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6.0
ELEMENTS OF THE PROPOSED FRAMEWORK

6.1
Principles Underlying the Pricing Constraints

6-1 In view of the dynamic nature of the industry, in Decision 94‑19, the Commission recognized that the regulatory framework, including the implementation of a price caps regulatory framework, should increasingly be responsive to changes in market realities: 

"The digital universe promises a range of telecommunications services seemingly limited only by the rate of diffusion of new technology, access to capital and the imagination of users.  It is important, in such a dynamic environment, that regulation encourage, rather than impede, the provision of efficient innovative and affordable services.  Regulation must also be flexible and responsive to change, unencumbered by objectives based on static definitions of markets or services."
 

6-2 Decision 94‑19 emphasized the need to increasingly rely on market forces and to impose regulatory constraints only where required.

6-3 Similarly, as set out in section 7 of the Act, one of the objectives of Canadian telecommunications policy is to foster increased reliance on market forces for the provision of telecommunications services and to ensure that regulation, where required, is efficient and effective.
  At the same time, it is important to ensure that high quality telecommunications services are available to all Canadians at affordable rates.

6-4 The structure of the regulatory regime is a critical factor in the attainment of these objectives.  If the wrong regulatory framework is adopted, local competition will be stifled and Canadians will fail to enjoy the benefits that local competition will bring.  To avoid that outcome it is important that the regulatory framework provides the Companies, and all 

competitors, with incentives to invest in facilities and other inputs needed to succeed in the market, while at the same time safeguarding the interests of customers.  This can be done if the regulatory framework adopts the principles outlined in section 2.5.

6.2 Overview of the Proposed Regulatory Regime

6-5 Section 2.5 notes the principles upon which the Companies' proposals for pricing constraints are based.

6-6 Based on the first principle, that market forces should be relied upon whenever possible, the Companies propose that services not be subject to upward price constraints in areas where alternatives are available to at least 30% of customers and 5% of customers have opted for an alternative.  Also based on this principle, because substitute services are available, upward pricing constraints for Centrex services are unnecessary.

6-7 Based on the second principle, that regulation must focus on creating economic incentives for investment, the Companies propose that prices not yet sufficient to induce competitive entry be permitted to rise.  The extent of the increases should be governed by the third principle; namely, that price increases would be conducive to promoting competition while at the same time ensuring that prices are affordable.  With some exceptions, the Companies are proposing pricing flexibility to increase prices for retail services by the rate of inflation.  With this limitation, prices in aggregate will not increase in real terms and should thus raise no affordability concerns.  As one exception, the Companies propose, generally, somewhat greater flexibility for residence exchange service prices in high‑cost areas.  This will permit a gradual reduction in subsidy requirements, as is contemplated by the fifth principle.

6-8 Based also on the third principle, prices for essential and near essential services provided to competitors are proposed to continue to be subject to the constraint imposed in Decision 97‑9.  Specifically, the Companies propose that prices for these services move in accordance with changes to their underlying incremental costs.

6-9 To maintain accessibility to payphone service, Bell Canada proposes that prices for local payphone service remain unchanged in certain locations, and increased in others.  This proposal is consistent with the objective of enhancing competitiveness while preserving affordability which underlie the third principle.

6-10 The third principle also calls for competitive safeguards, as provided for in the application of the imputation test.

6-11 Also based on the third principle, services that are discretionary and not essential to maintaining connectivity require no upward pricing constraints.  For this reason, and to be consistent with imputing a target margin for these services in the quantification of subsidy requirements, options and features should not be subject to upward pricing constraints.

6-12 To enhance regulatory certainty, as contemplated in the fourth principle, the Companies propose a four‑year term for the new regime, which allows for adjustments in narrowly defined circumstances.

