



April 21, 1997





Mr. Stuart MacPherson

Executive Director	Our File: 7.00P3

Canadian Radio-television and 

	Telecommunications Commission

Ottawa, Ontario

K1A 0N2



Dear Mr. MacPherson:



Subject:		        	       Telecom Order CRTC 97-144





Pursuant to Telecom Order CRTC 97-144, MTS NetCom Inc.(MTS) submits the following attachments as responses to the Commission’s Order.



Pursuant to section 39 of the Telecommunications Act, the cost and markup information contained in Attachment 2 is submitted to the Commission in confidence as it contains cost and revenue information which, if made public, could enable existing and potential competitors to develop more effective business strategies, thereby causing direct financial harm to MTS.  In addition, MTS submits it would be harmed by the disclosure of information relating to estimates of specific costs of equipment, which could prejudice current and future contractual negotiations with suppliers.  An abridged version of the Attachment has been provided for the public record.



Sincerely,







Roy Bruckshaw

Director, Regulatory Affairs



Enc.



cc.	CRTC Public Examination Room Hull, Quebec (abridged version only)

	CRTC Public Examination Room Midwest Region (abridged version only)

	Interested Parties to CRTC 95-47 (abridged version only)
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1 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 April 1 1997, using the access to support structure rates approved in Decision 95-13 to account for the portion of the placement costs for fibre used to provide Utility segment services;



Response:



Pre-1997 fiber optics cable, fiber optics electronics, and structures will continue to be split between the Utility and Competitive segments based on usage ratios for the purposes of 1995 and 1996 Split Rate Base filings.  



All assets and associated costs for the placement of fibre optic cable and fiber optic electronics placed in 1997 will be assigned to the Competitive segment and be transfer priced to the Utility segment for use by Utility services at the equivalent DS-1 level based on incremental costs plus markup.



New underlying support structures placed in 1997 will be assigned to the Competitive segment and be transfer priced to the Utility segment for use by Utility services at rates approved in Telecom Decision CRTC 95-13.



For the 1997 Split Rate Base all existing pre-1997 fiber optic cable and fiber optic electronics would be transferred to the Competitive segment and be transfer priced to the Utility segment for use by Utility services at the equivalent DS-1 level based on incremental costs plus markup.  All Pre-1997 underlying support structures would also be transferred to the Competitive segment and transfer priced to the Utility segment at rates stated in Telecom Decision CRTC 95-13.
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1 g)	the telephone companies are directed to file tariffs for transfer pricing, by 1 April 1997, to reflect instances where FOTS equipment and facilities are jointly used for the provision of both Utility and Competitive segment services(regardless of whether the Competitive services are existing or new broadband services);





Response:



MTS has developed a transfer price which the Utility segment will pay the Competitive segment for the use of access network FOTS equipment and facilities which are used to provision Utility segment services. This transfer price has been developed for the equivalent of a DS-1. The annual transfer price is $91.50 which is equal to the Phase II costs for this equivalent DS-1 plus a mark-up.  The Phase II costs include the cost of fiber electronics with the exception of deferrable plug-ins, fiber cable, support structures and maintenance.



MTS proposes that the internal transfer price include a mark-up, over incremental cost of     %#. The mark-up represents a sharing of the benefits of economies of scope between the Competitive and Utility segments. The mark-up also recognizes, that the costs of the facilities being used for Utility services have been warehoused in the Competitive segment and, the risks borne by the Competitive segment.  The markup further recognizes that telecommunications assets are lumpy in nature and that existing spare capacity was initially placed to meet future needs of both Competitive and Utility services.



The following table provides the details of the annual equivalent costs (AEC).

























#   Filed in confidence to the Commission
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	Access Transfer Price

	Annual Equivalent Cost

	per DS-1



Total AEC	           #



Capital Causal to Demand	           #

	Outside Plant Equipment	           #

	Switching & Transmission Equipment	           #

	Building & Power	           #



Expenses Causal to Demand	           #

	Maintenance	           #



The inter-office network FOTS equipment and facilities are jointly used to provision both Utility and Competitive segment services. As ordered, MTS has developed a transfer price which the utility segment will pay the Competitive segment for the use of the facilities. The transfer price has been developed for the equivalent of a DS-1. The annual transfer price is $105.00 which is equal to the Phase II costs for the equivalent DS-1 plus a mark-up of      #.  The Phase II costs include the cost of fiber electronics with the exception of deferrable plug-ins, fiber cable, support structures and maintenance. The following table provides the details of the annual equivalent costs (AEC).

		Inter-office Transfer Price

		Annual Equivalent Cost

		per DS-1



Total AEC	           #



Capital Causal to Demand	           #

	Outside Plant Equipment	           #

	Switching & Transmission Equipment	           #

	Building & Power	           #



Expenses Causal to Demand	           #

	Maintenance	           #















#   Filed in confidence to the Commission
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1 h)	the telephone companies, except BC TEL, are directed to file, by  1 April 1997, a detailed description of the proposed methodology for tracking and reporting transfer price payments and, by the same date, the telephone companies, including BC TEL, are directed to file a proposed level of detail for reporting the transfer price payments, including comments on the appropriateness of reporting the revenues and costs at a level of detail at which the transfer price tariffs are applied;



5.	With respect to the filing requirements set out on pages 71 and 72 of Decision 95-21, the telephone companies are directed to file, by 31 March 1997, a proposed format for the tracking of revenue and cost streams at the level of detail at which the tariffs are applied;

 	



Response:



Transfer price payments for fiber optics will be tracked by multiplying the tariff price by the actual quantities of equivalent DS-1s and equivalent support structures.  The quantity of equivalent DS-1s and support structures used by the Utility segment will be derived from  Company records.  Transfer prices will be reported on the Split Rate Base income statement indicating transfer prices paid to the Competitive segment by the Utility segment as a Competitive segment revenue and a Utility segment expense.  A supplementary report detailing the quantities and applied transfer prices will be filed with the annual Split Rate Base results as per Attachment 4.  
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PROPOSED TRANSFER PRICE ADJUSTMENTS REPORT





ACCESS



	Utility to Competitive



	Transfer Price	Quantity	Total



FOTS Cable & Electronics:

	$ / DS-1 equiv.	________	_______



STRUCTURES:



	Poles	$0.80 / Pole	 ______	______

	Strand	$0.20 / 30M or equiv.	 ______	______

	Conduit	$2.25 / 30M or equiv.	 ______	______



Total Transfer Price			______





INTEROFFICE



	Utility to Competitive



	Transfer Price	Quantity	Total



FOTS Cable & Electronics:

	$ / DS-1 equiv.	________	_______



STRUCTURES:



	Poles	$0.80 / Pole	 ______	______

	Strand	$0.20 / 30M or equiv.	 ______	______

	Conduit	$2.25 / 30M or equiv.	 ______	______



Total Transfer Price			______





* * * End of Document * * *










