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�
Mr. Allan J. Darling


Secretary General


Canadian Radio-television and
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K1A 0N2





Dear Mr. Darling:





Re:  Phase III Manual Updates





1.  BC TEL has received comments on its Split Rate Base (SRB) /Phase III Manual updates from the Canadian Cable Television Association (CCTA) and Unitel Communications Inc. (Unitel), both dated February 9, 1996.  Pursuant to the Commission’s letter of February 6, 1996, BC TEL hereby files its response to those comments.  The absence of a BC TEL response to any specific comment by these two parties should not be interpreted as signifying agreement therewith.





Allocation of Common Costs





2.  CCTA claims (para. 8 and Attachment 4) that the inclusion of the OTS adjustment in operating expenses is inconsistent with the Commission’s determinations in Telecom Decision CRTC 95-21 and should be rejected.  CCTA suggests that with respect to the appropriate methodology for allocating common costs, the (only) issue in Decision 95-21 was whether or not to exclude CAT payments from operating expenses.  CCTA then asserts that 





there was no discussion during the proceeding of whether to include the "OTS adjustment" as part of operating expenses.  As such, it is inappropriate for BC TEL to propose this revision.





3.  The Company submits first of all, that the fact that OTS was not an issue in the Decision 95-21 proceeding is irrelevant to whether or not BC TEL's proposed update is appropriate.  SRB/Phase III methodology is subject to continuing review and study, so that as better, more appropriate methodologies are arrived at, they are proposed as updates to the SRB/Phase III Manual within the Commission-established schedule for the filing of such updates.  Over the years, some of the Phase III updates proposed by BC TEL have been prompted by specific Commission directives, while many others have been initiated by the Company on its own.  Clearly, there is no merit to CCTA's contention that BC TEL's proposed update involving OTS should be rejected because it was not specifically discussed in Decision 95-21.





4.  Secondly, and more fundamentally, CCTA’s comments alleging inconsistency of BC TEL's proposed update with Decision 95-21 not only ignore the very basis and definition of OTS, but are themselves inconsistent with the Commission’s stated rationale in Decision 95-21 for the inclusion of CAT payments in operating costs for the allocation of Common costs to SRB segments.





5.  Regarding the nature of OTS, the Company submits that the Commission has ruled, more than once, that OTS costs are in fact legitimate operating expenses.  In particular, the Commission in Decision 88-7 (p.24) stated that it





... agrees to whatever extent the carriers use their own services and equipment in the administration and operation  of their businesses, they will incur costs. It also agrees that, to whatever degree these costs are identified in one BSC while the associated services are utilized by a different BSC, an inappropriate cost allocation will exist. 





. . .





... Therefore, the Commission concludes that it is appropriate to define a procedure for the treatment of the costs attributed to OTS and to recognize these costs in future Phase III study results.





6.  The Commission subsequently re-affirmed the preceding finding by quoting it in Decision 91-18 (p.9).  Then in Decision 94-24, among its Directions and Determinations, the Commission categorically stated (p.23) that "[t]he OTS adjustment is a valid transfer of costs."  Given these determinations that OTS costs are properly Operating Expenses of the BSCs that utilize OTS, and given the Commission's directive in Decision 95-21 to use Operating Expenses as the basis to allocate Common costs between SRB segments, the Company submits that it would be contrary to these findings to exclude the OTS adjustment from its proper place within the base of total Operating Expenses.





7.  As for consistency with Decision 95-21, the Company submits that its proposed update to include OTS in Operating Expenses does in fact reflect the same rationale underlying the Commission's ruling that CAT payments should be included in Operating Expenses.  In this regard, it would be helpful to review that rationale.  In the Split Rate Base hearing (stemming from Telecom Public Notices 94-52, -56 and -58), Unitel argued that one of the reasons for splitting the rate base and establishing the CAT was to put the Stentor Owner-Companies’ Competitive segments in the same position as competitors in dealing with the Utility segment.  As such, Unitel opposed Stentor’s proposal to exclude CAT payments from the operating expenses of the telephone companies' Competitive segment in allocating Common costs.  The Commission in Decision 95-21 (p. 45) accepted Unitel's position and ruled that since CAT payments are a cost of doing business for the entrants, it is appropriate that the CAT be imputed as an expense to the Stentor Owner-Companies’ Competitive segments.  Given the above-noted Commission rulings recognizing OTS as a legitimate cost of doing business for BC TEL, excluding the OTS adjustment from Operating Expenses for the allocation of Common costs would place the Company in a position which is not comparable with the cost structures of the entrants.  Accordingly, the Company submits that it is only logical and appropriate that OTS be included in Operating Expenses for the allocation of Common costs to the Split Rate Base segments.