6-13 At the pace of increases specified and resultant price levels discussed in the sections below, basic residential local service will continue to remain affordable.  In fact, after four years, the allowed rate for basic residential local service in high‑cost areas will be at about the same level as some of the rates currently charged in certain parts of Canada.  And these price levels would be attained at a pace already endorsed by the Commission for other companies.  For example, the basic residential local rates average $31 in Télébec's territory today, and rates go as high as $34.43 per line.
   The rate levels that result in Télébec's $31 average rate for basic residential local service were approved in Order 2000‑531, wherein the Commission approved, effective 1 July 2000, rate increases of up to $4 per line per month for Télébec
.  As well, in Decision 99‑5, the Commission provided for residential basic service rate increases for the independent telephone companies in 1999, with further increases of up to $5 in each of 2000 and 2001, which, if implemented, would bring rates to as high as $29.85 per month.  Many of these independents today have basic residential individual line rates in the $25 range.
 

6-14 In the Companies' view, absent any evidence to the contrary, there would appear to be no reason to conclude that a rate that has been approved in one region would not be affordable in another region. 

6-15 As well, it is noteworthy that local service rates in Canada are among the lowest in the world.  In a recent study, conducted on behalf of the Companies and TELUS Communications Inc. (TCI), Teligen Ltd., a U.K.‑based consulting group, compared rates for telecommunications services provided by different local exchange carriers in the G7 countries and Australia.  To perform this price comparison, Teligen created a local "basket" of services from a combination of service charges, recurring monthly charges for the line and usage charges related to calls that would have been treated as local, had they been made in a typical Canadian local calling area.  The latter construction is necessary as several service providers in the G7 countries rate all calls on a per‑minute of use basis.  For the purpose of this study, Teligen assumed that all calls less than 50 kilometres in length were "local".  Typical call volumes for these types of calls were estimated and were rated at the applicable rates.  Finally, the prices for the basket of local services in each country were converted to Canadian dollars, using an estimate of the purchasing power parity between Canada and the foreign country.

6-16 The results of the Teligen study are shown in Figure 1 below. 
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Figure 1
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6-17 As well, a number of other studies have shown that basic residential local rates in Canada, and in the Companies' territories, specifically, are low relative to those in other jurisdictions.  For example, in its biennial report on the performance of the communications sector in OECD countries, the OECD reports that, among the G7 countries and Australia, baskets of residence telecommunications services are less expensive in Canada than in any other country except the United Kingdom, and business telecommunications services in Canada are the least expensive  — 35% less than the OECD average on a constant purchasing power parity basis for business and 13% less for residence.
  Studies by the Yankee Group reinforce this view.  A 1999 report comparing Canadian and U.S. telecommunications prices in the consumer market stated "…it is clear Canadian telcos are leading the pricing game in North America, and Canadian consumers are the beneficiaries."
   This result was confirmed by the Yankee Group's recent update of these price comparisons.
  

6-18 In addition, expenditures on telephone service represent a very small proportion of Canadian households' total expenditures.  This proportion has been stable at about 1.5% of household expenditures throughout the 1990s
.  Further, with the Companies' proposal, monthly expenditures on telecommunications services would continue to represent a very small proportion of households' total expenditures.  

6-19 As well, penetration rates, which were at 98.7% in November 2000 for Canada as a whole, are not expected to be adversely affected by the proposed rate increases. 

6-20 Further, the Companies note that the effects of the proposed increases on affordability are being closely monitored and the Companies propose that this monitoring continue.
  

6-21 In the following sections, the Companies describe in detail the proposed pricing constraints.  The diagram below provides a visual depiction of the proposed pricing rules.  

Figure 2

Proposed Pricing Rules
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Note:
No predetermined upward pricing flexibility for Aliant Telecom, MTS and SaskTel.  Bell Canada proposes pricing flexibility for its local payphone services in section 6.3.3.  

6-22 The Companies' proposed pricing constraints are discussed in detail in the sections that follow. 

6-23 Since the range of service offerings, market conditions and ongoing rate rationalization requirements vary by Company, services over which the pricing constraints apply will also vary among Companies.  A list of the specific services and tariff items associated with the proposed service classifications shown in Figure 2 is provided in The Companies(CRTC)16Mar01‑205 PC, and SaskTel(CRTC)16Mar01-205 PCR.

