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INFORMATION REQUESTED BY

THE COMPANIES


Q.
REFERENCE:  TESTIMONY OF JOHN TODD & GREG MATWICHUK, PARAGRAPH 142
AT PARAGRAPH 142 OF THEIR TESTIMONY, MR. TODD AND MR. MATWICHUK RECOMMEND THREE BASKETS:  BASIC RESIDENTIAL SERVICES IN HCSAS, BASIC RESIDENTIAL SERVICES IN NON‑HCSAS AND BASIC BUSINESS SERVICES.

a) PROVIDE A LIST OF ALL SERVICES IN EACH OF THESE RECOMMENDED BASKETS, IDENTIFYING THE ASSOCIATED TARIFF ITEMS.

b) SHOULD THE RATES FOR SERVICES SUCH AS 9‑1‑1 AND MRS REMAIN FROZEN AT THEIR CURRENT LEVELS OR SHOULD THEY BE INCLUDED IN ONE OF THE THREE RECOMMENDED BASKETS?

A.
Messrs. Todd and Matwichuk have provided the following response.

(a) We are not recommending that any services that are currently capped be uncapped for the second generation price cap regime.  Hence, all services that are currently capped would be divided into the three proposed baskets.  There are no sub-baskets in our proposal.  All residential services that are currently capped would be included in the residential HCSA and non-HCSA baskets.  All business services that are currently capped would be included in the business basket.

To illustrate the division, we refer to the Bell Canada services that are currently capped.  These are listed in the response to The Companies(CRTC)16Mar01-205 PC, Attachment 5.

All service descriptions under Tariff Item Numbers 70.1, 100.1, 1430.1, 2150.1, 290, 240.6 (residence), and 292 would be included in the residential baskets, divided between the HCSA and non-HCSA baskets based on the location of the service.  All service descriptions under Tariff Item Numbers 70.2, 100.2, 1030, 1430.2, 2150.2,  240.6(Business), 301, 320, 430, 500, 950, 3750, 1380, 1185, 4030, 4480, 4685, 5010, 5201, 5210, 5300 and most Tariff Item Numbers beginning with A, B, D, E, F, G would be included in the residential baskets.
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All other service descriptions, i.e., those under Tariff Item Numbers 26, 28, 29, 70.6, 85, 240.6, 1080, 1160, 1190, 1230, 1435, 1440, and 2205 may be used by both residential and business customers.  In principle, these Tariff Items would have to be separated into residential and business service descriptions, like Tariff Item Number 240.6, in order to achieve a clean delineation between residential and business use.  In fact, experience may indicate that residential use is negligible or non-existent for many of these services, in which case it may be reasonable to include the services in the business basket.

It should be noted that we have not conducted a detailed assessment of the customers using each service, nor the market conditions in relation to each service. Hence, the break down provided above is illustrative of our intent.  It may be that a case could be made to justify moving certain business services out of the capped basket, but we are have not made an assessment of the merits of uncapping specific business services.  It should also be noted that we make no recommendations with regard to services that are included in the Competitor Basket.

Comparable assignment of services to baskets would be applied to the company-specific Tariff Item/Service Descriptions for the other ILECs.

(b) We have not recommended any changes to the Frozen Basket. The rates for these services should remain frozen.  The response to Companies(CRTC)16Mar01-205 PC, Attachment 5 shows that Services Descriptions under Bell Canada Tariff Item Numbers 50, 105, 315, 70.4, 82,86, 90, 1395, 1400 2200.2 , B-2516, B-2521, B-2522, B-2523, B-2524 and G-0250 are currently frozen.  We are not aware of any justification for changing the treatment of these services.
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INFORMATION REQUESTED BY

THE COMPANIES


Q.
REFERENCE:  TESTIMONY OF JOHN TODD & GREG MATWICHUK, PARAGRAPH 51
IN PARAGRAPH 51 OF THEIR TESTIMONY, MR. TODD AND MR. MATWICHUK STATE THAT "[W]ITHOUT SIGNIFICANT CHANGES TO THE PRICING FLEXIBILITY ASPECTS OF THE CURRENT REGIME, THERE IS A REAL RISK THAT THE PRICE CAP REGIME WILL CONTINUE TO SERVE MORE AS A VEHICLE FOR DEFEATING COMPETITION THAN FOR FACILITATING IT."

EXPLAIN HOW THE CHANGES TO THE PRICE CAP FORMULA PROPOSED BY ARC ET AL IN PARAGRAPH 153 WILL ATTRACT LOCAL COMPETITION TO THE RESIDENTIAL MARKET.

