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Attachment

c.c.:
Interested parties to Public Notice 2001-37

PRICE CAP REGULATION AND RELATED ISSUES

PUBLIC NOTICE CRTC 2001-37

INTERROGATORIES

Interrogatories for each ILEC

Series 200

201. Provide actual/forecast competitor market share estimates for each of the years of the current price cap period (i.e., 1998 to 2001 inclusive) for each of the following market segments:

a) Residential local exchange service (by applicable rate band and in aggregate);

b) Single/multi-line business local exchange service (by applicable rate band and in aggregate);

c) Residential long distance service; and

d) Business long distance service.

Fully explain the methodology and assumptions used in each case.

202. Provide the annual rate of change in the average monthly bill for residential individual line service (including basic exchange access, mandatory extended flat‑rate calling, E9‑1‑1, message relay, and optional Utility segment services) for each year of the current price cap period, for all rates bands combined and, as may be applicable, using proposed rates for 2001.  

203. Provide a complete listing of all price changes, by rate element, made during the current price cap period (i.e., 1998 to date) to services within each of the company's Utility segment service baskets or categories identified below.  In each case, identify the date of each price change, provide a brief description of the price change and separately identify rate increases versus rate decreases.

a) Capped Business Services

b) Capped Other Services

c) Centrex Services (including Local Link)

d) Optional Local Services

e) Competitor Services

204. a)
Indicate the number of Phase II cost study updates the company performed during the price cap period for services within the Competitor services basket, and identify the service in question in each case.

b)
Explain the basis on which the company determines whether it is necessary to update the Phase II cost study associated with services contained with the current Competitor services basket.  Also indicate the frequency (e.g., in terms of months or years) with which the Phase II costing results for each of the Competitor services is reviewed.

205. Provide a complete listing of all price changes, made during the current price cap period (i.e., 1998 to date) to the company's North American Basic Toll Schedule.  Identify the date of each price change and separately identify rate increases versus rate decreases.

206. Provide the company's actual/estimated contribution revenues for 1998, 1999, 2000 and 2001 broken down into those paid by the company (including its affiliates) and competitors.

207. Discuss the advantages and disadvantages of establishing a common "maximum target rate" for residential basic local exchange services in high-cost bands for all ILECs for the upcoming price cap period.

208. Provide the company's facilities-based local market share loss estimates projections for years 1998, 1999, 2000 and 2001 as filed in the former Stentor companies' Public Notice 96-8 evidence (10 June 1996, page 63), and compare those projections to actual/estimated market share loss experienced for those same years.
209. In the table format indicated below provide promotions approved by the Commission from QI 1999 to QII 2001 (inclusive), including those promotions approved as part of a introductory offering of a new service.

TN
Service
Description
Approval Date
Effective Date/Duration





(including extensions)

210. Provide a list of all tariffed services that are offered by the company under a term or contract period.  For each service, indicate the tariff item, length of term(s), availability of extensions, terms of renewal and whether the term, contract and/or provisions for extension of the contract period were introduced prior or subsequent to 1998.  

Interrogatories for each ILEC

Series 300

301. In the company's view:

a)
Are their any circumstances when earnings sharing is an appropriate component of a price cap regime? Explain.

b)
Is it possible for an ILEC to generate "excess" Utility segment profits in a price cap regime? Explain.

302. Given that the Commission established "going-in" rates for the current price cap regime for Utility segment services was based on a target return on average common equity of 11%, provide the ILECs views on whether earnings sharing should be reconsidered in certain circumstances, e.g., if achieved Utility segment rates of return were to exceed the going-in target rate by 50%, 100%, or more.

303. In a price cap regime excess utility profits could be considered as an indicator that competition is insufficient to provide adequate pricing discipline in the market place or that the ILECs have taken advantage of unforeseen loopholes in the price cap mechanism.  If it were determined that the ILECs were generating excess Utility segment profits:

a) What steps could the Commission take to promote viable competition? 

b) Since lowering retail prices to end customers would lower excess profits but at the same time deter competition, would the ILECs consider lowering carrier rates and/or providing volume discounts to competitors a viable solution?  Explain.

c)
Should improving service quality to competitors be a mandated requirement?

Interrogatories for each ILEC

Series 400

401. In ____(CRTC)16Mar01-405, the ILECs were directed to file Phase III/SRB results for 1997-2000 and to provide underlying assumptions and explanations for any major year‑over-year changes.

Aliant companies, MTS and TELUS:

a) Provide explanations for the Other segment income statement major year‑over‑year changes.  