6.3
Pricing Constraints

6.3.1
Pricing Constraints Applicable to Basic Residence Services

6-24 The Companies propose separate pricing constraints for basic residential access service, including Touch‑Tone, in non high‑cost and in high‑cost bands.  These constraints, as well as the pricing constraints for EAS and Community Calling Plan charges, where these rates are not included in the basic monthly recurring charge, and for basic residence installation charges are discussed below.  

6-25 Any expansion of local calling areas would not be subject to predefined constraints.  Rather, the Companies propose that any such proposals be dealt with outside the scope of this proceeding on their own merits.

6.3.1.1
Pricing Constraints in Non High‑Cost Areas
Residence, Non High‑Cost Areas:  All Companies

6-26 In non high‑cost areas, the Companies propose the flexibility to increase the average monthly rate for residence primary exchange service, including Touch‑Tone, each year by no more than the rate of inflation.  As well, a 10% annual limit would apply to increases at the rate element level, which will act as a further safeguard to ensure that rates continue to be affordable.

6-27 The Companies propose that the rate for MRS would remain at its current level throughout the four‑year period, as would the current rate treatment for 9‑1‑1 services.
  Further, for those Companies that have a separate EAS or Community Calling Plan (CCP) charge, (i.e., those charges not included in the basic monthly recurring rate), increases in those charges would also be limited, in the manner discussed in section 6.3.1.3 below.   

Residence, Non High‑Cost Areas:  Aliant Telecom

6-28 In the case of Aliant Telecom, the overall constraint for basic residential local service discussed above would be adhered to once the monthly recurring rates for basic residential individual line service are brought to a common level of $25.00 per line per month across all bands within Aliant Telecom's serving area.  This is the monthly recurring rate currently charged in MTT's serving area.  Such rate rationalization would permit the implementation of a uniform rate structure across all bands in the territories of the former Aliant Telecom operating companies.  The adoption of such a uniform rate level will simplify customer communication, and will also simplify the adoption of common processes within Aliant Telecom.  

6-29 Aliant Telecom proposes the flexibility to implement the increases needed to achieve this common rate level for basic residence individual line service across Aliant Telecom's serving territory in 2002.  The required increases to reach a $25.00 common rate would range from $2.75 per line per month to $3.05 depending on the band, as shown in Table 6.

Table 6

Maximum Allowable Increases in Primary Exchange Residence Individual Line Rates in the

Non High‑Cost Bands of Aliant Telecom

2002

($/line/month)

Province
Bands
Current Basic Residential Individual Line Rate 
Allowable Increase to Reach $25 per line – 2002

Prince Edward Island
B

C
22.25

22.25
2.75

2.75

Nova Scotia
A

C
25.00

25.00
N/A

N/A

New Brunswick
B

C
22.00

22.00
3.00

3.00

Newfoundland
B

C
21.95

21.95
3.05

3.05


N/A = Not Applicable.  

Residence, Non High‑Cost Areas:  MTS

6-30 In MTS' serving territory, rates in the non high‑cost Band D and the majority of the high‑cost Band E are the same, and these rate levels are significantly below the average cost in these bands.  MTS proposes the flexibility to implement increases to basic residential individual line service rates in its Band D that will enable moving rates towards a common level of $30.00 in all of rural and northern Manitoba, at the same pace as in the new high‑cost Bands E and G.  The specific flexibility requested for Band D is discussed below in the context of the pricing flexibility proposed for high‑cost areas.  In all other non high‑cost bands, MTS will limit annual price increases for basic residential individual line service by the rate of inflation each year. 

6.3.1.2
Pricing Constraints in High‑Cost Areas

Residence, High‑Cost Areas:  All Companies

6-31 The Companies propose that rates for residential primary exchange service in high‑cost areas, which are well below cost in all of the Companies' serving areas, be allowed to increase towards cost at a predetermined pace.  This proposal has been designed to facilitate the rate rationalization that must occur for these services and thus reduce the subsidy requirement, while allowing rates to remain affordable.  The reduction in the subsidy requirement is consistent with the Commission's view that industry‑generated subsidies should be minimized.  In Decision 94‑19, for example, the Commission noted that improper pricing policies can result in the misallocation of resources, reduction in choice of supply in certain markets and the suppression of demand in others, resulting in increased costs to information intensive enterprises and barriers to communications among Canadians.
  Further rate rationalization can reduce subsidy requirements and hence increase economic efficiency.

