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Information requested by 

Aliant Telecom Inc., Bell Canada, MTS Communications Inc., 

and Saskatchewan Telecommunications 

(The Companies)

______________________________________________________________________________

Q.
Provide AT&T's views on ARC et al's proposal as provided in ARC et al's 20 August 2001 submission.

A.
ARC et al's assessment of the current price caps regime is in large part consistent with AT&T Canada's own assessment.  As discussed in sections 3 and 4 of John Todd and Greg Matwichuk's evidence, prepared on behalf of ARC et al, the current price caps regime has failed to properly balance the interest of consumers, competitors and the ILECs.  They note that, among other things, under the current regime, residential customers are worse off, local competition has failed to materialize and the ILECs have achieved productivity gains well in excess of the 4.5% productivity factor, resulting in Utility segment earnings well in excess of the going-in level of 11%.  Todd and Matwichuk conclude that the existing price cap regime must be missing certain key elements and/or targets have been set too low.

Moreover, they state that "without 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."
  In addition, they add that the "advantages of incumbency have awarded the ILECs an insurmountable competitive advantage."

Two aspects of Todd and Matwichuk's proposal that AT&T Canada agrees with are the need to increase the productivity offset in the next price cap period and the introduction of an effective quality of service incentive program that imposes penalties on ILECs for sub‑standard performance.  
On the other hand, AT&T Canada believes that Todd and Matwichuk's proposal would do little to promote and may even harm the development of competition in the local exchange market.  In particular, their proposal simply calls for the status quo as far as the treatment of competitor services are concerned.  In AT&T Canada's view, fundamental changes are urgently required with respect to the pricing of services provided to competitors in order to offset the ILECs' "advantages of incumbency" and "insurmountable competitive advantages" acknowledged by Todd and Matwichuk.
� 	ARC et al, Evidence 20 August 2001, Todd and Matwichuk, paragraph 51.


� 	Ibid., paragraph 55.