Bell Canada:

b) Provide explanations for below NOR items for both the Utility segment and Other segment income statement major year-over-year changes.

Aliant companies, Bell Canada and TELUS:

c) Provide explanations for the Average Net Investment Statement major year‑over‑year changes for both the Utility segment and Other segment.

402. In ____(CRTC)16Mar01-406, the ILECs were requested to provide a reconciliation between SRB results and financial results for 1997-2000.

Aliant companies:

a) Provide a reconciliation for the SRB Capitalization and SRB Return on Average Common Equity reports. 

TELUS:

b) Provide a reconciliation for the SRB Average Net Investment Base, SRB Capitalization and SRB Return on Average Common Equity reports.

All Companies:

c) Provide detailed explanations for all regulatory adjustments.

403. File all presentations, briefing documents and reports provided to the investment community for years 1998, 1999, 2000 and 2001 (quarters I and II).

404. For years 1998-2008, provide a table with the individual and cumulative net cash flow impacts of the residential rate increases listed below.  In addition, provide a detailed explanation of the methodology and assumptions used to derive the net cash flow impacts and quantify all negative and positive impacts on cash flow (in-year and throughout the period) used in the derivation of the net cash flow.

i) The residential rate increase approved in Decision 98‑2 , Implementation of Price Cap Regulation and Related Issues (issued 5 March 1998);

ii) The residential rate increase resulting from Order 99‑239, Local Competition Start-up Proceeding, Telecom Public Notice CRTC 98-10 (issued 12 March 1999) and implemented in the company's subsequent annual price cap filings; and

iii) The residential rate increase resulting from Decision 2000‑745, Changes to the Contribution Regime (issued 30 November 2000) and implemented in the company's subsequent annual price cap filing for 2001.

405. For each of the years 1998-2002, provide the overall revenue reductions associated with the business rate reductions approved in the company’s annual price caps filings required to meet the PCI.  For years having an exogenous adjustment, separately identify the positive/negative revenue impact associated with the exogenous adjustment.

406. Provide, for each of years 1998-2002, the overall revenue reduction associated with the business rate reductions approved in the company's price caps filings required to meet the annual PCI.  For years having an exogenous adjustment, separately identify the positive/negative revenue impact associated with the exogenous adjustment.

Interrogatories for each ILEC

Series 500

501. In The Companies(CRTC)16Mar01-503 PC, the Companies proposed a Residential Service Quality Guarantee (RSQG) plan that would, in their view, obviate the need for inclusion of a quality of service factor as part of the next price cap plan. 

For each company:

a)
What penalties, if any, would have been incurred for 1998, 1999 and 2000 if the RSQG had been in-place?  Provide pro forma results for each indicator, for each year that Decision 97-16 indicators were filed with the Commission.

b)
For each year, for each indicator in part a) provide the following information:

i)
the number of months the indicator was below standard;

ii)
the number of months each indicator was reported; and

iii)
the percentage of months the indicator was below standard.

c)
Provide the Utility segment return on average common equity for each year Decision 97-16 indicators were filed with the Commission.

502. Discuss the advantages and disadvantages of the RSQG plan as proposed in The Companies(CRTC)16Mar01-503 PC.

503. Discuss the advantages and disadvantages of extending the scope of the RSQG to include business customers and/or of implementing a separate plan to address service quality performance for business customers.

504. Discuss the advantages and disadvantages of establishing a service quality guarantee plan for Competitor services to include CISC intervals and standards that have been approved by the Commission.

505. Indicate whether any of the following are provided to any of the company's affiliates and/or an affiliate of another ILEC:

i) Help desk functionality;

ii) Billing/billing support;

iii) Access to switches; and

iv) Any other operations support infrastructure/functionality.

If yes, identify the services/functions provided, the affiliate they are provided to, the associated tariff items and charges for each of the services/functions provided.  If the service(s)/function(s) is not provided pursuant to a tariff indicate the terms, provide a detailed description of the conditions and charges associated with provision of the service(s)/function.

506. Indicate the average provisioning and repair intervals associated with the following retail services:

i) Basic Individual-line residential service;

ii) Basic Individual-line business service;

iii) Centrex service;

iv) Digital access services; and

v) Intra and inter‑exchange data circuits.
Interrogatories for the Companies (Aliant Telecom Inc., Bell Canada, MTS Communications Inc. and Saskatchewan Telecommunications)

Series 100

101. Discuss the advantages and disadvantages of establishing a price cap formula for services within the Competitor services basket in which the X-factor is determined on the basis of unit cost changes in a manner comparable to that proposed by the Companies for the residential subsidy requirement.