6-32 The Companies propose a four‑year rate rationalization program for these services whereby the Companies would be provided with the flexibility to increase the monthly residential individual line rate, including Touch‑Tone, in each high‑cost band, or sub‑band, if applicable, according to the schedule laid out in the tables below.  This limit would apply to the aggregate of the monthly recurring rate, including Touch‑Tone.  The maximum allowable annual increases in high‑cost bands, or sub‑bands, if applicable, would be company‑specific and, for any one company, would also vary by year.  However, in any given year, the maximum allowable increase in the monthly rate for basic residence individual line service would not exceed $2.00 per line.

6-33 The establishment of company‑ and band‑specific annual limits is necessary given the differences between the current basic residential rate levels and the timing of past increases across companies and across bands and/or sub‑bands.

6-34 In addition, the Companies propose that, where applicable, rate increases for multi‑party service, which are priced below the level of individual line service, would be capped by predetermined amounts each year that would again be company‑ and band‑ or sub‑band specific.  The annual limits on increases in multi‑party rates are provided in The Companies(CRTC)16Mar01‑204 PC.
6-35 For those Companies that have a separate EAS charge, i.e., that charge is not included in the basic monthly recurring rate, that charge will be included in a basket of services for which increases would also be limited by the rate of inflation each year.

6-36 The proposed maximum annual limits on increases in rates for basic residential individual line service in each high‑cost band, or sub‑band, if applicable, by company are discussed below.  Proposals with respect to the treatment of two‑ and four‑party service, where such services are offered, are discussed in The Companies(CRTC)16Mar01‑204 PC. 

Residence, High‑Cost Areas:  Aliant Telecom

6-37 Based on the Commission‑defined high‑cost bands set out in Decision 2001‑238, Aliant Telecom has created three high‑cost bands:  Band E, (containing exchanges with less than 1,500 total NAS), Band F, (containing exchanges with total NAS between 1,500 and 8,000 where the average loop length is over 4 kilometres), and Band G, which consists of exchanges which serve remote areas with no year‑round road access.  Band G exchanges exist only in Newfoundland.  Under Aliant Telecom's current banding structure and rate levels, there is only one distinct price point for all high‑cost bands within a province.  Aliant Telecom proposes the flexibility to implement increases in the high‑cost bands in 2002 that will bring residential individual line rates to a maximum uniform level of $25.00 per line per month across the territory served by Aliant Telecom.  Table 7 shows by province the proposed 

maximum allowable increase under Aliant Telecom's proposal for each high‑cost band for 2002.

Table 7

Aliant Telecom 

Residence Individual Line Service

Maximum Allowable Increase in High‑Cost Bands

2002

($/line/month)

Province
High‑Cost

Bands
Current Rate Individual Line 
Maximum Allowable 

Increase 2002
Maximum Allowable Rate 2002

Newfoundland
E
21.95
3.05
25.00

Newfoundland
F
21.95
3.05
25.00

Newfoundland
G
21.95
3.05
25.00

New Brunswick
E
22.00
3.00
25.00

New Brunswick
F
22.00
3.00
25.00

Prince Edward Island
E
22.25
2.75
25.00

Prince Edward Island
F
22.25
2.75
25.00

Nova Scotia
E
25.00
0.00
25.00

Nova Scotia
F
25.00
0.00
25.00

6-38 Aliant Telecom proposes the flexibility to implement a maximum increase of $1.65 per line per month for residential individual line service for each of the years 2003 to 2005 in each high‑cost band.  Specifically, Aliant Telecom requests the flexibility to move the residence individual line prices in each high‑cost band towards a common price level of $29.95 by 2005.  Table 8 shows by province, the proposed maximum allowable price increases by year by high‑cost band. 

