001-583.


INCOME STATEMENT COMPONENTS BY ACCOUNT

	
	ACCOUNTS

	Operating Revenues
	5000 Series

	Depreciation
	6000 Series

	Service Provisioning
	6000 Series

	Sales Management
	6000 Series

	Logistics Support
	6000 Series

	Administration
	6000 Series

	
	

	Other Income
	3131, 3160

	Other Expenses
	3230, 3380

	Interest on Long Term Debt (Financial Expenses)
	3350, 3360

	Income Taxes
	3050

	Preferred Dividends
	3440-20


5.3
REPORT FORMATS
SRB INCOME STATEMENT
	
	UTILITY

SEGMENT
	COMPETITIVE

SEGMENT
	TOTAL

COMPANY
	

	OPERATING REVENUES
	
	
	
	

	Telco CAT Charges
	
	
	
	

	Total Revenues
	
	
	
	

	
	
	
	
	

	OPERATING EXPENSES
	
	
	
	

	Telco CAT Charges
	
	
	
	

	Total Expenses
	
	
	
	

	
	
	
	
	

	NET OPERATING REVENUE
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	OTHER INCOME
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	OTHER EXPENSES
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	
	
	
	
	

	TOTAL
	
	
	
	

	
	
	
	
	

	Interest on Long-Term Debt
	
	
	
	

	NET INCOME BEFORE TAXES
	
	
	
	

	Income taxes
	
	
	
	

	NET INCOME
	
	
	
	

	Preferred Dividends
	
	
	
	

	
	
	
	
	

	NET INCOME AVAILABLE TO COMMON
	
	
	
	


AVERAGE NET INVESTMENT BASE STATEMENT





                  UTILITY

      OTHER

      TOTAL





                SEGMENT
    SEGMENT
  COMPANY

Telephone Plant

Accumulated Depreciation

Net Plant Investment

Deduct:  Deferred Income Taxes

Net Plant minus Deferred Taxes

Material and Supplies

Working Capital

Other Deferred Charges – Net

Average Net Investment Base

CAPITALIZATION REPORT




                  UTILITY

      OTHER

      TOTAL





                SEGMENT
    SEGMENT               COMPANY

AVERAGE COMMON EQUITY

AVERAGE PREFERRED EQUITY

AVERAGE DEBT

AVERAGE CAPITALIZATION

RETURN ON AVERAGE COMMON EQUITY REPORT




                   UTILITY
                  OTHER

      TOTAL





             SEGMENT
            SEGMENT
           COMPANY

NET INCOME TO COMMON

AVERAGE COMMON EQUITY

RACE (%)

6.  SUPPLEMENTARY INFORMATION


6.0  



ORGANIZATIONAL ANALYSIS

General

Organizational analysis is a methodology used in determining the assignment of certain expenses to SRB segments.  This technique is used when an analysis of the Activity expense, by subject matter experts, using their knowledge, experience and judgment, provides the most appropriate SRB ratios.  This technique is also used where no operational driver exists that would appropriately assign these expenses to the SRB segments.  Organizational analysis, as the name suggests, requires an organization or group of organizations to analyze the work performed by the employees of that organization and determine the ratios of time spent on various activities.

Guidelines

Organizational analysis is performed in those organizations that incur the majority of expenses for a specific activity.

In some instances, the organization may perform one function (e.g., Product Development), which in itself cannot be assigned to SRB segments.  However, the analysis of time spent on various products and services, coupled with an SRB classification of these products and services, provides a basis for assigning the total function expense to SRB segments.

In other instances, the organization may perform various functions.  As an initial step in assignment of expenses, an organizational analysis of the time spent on the various functions provides the Company with detailed information on the sub-activities.  These sub-activities can then be assigned to SRB segments using drivers causally related to the sub-activity.

Organizational analysis, as described above, is conducted by the managers within the functions under study, using their knowledge, experience and judgment to provide ratios indicating the percentage allocation of time to the SRB segments or to different work activities.

The assessment of the percentage of time, associated with SRB segments, or work activities varies depending on the organization and the nature of the function which is under study.  In organizations where individual employees are dedicated to services/products which relate to either the Utility or Competitive segment, the manager coordinating the study would base the organizational analysis on a simple headcount to determine the percentage to be assigned to each segment or work activity.

In instances where employees are multi-functional, the managers coordinating the assessment determine the appropriate split of time across segments, using their knowledge and experience of the work done in the group, and in consultation with individuals performing the function.

The coordinators are provided with descriptions of the SRB segments or a detailed description of the products and services that fall within the segments and are instructed as to the nature and importance of the time allocation ratios.

The time allocation percentages by segment for individual employees are tallied at a departmental level to calculate an average SRB segment percentage distribution.  These average segment percentages are applied to the associated departmental expenses to calculate departmental expenses by SRB segment.

The Company notes that activities which can be assigned directly to the Utility and Competitive segment do not require any further study methodology such as organizational analysis.

7.    SRB FORECAST

In This Section

This Section of the Cost Inquiry Phase III Manual covers the following topics related to SRB Forecast.