Interrogatories for the Companies (Aliant Telecom Inc., Bell Canada, MTS Communications Inc. and Saskatchewan Telecommunications)

Series 200

211. Provide a copy of the Teligen Ltd. local services rates study conducted on behalf of the Companies and TELUS referred to at paragraph 6-15 of the Companies' evidence.

212. For each of the Companies, provide the estimated percentages of 2002 Utility segment revenues attributable to each of the service baskets or categories identified in Figure 2 at paragraph 6-21 of the Companies' evidence.

213. Reference The Companies(CRTC)16Mar01-200 PC (Tables 1 through 8):  For each of the Companies, provide the weighted average residence primary exchange service rate (for single-line and 2/4 party lines, as may be applicable) for each of the years 1998 to 2001.

214. For each of the Companies, provide a forecast of the annual incremental revenues that would be generated in each of the years 2002 through to 2005 assuming that each of the Companies fully exercised the high-cost band residential service pricing flexibility requested in their respective proposals (as well as any specific increases to non-high-cost bands as contemplated in MTS' proposal or business services as contemplated in SaskTel's proposal).  Provide a full explanation of the assumptions used to calculate the forecasts.

215. If the Companies' Service Improvement Program proposals were approved by the Commission, provide the residential basic local exchange rate increase that would be required to recover the cost of the programs, assuming rates in all rates bands were increased equally.

216. In Appendix 2, paragraph B-3 of their evidence, the Companies state that:

The disincentive to rationalize prices works against the objective of rationalizing prices for residential basic service, and therefore the Companies propose a means of overcoming that disincentive.

Provide the Companies' views on whether TELUS' proposal to jointly cap residential basic local exchange rates in high-cost areas and the residential subsidy requirement adequately overcomes the noted disincentive.

217. Reference The Companies(CRTC)16Mar01-205 PC, page 4 of 5:  Provide the supporting rationale and, as may be applicable, supporting evidence of competitive supply for each of the Competitor services for which the Companies propose no longer be subject to an upward pricing constraint.

218. Under the Companies' price caps proposal, Other capped services are collectively limited to an annual price increase of no more than the rate of inflation.  In addition, the Companies propose that when specific services within this basket satisfy a band‑specific "competitiveness test" (i.e., where 30% of customers have a competitive alternative and 5% of customers are served by competitors for the service) at some point during the upcoming price period that they should be immediately uncapped.  Given that the proposed inflation cap for any such service would presumably be considered redundant (by the Companies) if such a competitiveness test were satisfied, explain why it is necessary to conduct the competitiveness test at all and explain why the Companies believe greater upward pricing flexibility for services meeting the test is necessary.

Interrogatories for the Companies (Aliant Telecom Inc., Bell Canada, MTS Communications Inc. and Saskatchewan Telecommunications)

Series 300

304. In discussing current challenges facing the Canadian telecommunications marketplace, the Companies note, in paragraph 2-16 of their evidence, that:

The implication is that Canada's communications market -- including voice and basic data services -- will increasingly be contested by global‑scale players such as AOL Time Warner, Microsoft, IBM (for business services) as well as by more conventional competitors such as AT&T and WorldCom.

The Companies go on to identify a further list of traditional and communications new league players in Table 1 of their evidence.

Identify the Utility segment markets that the Companies anticipate will be subject to direct, facilities-based competition from the traditional and new league competitors listed in Table 1 and describe the extent to which the Companies anticipate losing market share in these market segments to these same players over the next four years.

305. Regarding the table entitled "Comparison of Market Capitalization" in section 3 (following paragraph 3-19) of the Companies' evidence, prepared by RBC Dominion Securities, it is indicated that the "Canadian Telcos" category shown in the table includes the combined sum of: Aliant, AT&T Canada, BCE, Call‑Net Enterprises, GT Group Telecom, Manitoba Telecom and TELUS.  

a) Provide the underlying market capitalization figures for each of these companies for 1 Jan 2000 and 26 May 2001; and 

b) Explain why the Canadian Telcos category shown in the table is the only category of companies that shows an increase in market capitalization between these two dates.

Interrogatories for the Companies (Aliant Telecom Inc., Bell Canada, MTS Communications Inc. and Saskatchewan Telecommunications)

Series 400

407. In the their 31 March 2001 evidence, paragraph 10-23, the Companies state, in reference to the Phase III/SRB results and intercorporate transaction reports, that such reports "continue to consume significant company resources."