Table 8

Aliant Telecom

Residence Individual Line Service

Maximum Allowable Annual Rate Increases

2003 to 2005

($/line/month)

Province
High‑Cost

Bands
Maximum Allowable Rate 2002
Maximum 

Annual Increase 

2003 to 2005
Maximum Target Rate 2005

Newfoundland
E
25.00
1.65
29.95

Newfoundland
F
25.00
1.65
29.95

Newfoundland
G
25.00
1.65
29.95

New Brunswick
E
25.00
1.65
29.95

New Brunswick
F
25.00
1.65
29.95

Prince Edward Island
E
25.00
1.65
29.95

Prince Edward Island
F
25.00
1.65
29.95

Nova Scotia
E
25.00
1.65
29.95

Nova Scotia
F
25.00
1.65
29.95

Residence, High‑Cost Areas:  Bell Canada

6-39 Based on the Commission‑defined high‑cost bands set out in Decision 2001‑238, Bell Canada has created three high‑cost bands:  Band E, containing exchanges with less than 1,500 total NAS, Band F, containing exchanges with total NAS between 1,500 and 8,000 where the average loop length is over 4 kilometres, and Band G, which consists of exchanges which serve remote areas with no year‑round road access.

6-40 Under Bell Canada's current banding structure and rate levels, there are 11 sub‑bands, with six distinct price points within these sub‑bands.  Eight of these 11 existing sub‑bands have wire centres that will be moved into the three new high‑cost bands, Bands E, F or G.  Bell Canada proposes the flexibility to implement increases in these sub‑bands in 2002 that will be at or below $2.00 per line per month in each sub‑band, such that following these increases there would be four price points within Bell Canada's high‑cost bands.  Table 9 shows the mapping of Bell Canada's current sub‑bands to the high‑cost bands defined in Decision 2001‑238, and the proposed maximum allowable increase under the Company's proposal for each sub‑band for 2002.  

Table 9

Bell Canada

Residence Individual Line Service

Maximum Allowable Rate Increase in High-Cost Bands - 2002

($/line/month)

High‑Cost

Bands
(a)

Current

Bands
(b)

High Cost

Transition Sub‑bands
(c)

Current Rate Individual Line 
(d)

Maximum Allowable 

Increase 2002
(e)

Maximum Allowable Rate 2002
(f)

High Cost

Sub‑Bands


(Note 1)
(Note 2)
(Note 3)


(Note 4)

E

C1

Ea
21.80
2.00
23.80
E1



D1

Eb
21.80
2.00
23.80
E1



D2a

Ec
22.60
1.20
23.80
E1



D2b

Ed
27.65
2.00
29.65
E2

F

C1

Fa
21.80
2.00
23.80
F1



C2a

Fb
22.60
1.20
23.80
F1



C2b

Fc
26.05
2.00
28.05
F3



D1

Fd
21.80
2.00
23.80
F1



D2a

Fe
22.60
1.20
23.80
F1



D2b

Ff
27.65
2.00
29.65
F2



D2c

Fg
28.10
1.55
29.65
F2

G

D1

Ga
21.80
0.45
22.25
G



D3a

Gb
20.25
2.00
22.25
G

Note 1:
Current sub‑bands from which NAS are moved into high‑cost bands.

Note 2:
Sub‑bands in effect in high‑cost bands prior to implementation of any increases for 2002.  If the pricing flexibility proposed for 2002 is exercised, the high‑cost bands would include the sub‑bands shown under column (f), each with a unique rate level.  

Note 3:
Rates include Touch‑Tone.

Note 4:
As noted in Note 2, if the pricing flexibility proposed for 2002 is exercised Bell Canada high‑cost bands would contain six sub‑bands:  E1, E2, F1, F2, F3, and G.  A unique price would apply in each of these sub‑bands.