	TOPIC
	SEE PAGE

	
	

	GENERAL


· Purpose

· Methodology
	3

3

	
	

	PROCESS OF ADJUSTING THE HISTORICAL RATIOS


· General
	4

	
	

	DEVELOPMENT OF COMPOSITE RATIOS


· General

· Assignment Requirements

· Compositing
	5

5

5

	
	

	SRB AVERAGE NET INVESTMENT BASE


· General

· Telephone Plant

· Accumulated Depreciation

· Material & Supplies

· Working Capital

· Other Balance Sheet Items

· Report
	6

6

6

6

7

7

7

	
	

	SRB INCOME STATEMENT


· General

· Revenues

· Operating Expenses

· Depreciation Expense

· Telco Carrier Access Tariff Adjustments

· Other Income Statement Items

· Report
	8

8

8

8

9

9

9

	
	

	SRB CAPITALIZATION


· General

· Report
	10

10

	
	

	RETURN ON AVERAGE COMMON EQUITY


· General

· Report
	10

10


7. 0   GENERAL

7.0.1    Purpose 

 
The purpose of this appendix is to describe the methodology used in the production of    the Split Rate Base (SRB) Forecast results.

7.0.2   Methodology

The general methodology used for producing SRB Forecast Split Rate Base results requires that the Company’s budgeted income statement and balance sheet be assigned to the Utility and Competitive segments using the latest set of available historical ratios, adjusted as appropriate for expected significant changes in methodology and/or ratios.

The products of these assignments are Projected Split Rate Base Results, as reflected in the following reports:

· SRB Average Net Investment Base (ANIB)
· SRB Income Statement
· SRB Capitalization
· Return on Average Common Equity
7.1   PROCESS OF ADJUSTING THE HISTORICAL RATIOS

General

7.1.1  In general, the latest set of historical ratios are used in the SRB Forecast assignment of the budget information.  These ratios are calculated at the level of individual account codes or groupings of account codes depending on the level of detail available in the budget (see paragraph 7.2).

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.

7.2   DEVELOPMENT OF COMPOSITE RATIOS


7.2.1   General

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 account code level, some of the budget items are developed using groupings of account codes.


7.2.2   Assignment Requirements



In order to assign the budgeted investment and expense 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’.


7.2.3   Compositing



During the ‘compositing’ process, the historical dollar assignments, by account 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.

 

7.3
SRB AVERAGE NET INVESTMENT BASE

7.3.1  General

The SRB Forecast assignment of the budgeted  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 Competitive segments using the related ratios described in paragraph 7.0.2.


7.3.2  Telephone Plant


Telephone plant is budgeted at a grouping level.  In most cases, a grouping contains more than one account code and the assignment is based on the appropriate composite ratio, as described in paragraph 7.2.3.  Where a grouping contains only one account code, the corresponding account 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.


7.3.3  Accumulated Depreciation


The SRB Forecast assignment of accumulated depreciation follows the methodology set out in Section 5.1, except that forecast depreciation reserve ratios are used and the depreciation reserves are assigned using the related ratios described in paragraph 7.0.2.

7.3.4
Material & Supplies


The SRB Forecast assignment of material and supplies are assigned using the related   ratios described in paragraph 7.0.2.













7.3.5 Working Capital


The SRB Forecast assignment of working capital is assigned using the related ratios described in paragraph 7.0.2.


7.3.6  Other Balance Sheet Items


 The SRB Forecast assignment of the remaining balance sheet items used in the development of the ANIB follows the methodology set out in Section 5.1 – SRB Balance Sheet, in that the components of other balance sheet items are assigned using the related ratios described in paragraph 7.0.2.


7.3.7   Report


The components of this report follow those produced in the historical process, as presented in Section 5.1 – SRB Balance Sheet.

7.4  SRB INCOME STATEMENT

7.4.1  General
The SRB Forecast 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 Competitive segments using the related ratios described in paragraph 7.0.2.


7.4.2   Revenues

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 Competitive segment.

The revenue related adjustments are calculated based on the revenue forecasts and then assigned to the Utility and Competitive segments.


7.4.3   Operating Expenses


Operating expenses are budgeted at a grouping level.  In most cases, a grouping contains more than one account code and the assignment is based on the appropriate composite ratio, as described in paragraph 7.2.3.  Where a grouping contains only one account code, the corresponding account 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.


7.4.4   Depreciation Expense


In most cases, depreciation expenses are budgeted at an account code level and assigned using the appropriate account code ratios.  In cases where the contents of an account 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.






7.4.5   Telco Carrier Access Adjustments & Common


The assignment of Common and the Company’s CAT adjustments for interexchange access charges follow the methodology set out in Section 5.2 – SRB Results, but use forecast rates.


7.4.6   Other Income Statement Items


The SRB Forecast assignment of the other income statement items, used in the development of the SRB income statement, follows the methodology set out in Section 4.12 and Section 5.2 – SRB Income Statement, in that the components of other income statement items are assigned using the related ratios described in paragraph 7.0.2.


7.4.7   Report


The components of this report follow those produced in the historical process, as presented in Section 5.2 – SRB Income Statement.

7.5    SRB CAPITALIZATION

7.5.1   General

The SRB Forecast calculation of the budgeted capitalization statement follows the methodology set out in Section 5.1 – SRB Balance Sheet.


7.5.2   Report


The components of this report follow those produced in the historical process, as presented in Section 5.1 – SRB Balance Sheet.





7.6
RETURN ON AVERAGE COMMON EQUITY

7.6.1  General
The SRB Forecast calculation of return on average common equity follows the methodology set out in Section 5.1 – SRB Balance Sheet.


7.6.2   Report


The components of this report follow those produced in the historical process, as presented in Section 5.1 – SRB Balance Sheet.
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