Identify and quantify the resources and costs that could be eliminated if the requirement to file SRB/Phase III Reports and Inter-corporate Transaction reports were eliminated by the Commission.

408. If the Commission were to determine that SRB/Phase III Reports were not required for the second phase of the Price Cap regime, but later determines the reports are necessary, would the ILECs be able to reinstate SRB/Phase III reporting after a four year hiatus, and if so at what additional cost and delay?

Interrogatories for the Companies (Aliant Telecom Inc., Bell Canada, MTS Communications Inc. and Saskatchewan Telecommunications)

Series 500

507. In The Companies(CRTC)16Mar01-503 PC, a Residential Service Quality Guarantee (RSQG) plan was proposed based, in part, on quality of service indicators established in Decisions 97‑16 and 2000-24: 

a) Provide the rationale for establishing the monthly penalty of $0.05 times the number of year-end residential NAS for the previous year.  Why would, for example, $0.25 per month not be more appropriate?

b) Included, as part of the RSQG, is a provision that the penalty could not exceed 1.5% of the annual revenues for basic exchange service for the previous year.  What rationale did the Companies use in determining the 1.5%?

c) The RSQG proposal outlines how penalties would be assessed.  In the example provided in The Companies(CRTC)16Mar01-503 PC, Indicator A was below standard for 5 months out of 12, Indicator B for 6 months out of 12, and Indicator C for 7 months out of 12.  The penalties payable for indicators A, B, and C were 0 months, 5 months and 7 months, respectively.  Provide rationale as to why an indicator, such as Indicator A, that was below standard 41% of the time would not be assessed penalties.

d) Do the Companies believe that an indicator that is below standard over 40% of the time demonstrates that adequate service quality is being provided to its customers?

e) What mechanism would the Companies propose for including new indicators, or for changing standards, if approved by the Commission, after the RSQG plan were put in place?

508. Pursuant to Decisions 97-16 and 2000-24, the Companies file monthly quality of service results with the Commission:

a)
Are the Companies' quality of service results audited?

b)
If yes, are the audits performed by the company, external auditors or the Commission?  How often?

509. Provide a copy of the methodology and procedures used to produce monthly Commission quality of service indicators.

Interrogatories for the Companies (Aliant Telecom Inc., Bell Canada, MTS Communications Inc. and Saskatchewan Telecommunications)

Series 700

701. Provide the source of and identify the methodology used to determine the inflation rate factor of 4.1% applied in The Companies(CRTC)27Apr01-700 PC, Attachment 7 (Revised).  In addition, provide any forecasts the Companies may have of the both the chained and fixed-weighted GDP-PIs for the years 2001 to 2005 (or any part of this period if all years are not available).

Interrogatories for Saskatchewan Telecommunications

Series 100

102. In response to SaskTel(CRTC)16Mar01-102 PCR, SaskTel provided historical Total Factor Productivity (TFP) estimates for the period 1997 to 2000.  Provide any TFP estimates the company may have for earlier years.

103. Reference SaskTel(CRTC)16Mar01-102 PCR, The Companies(CRTC)16Mar01-102 PC and TELUS(CRTC)16Mar01-102:  Comparing available TFP estimates for Bell Canada, TELUS (BC and Alberta) and SaskTel, explain why SaskTel should be provided with a smaller productivity offset for its residential subsidy requirement relative to other ILECs.

104. In Figure 1 (following paragraph 6) in its evidence, SaskTel describes the contents of its proposed "services not subject to upward constraint" category in a footnote in which it is noted that this category includes "bundles".  Describe the nature of the bundles that SaskTel proposes to include in this service category and whether any otherwise capped service may be included in the bundles.

Interrogatories for Saskatchewan Telecommunications

Series 700

702. Reference SaskTel(CRTC)27Apr01-700 PCR, Attachments 1 and 2: Providing the results in the same format as shown in these two attachments, recalculate SaskTel's residence subsidy requirement in its high-cost bands using a 3.0% rather than 0.0% productivity offset.

Interrogatories for TELUS Communications Inc.

Series 100

101. With respect to TELUS' proposed definition of qualifying exogenous factor events, describe and provide examples of events that would have the characteristic of being "otherwise recoverable in the absence of price regulation".

102. TELUS proposes that the inflation factor in its proposed price cap index be based on the chained rather than fixed-weighted Gross Domestic Product price index (GDP-PI).  Provide any forecasts of the chained or fixed-weighted GDP-PIs that TELUS may have for the period 2001 to 2006 in whole or part.