A.
The evidence represents the views and recommendations of Messrs. Todd and Matwichuk. They have provided the following response. The views of ARC et al on all relevant issues will be provided in Final Argument.

The proposals contained in our evidence are not intended to “attract local competition to the residential market”. In our view, it is neither appropriate nor sustainable to try to design a regulatory regime to offset economic barriers to competition with artificial regulatory incentives. Please see ARCetal(Call-Net)-1

The goal of our proposals is to avoid a structure that allows ILECs to set rates that are above their cost of services and do not reflect productivity improvements over time where they are not faced with competition. Unless that is done, the ILECs will earn excess revenues on non-competitive services that can be “invested” in under-pricing competitors so as to regain the meager market share losses that have occurred to date.

Our proposals also seek to limit pricing flexibility that would allow the ILECs to defeat competition by reducing rates in the face of competitive entry and to offset any lost revenue by increasing local residential rates in areas where they do not face competition.  If the ILECs can respond to competitive incursions with “costless” rate reduction, competition will have no opportunity to develop.
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By avoiding a price cap regime that facilitates anti-competitive pricing strategies, competition will have an opportunity to develop once facilities-based competitors are able to enter the local residential market and provide service to a realistic share of the market at a cost that is comparable to the cost of service of the ILECs with their dominant market share.  If, as in other countries, the price cap regime fails to foster a competitive market, more drastic measures, such as structural separation may be necessary.  See the evidence of John Todd and M. Greg Matwichuk, August 20, 2001, Paragraph 65, and Evidence of AT&T Canada Corp. and AT&T Telecom Services Company, Paragraph 2-14.
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INFORMATION REQUESTED BY

THE COMPANIES


Q.
REFERENCE:  TESTIMONY OF JOHN TODD & GREG MATWICHUK, PARAGRAPH 68

PROVIDE THE AVERAGE MONTHLY LOCAL RESIDENTIAL SERVICE RATE FOR 2000 IN THE U.S. BASED UPON THE RECENT FCC REPORT CITED IN THE SUBMISSION. 

A.
The requested information appears in the FCC Consumer Facts document found at http://www.fcc.gov/cib/consumerfacts/trends.html.  This document indicates that “The average monthly local residential charge for service was $19.87 in October 1999”.  The FCC provides the comparable figure for 2000 ($20.78) in another document, on another webpage, http://www.fcc.gov/Bureaus/Common_Carrier/Reports/FCC-State_Link/IAD/trend801.pdf.

The FCC average rate includes all applicable surcharges and taxes (per Chart 14.1, pg. 14-3 of the first document and page 107 of the second document cited above):

· flat rate service where available, and where not, measured/message service with 100 five minute same-zone business-day business calls elsewhere

· SLC (Subscriber Line Charge)

· touchtone

· 911

· other surcharges

· taxes

In making Canada-US comparisons it would be necessary to adjust for the exchange rate and differences in applicable surcharges and taxes and local calling areas. 
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INFORMATION REQUESTED BY

THE COMPANIES


Q.
REFERENCE:  TESTIMONY OF JOHN TODD & GREG MATWICHUK, PARAGRAPH 153

IN RECOMMENDATION #2, AT PARAGRAPH 153 OF THEIR TESTIMONY, MR. TODD AND MR. MATWICHUK PROPOSE THAT A PRICE CAP ADJUSTMENT OF INFLATION (GDP‑PI) LESS A PRODUCTIVITY OFFSET (X%) CONSTRAIN THE PRICES OF ALL RESIDENTIAL CAPPED SERVICES BASKETS, IN BOTH HCSAS AND NON‑HCSAS.  THEY ALSO PROPOSE THAT THE PRODUCTIVITY OFFSET BE "SIGNIFICANTLY HIGHER THAN THE CURRENT 4.5% FIGURE."  IDENTIFY THE APPROPRIATE PRODUCTIVITY OFFSET "SIGNIFICANTLY HIGHER THAN THE CURRENT 4.5%" THAT SHOULD APPLY IN ARC ET AL'S VIEW, AND PROVIDE ALL DOCUMENTATION, ANALYSES, ASSUMPTIONS AND CALCULATIONS SUPPORTING THAT CONCLUSION. 

