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Q. Evidence of AT&T Canada, August 20, 2001, paragraphs 6-6 and 6-7.

"AT&T Canada is confident that the FBC rate will help to establish the minimum conditions to achieve a sustainable competitive market for local exchange services."   (Emphasis added).

"The implementation of the proposed FBC rate would provide the conditions upon which AT&T Canada and other competitors could build a viable business case for sustainable competition by reducing an important economic barrier.  However, it by no means resolves all financial or operational challenges associated with competitive entry.  Even after implementation of the FBC rate, AT&T Canada's EBITDA to revenue ratio would be 22% as compared to 48%, 47%, 43% and 42% for MTS, Bell Canada, Telus and Aliant, respectively.  (Emphasis added).

(a)
Provide a detailed description of the conditions that would bring AT&T's EBITDA to revenue ratio in line with those of the ILECs as noted above.


(b)
Indicate whether AT&T has examined those conditions.  Explain.

(c)
Is EBITDA to revenue ratio the only measure for viability in the provision of local telephone service?  If yes, please elaborate.  If no, describe others. 


(d)
Provide a summary of the remaining financial and operational challenges associated with competitive entry.

A. In its evidence, AT&T Canada used EBITDA to revenue ratios to indicate AT&T Canada's relative profitability compared to the ILECs.  That particular ratio was used since the data was readily available.  AT&T Canada acknowledges that there are many other financial ratios that could be used to assess profitability, assuming comparable data was available, for example, profit margins, return on total assets, return on common equity.
The primary factors which influence EBITDA are operating revenue and expense (excluding depreciation).  Accordingly, AT&T Canada would have an EBITDA to revenue ratio more in line with those of the ILECs if its revenue and cost profile more closely matched the ILECs.  Since AT&T Canada competes with the ILECs in the market place it is likely that pricing and therefore unit revenues are similar.  However, on the expense side, AT&T Canada's costs are much higher than the ILECs' as evidenced by the high‑cost of serving off-net customers.  See also AT&T Canada's 20 August 2001 evidence, section V, AT&TC(CRTC)31Aug01-3205 PC and AT&TC(CRTC)31Aug01‑3300 PC