103. In describing the Marginal Cost Guideline in paragraph 64 of its evidence, TELUS notes that:

One implication of the marginal cost guideline is that if marginal costs for capped services grow at the same rate as the marginal costs of goods and services in the economy outside of the regulated industry, the price of services capped should rise at exactly the economy-wide rate of output inflation.  However, if marginal costs for capped services are expected to grow less (more) than the marginal costs of other goods and services in the economy outside of the regulated industry, then the rate of growth of capped service prices should be held below (allowed to exceed) the economy-wide inflation rate.

Explain whether or not this same guideline should apply to services within the Competitor services basket and, if so, whether a similar approach to that used by TELUS to determine a productivity offset for residential local services could also be applied to determining a productivity offset for Competitor services.

104. On page 1 of Appendix B of TELUS evidence, Professor Bernstein notes that: 

The proper choice of an X factor is critical to preserve the ideal incentive properties of price cap regulation.  If too small an X factor is imposed, the regulated firm will earn excessive profit, if too large an X factor is imposed, the financial integrity of the regulated firm can be threatened.

Provide Professor Bernstein's views on the factors the Commission should consider, ex post, to assess whether a productivity offset factor may have been set too high or too low?

105. Reference The Companies(CRTC)16Mar01-105 PC, Attachment 1, Table 2, page 11 of 11.  Following the same format, provide TELUS' unadjusted and, if applicable, adjusted annual marginal cost of residential basic exchange telephone service.  Provide a description of the methodology and assumptions used to derive the marginal cost estimates, including a detailed explanation of any adjustments made by TELUS to the annual marginal cost data to ensure consistency in the data over time.  Also, identify of the marginal cost estimates were performed for the TELUS' Alberta and/or BC serving territories.

106. In Appendix B of TELUS' evidence, Professor Bernstein discusses specific guidelines on how to determine the offset under price cap regulation.  Provide Professor Bernstein's views on the key advantages and disadvantages of determining, in the case of a multi‑product firm, an offset based on a product-specific estimate of total factor productivity versus the marginal cost guideline approach described in his evidence.

107. Regarding Appendix B of TELUS' evidence, page 5, Professor Bernstein notes that:

Generally, absent structural changes in the industry, historic marginal cost growth rates can serve as reasonable estimates of corresponding future growth rates.  However, if capped prices are linked solely to imperfect projections of likely cost reductions for long periods of time, then performance levels can deviate substantially from predicted levels.

a) Provide examples of how marginal cost growth rates may be affected positively or negatively as a result of structural changes in the industry.

b) Identify and explain any key structural factors internal to the firm which could also impact future growth rates of the marginal cost of a specific service (e.g., growth rate of other services produced by the firm, the introduction of new complementary services, technological improvements and/or other factors). 
Interrogatories for TELUS

Series 200

211. For BC and Alberta separately, provide a forecast of the annual incremental revenues that would be generated in each of the years 2002 through to 2005 assuming that TELUS fully exercised the high-cost band residential service pricing flexibility requested in its price caps proposal.  Provide a full explanation of the assumptions used to calculate the forecasts.

212. Reference TELUS(CRTC)16Mar01-200:  For each of the Provinces of Alberta and BC, provide the weighted average residence primary exchange service rate (for single‑line and 2/4 party lines, as may be applicable) for the years 1998 to 2001.

213. If the company's Service Improvement Program proposals (for Alberta and BC) were approved by the Commission, provide the residential basic local exchange rate increase that would be required to recover the cost of each of the two programs assuming rates in all rates bands were increased equally (separately in Alberta and BC).

214. For each of the Provinces of Alberta and BC, provide the estimated percentages of 2002 Utility segment revenues attributable to each of the service baskets or categories identified in Table 1 in paragraph 26 of the TELUS' evidence (i.e., Capped HCSA residential, capped non-forborne and uncapped non-forborne).

215. In describing the treatment of Competitor services under TELUS price caps proposal, TELUS notes in paragraph 42 of its evidence that unbundled loops will be subject to an internal price caps mechanism.  Describe the nature of the mechanism contemplated by TELUS in this instance.

216. Provide TELUS' views regarding the advantages and disadvantages of instituting the Companies' proposed competitiveness test (i.e., whereby capped specific services within a rate band would become uncapped if 30% of customers have a competitive alternative and 5% of customers are served by competitors for the service) for capped services during the upcoming price cap period.

***END OF DOCUMENT***
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