6-41 As noted above, Bell Canada proposes the flexibility to implement a maximum increase of $2.00 per line per month for residential individual line service, including Touch‑Tone, in each high‑cost sub‑band each year in an effort to set a reasonable pace toward recovering costs in high‑cost serving areas, thereby reducing the subsidy requirement.  Specifically, Bell Canada is proposing the flexibility to move the sub‑band‑specific residence individual line prices in each high‑cost band towards a common price level of $29.65 by 2005, with the exception of the price in Band G, which will be below this common price level.  The specific annual increases and the pace at which this common price level would be reached over the four‑year period from 2002 to 2005 will vary by sub‑band.  

6-42 Taking into consideration the $2.00 maximum allowable limit on annual rate increases, Bell Canada requests the flexibility to set four new price points for individual‑line service for six new high‑cost sub‑bands, (i.e., E1, E2, F1, F2, F3 and G), in 2002.  Under the Company's proposal, by 2005, there would be two price points $28.25 and $29.65, across the Company's high‑cost bands.  Table 10 shows the proposed maximum price increases by year and sub‑band.

Table 10

Bell Canada

Maximum Allowable Annual Rate Increases

Residence Individual Line Service

2003 to 2005

($/line/month)

High‑Cost Bands
(a)

High‑Cost

Sub‑bands
(b)

Maximum Allowable Rate 2002
(c)

Maximum 

Annual Increase 

2003 to 2005
(d)

Maximum Target Rate 2005



(Note 1)
(Note 2)


E
E1
23.80
1.95
29.65


E2
29.65
0.00
29.65

F
F1
23.80
1.95
29.65


F2
29.65
0.00
29.65


F3
28.05
1.60
29.65

G
G
22.25
2.00
28.25

Note 1:
Maximum allowable monthly rate, including Touch‑Tone.

Note 2:
Under the pricing flexibility requested, the maximum allowable residence individual line rate in sub‑bands E2 and F2 would reach $29.65 in 2002, and that in sub‑band F3 would reach $29.65 in 2003.  The rates in the remaining sub‑bands would reach the levels shown in column (d) in 2005.

Residence, High‑Cost Areas:  MTS

6-43 Given the Commission's definition of high‑cost bands in Decision 2001‑238, the exchanges in MTS' current Band E will move into two of three high‑cost bands defined by the Commission, namely, Band E (which contains exchanges with under 1500 total NAS) and Band G (which contains those exchanges that are remote).  Subsidies will only be available in these bands.  MTS has no exchanges that fall into the Commission‑defined high‑cost band F.
  At current rate levels for MTS' Band E, the creation of the high‑cost bands will result in five separate sub‑bands, and three different prices, within the two high‑costs bands.  These sub‑bands and the associated price levels for residence individual line service are shown in the table below.

Table 11

MTS

Residence Individual Line Service

Current Rates (Note 1)

($/line/month)

Existing Bands
High‑Cost Bands
(Note 2)
Current Rate

(Note 3)


Band E
Band G


D
‑
‑
24.20

E2
E2
G2
24.20

E1
E1
G1
23.05

EA
‑
GA
20.30

Notes: 

1. Current rates include Touch‑Tone and Community Calling Service (CCS) where applicable.

2. MTS has no exchanges within the Commission‑defined high‑cost Band F. 

3. Current rates in Bands D and E are significantly below the average cost in these bands.  Many Band D and E2/E1 exchanges are adjacent to one another, enjoy the same level of individual line service, are communities with similar economic and social interest, and have similar CCS, where applicable.  As well, the rates in Band D and for the majority of customers in Band E are the same.  

6-44 MTS is proposing the flexibility to implement a maximum annual increase of $2.00 per line per month, in each of the high‑cost bands, and proposes the flexibility to move prices in rural areas towards a common price level of $30.00 over a four‑year period.  With these increases, rate levels in high‑cost sub‑bands E2 and G2 would reach this level by 2004.  Rate levels in the current sub‑bands E1 and G1 would reach this level in 2005, with the exception of the rate in Band GA which would remain below the $30.00 level in 2005.  