Presentation of the Split Rate Base/Phase III results





8.  CCTA claims (Attachment 4) that BC TEL’s proposed Split Rate Base reporting format is “inconsistent with the Commission’s directive regarding the presentation of such results ... and does not separate out Operating Expenses into line items, according to its current Phase III results.”





9.  It would appear that CCTA's only rationale for its objection to BC TEL's proposed SRB reporting format is that the proposed format differs from the reporting detail of "current Phase III results".  In response, the Company notes that the move to a Split Rate Base regime and reporting system involves more than just a rearrangement of existing Phase III line items.  The move in fact reflects some very fundamental changes in the nature of the telecommunications industry since Decision 92-12, and in the regulatory framework the Commission has (and will) put in place through Decision 94�19, Decision 95-21 and eventually the introduction of price caps.  As a result of these developments, BC TEL's Competitive segment is to be subject, as much as possible, to the operation of market forces. BC TEL submits therefore that a more discrete disaggregation (to line item detail) of its Competitive segment SRB results would harm the Company in that marketplace, and confer an undue advantage on its competitors.  Another significant change arising from the above-noted developments is the impending entry of other local service providers.  Large cable operators, whose interests the CCTA represents, have themselves stated their intention to enter the local telephony market in competition with the telephone companies within the next three years.  The Company submits therefore that the change in SRB reporting format should appropriately reflect these changes in circumstance.





10.  The Company, however, also recognizes the Commission's need to be satisfied that the SRB methodologies are being employed in accordance with the Manual.  The Company submits that this need is met by the fact that the Company’s results are audited by external auditors, and these audited results and ratios are used for its annual Phase III / SRB filings, as well as for its annual Contribution Calculation filings.





11.  The Company submits therefore that its proposed SRB reporting format provides an appropriate balance among the various interests noted above.





Assignment of Joint-Use Costs





12.  CCTA alleges (Attachment 4) that the Company’s proposal with respect to the assignment of customer billing costs disregards the directives in Decision 95-21 regarding the assignment of customer profile information.  The Company submits that CCTA's allegation is without merit.  The Company notes that the Commission in Decision 95-21 (p.48) adjusted the telephone companies’ Split Rate Base results to reflect the assignment of customer profile information on a 50/50 basis to the Utility and Competitive segments for 1995, in what it considered to be an appropriate high level allocation of these costs based on forecast information.  This was clearly meant to be an interim measure, as should be evident from the Commission's subsequent call (p.49) for the telephone companies to submit a general methodology (that takes into account each company's operational differences) for the assignment of





(1) costs of a joint nature relating to the service order expense associated with the recording of customer profile information for in and out orders and change of address activities, (2) the bill printing expense, and (3) other bill mailing costs that are common to both the Utility and Competitive segments.





13.  In response to the preceding Commission directive, BC TEL’s proposed update would assign those costs that are normally of a joint-use nature but that can be specifically identified as being caused by a single segment (for example, those associated with a customer of Utility services only) to that segment.  Other joint-use costs which cannot be so identified are to be allocated based on the Commission’s directive to allocate on a 50/50 basis.  








14.  The Company submits that where causality can be specifically determined, assignment should be carried out on that basis. If causality were to be selectively ignored, it would invalidate the underpinnings of the Phase III/Split Rate Base process and seriously undermine the usefulness of the results.  The Company notes that in Decision 94-24 (p.11), in prescribing a similarly high-level allocation of postage and centralized mail remittance expenses, the Commission characterized that as an interim treatment, not to be construed as an intention to move away from the fundamental principle of causal costing embodied in Phase III methodology.





�
Level of Detail





15.  Unitel’s comments, while primarily focused on Bell Canada’s proposed updates, also include a sweeping criticism that material filed on “January 15” is “aggregated to such a level as to render it useless as a basis on which to provide meaningful comment” (para. 2) and that “the telephone companies have failed to propose clear methodologies for allocating expense items associated with joint use activities” (para. 6).  BC TEL notes that its January 12 filing consists of nearly four hundred pages of very detailed information, including a nearly fifty page overview of the updates.  In all instances in which the Other, Common, ISA or PUC Phase III costs are to be assigned between the Split Rate Base segments, a clear and unambiguous methodology has been detailed in the BC TEL updates, Unitel's allegations notwithstanding.





16.  Based on the above, BC TEL submits that the comments of Unitel and the CCTA  are without merit and should be rejected.  As in its update submission, BC TEL respectfully requests Commission approval for the Company's proposed updates by March 15, 1996.





Yours very truly,














Sandra Hertz


DIRECTOR -


REGULATORY MATTERS





SH/bm





c:	CRTC Vancouver


CRTC Public Examination Room


CCTA (S. Guiton)


Unitel (K. Liesemer)
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