A.
See the response to ARC etal(CRTC)13 Sep01-3100 PC.
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INFORMATION REQUESTED BY

THE COMPANIES


Q.
REFERENCE:  TESTIMONY OF JOHN TODD & GREG MATWICHUK

IN DECISION 2000‑745, THE COMMISSION DETERMINED THAT THE TOTAL SUBSIDY REQUIREMENT (TSR) SHOULD BE RECALCULATED ANNUALLY BY APPLYING INFLATION AND A PRODUCTIVITY OFFSET TO THE COSTS OF PROVIDING RESIDENTIAL PRIMARY EXCHANGE SERVICE (PES) IN HIGH‑COST BANDS.  

WHAT DO ARC ET AL VIEW AS THE APPROPRIATE INFLATION AND PRODUCTIVITY FACTORS THAT SHOULD BE APPLIED TO THE COSTS OF PROVIDING RESIDENTIAL PES IN HIGH‑COST BANDS TO ANNUALLY RECALCULATE THE TSR?  PROVIDE ALL SUPPORTING DOCUMENTATION, ANALYSES, ASSUMPTIONS AND CALCULATIONS.

A.
The views of ARC et al on all relevant issues will be provided in Final Argument. Messrs. Todd and Matwichuk have provided the following response.

We have not conducted a study of the inflation and productivity factors “that should be applied to the costs of providing residential PES in high‑cost bands to annually recalculate the TSR”.  Our comments on this issue appear in the response to ARC et al(CRTC)13Sep01-3101 PC.
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INFORMATION REQUESTED BY

THE COMPANIES


Q.
REFERENCE:  TESTIMONY OF JOHN TODD & GREG MATWICHUK, PARAGRAPH 152

AT PARAGRAPH 152 OF THEIR TESTIMONY, MR. TODD AND MR. MATWICHUK STATE THAT "…CURRENT RATES ARE INSUFFICIENT TO ENABLE COMPETITORS TO SURVIVE."  AT PARAGRAPH 147, THEY STATE THAT "[U]NDER COMPETITIVE CONDITIONS, OVERALL PRICES AND PROFITABILITY WOULD HAVE BEEN FORCED DOWN MUCH MORE THAN HAS BEEN OBSERVED IN THE ILECS' FINANCIAL RESULTS."  RECONCILE THESE TWO STATEMENTS.

A.
The rates referred to in the statement "…current rates are insufficient to enable competitors to survive" are rates for competitive services. Under the current regulatory regime, the ILECs have been able to earn sufficient profit on their services where competitive entry is not economic (e.g., local services, especially residential services and service outside of major urban centres) to drive prices down to unsustainable levels for services where competitive entry has occurred without suffering the low company-wide returns that the CLECs have experienced.  In other words, rates for the competitive services offered by ILECs have been set at levels that are too low for competitors to survive.

The basis of the statement that "[u]nder competitive conditions, overall prices and profitability would have been forced down much more than has been observed in the ILECs' financial results" is that if all of the services of ILECs faced effective competition, the ILECs would not have been able to offset unprofitable prices in competitive markets with prices in uncompetitive markets that generate generous returns.  As in other industries, firms facing effective competition do not earn excess profits unless they enjoy lower costs than their competitors. If prices exceed competitive levels for any category of services customers will buy those services elsewhere.  Under competitive market conditions, the overall profitability of ILECs would therefore have been lower, which would imply prices overall (i.e., for a basket of all services offered) would also be lower. 

More specifically, it could be expected that prices for services that currently do not face effective competition and produce excess profits would generally be lower, while prices for services that face a competitive threat and have been set below sustainable levels would be higher.  Overall, the high returns earned by the ILECs in recent years imply that the net effect of ubiquitous effective competition would be lower rates overall. 
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INFORMATION REQUESTED BY

THE COMPANIES


Q.
REFERENCE:  TESTIMONY OF JOHN TODD & GREG MATWICHUK, PARAGRAPH 157

IS THE PROPOSED BASKET CONSTRAINT REFERENCED IN THE PARAGRAPH MEANT TO APPLY ON A TARIFF ITEM BASIS OR ON AN INDIVIDUAL RATE ELEMENT BASIS?

A. The constraint proposed in paragraph 157 is meant to apply on a tariff item basis, as stated.  Clearly, this would allow somewhat greater flexibility than if each service included in a tariff item were constrained, as is proposed for residential services.  The general approach that we have adopted is to allow greater flexibility in setting rates for business services as the threat of competition is much greater in that market segment. 

We have sought to use of the terms “tariff items” and “services” in a manner that is consistent with the use of these terms in The Companies(CRTC)16Mar01-205 PC (e.g., Attachment 5).  Note that the distinction made in the listing provided by The Companies by Density Band does not identify different services; however, under our proposals there would be a separation of residential classes on the basis of HCSA and non-HCSA Density Bands.