6-45 As discussed in section 6.3.1.1, the residential individual line rates in MTS' current Band D and within the majority of its high‑cost Band E are the same, and these rates are significantly below the average cost in these bands.  In order to prevent customer confusion and misunderstanding that might otherwise arise among customers regarding rates in different rural and Northern Manitoba communities, MTS proposes the flexibility to implement a maximum increase of $2.00 per line within its Band D.  This would allow MTS to move basic residence individual line rates towards a common rate level of $30.00 over a predetermined period in all of rural and northern Manitoba, at the same pace as rate levels within MTS' high‑cost Bands E and G.  This provides increased safeguards to customers, ensures certainty regarding the maximum increases they can expect, provides assurance that rates will move to a common rate level throughout rural and northern areas at the same pace, and also ensures that rates in Bands D, E and G will not exceed $30.00 by 2005. 

6-46 The following table illustrates the proposed pricing flexibility for Bands D, E and G.

Table 12

MTS

Residence Individual Line Service

Maximum Allowable Annual Rate Increases

2002 to 2005

($/line/month)

Existing Bands
New
High‑Cost Band
Current Rate

(Note 1)
Maximum Increase
2002
Maximum Annual Increase

2003 to 2005
Maximum

Target Rate 

2005
(Note 2)


Band E
Band G






D
-
-
24.20
2.00
2.00
30.00


E2
E2
G2
24.20
2.00
2.00
30.00


E1
E1
G1
23.05
2.00
2.00
30.00


EA
-
GA
20.30
2.00
2.00
28.30

Notes:

1. Rates include Touch‑Tone, and CCS.

2. The individual line residential primary exchange service rate in Band D and sub‑bands E2 and G2 would reach $30.00 in 2004.  The rate in sub‑bands E1 and G1 would reach $30.00 in 2005.

6-47 Once implemented, MTS' residence individual line prices would consist of two price points in Manitoba.

6-48 The pricing flexibility being requested in MTS' Bands D, E and G is required to gradually move rates which are significantly below cost closer to costs in these bands.  The increases in Bands E and G would reduce the subsidy requirement per NAS in these high‑cost bands. 

Residence, High‑Cost Areas:  SaskTel

6-49 SaskTel's specific pricing flexibility proposal is outlined in section 2.0 of SaskTel's 31 May 2001 submission.  Generally, SaskTel proposes to increase Network Access Service (NAS) rates in bands where these rates are below cost to $28.00 per month over a four‑year period.  Because of the prevailing differences in rates between high‑ and non high‑cost bands, SaskTel also proposes to bring rates for single‑line business services in high‑cost bands to $38.00 per month over the same period.  Current extra mileage charges would be eliminated.
6.3.1.3
Other Residential Local Services

6-50 This category includes Extended Area Service (EAS) and Community Calling Plan (CCP) charges, where these charges are separately identified (i.e., in the territories of NewTel Communications and SaskTel), and basic residential installation charges.  For these services, the Companies propose the flexibility to increase prices, on average, by no more than the rate of inflation each year.  In addition, price increases at the rate element level would be capped by 10% per year, with the exception of the EAS and CCP charges that apply in Newfoundland.  This is the only province within Aliant Telecom's serving area where such charges are separately identified.  In this case, Aliant Telecom proposes the flexibility to move the current monthly EAS charges in Newfoundland, which range from $1.05 to $5.00, to a common $5.00 rate over time, hence the 10% rate element constraint would not apply.  However, on average, rates for EAS, CPP and basic residential installation charges in any given year, would not be allowed to increase by more than the rate of inflation. 

6-51 The flexibility being requested with respect to EAS/CCP charges in Newfoundland would allow Aliant Telecom to consolidate the current eleven different EAS/CCP rate levels that apply in that province to a single CCP rate, while ensuring that, on average, the rates for services included in the Other Residential Local service category would not increase in real terms.
6-52 As noted in section 6.3.1 above, the expansion of local calling areas would not be subject to predefined constraints.  Rather, the Companies propose that any such proposals be dealt with outside the scope of this proceeding on their own merits.  

6.3.2
Other Services Requiring Upward Pricing Constraints 

6-53 The Companies propose that under the new regime, pricing constraints should not apply for single‑ and multi‑line business services, and digital access services (e.g., Megalink, Microlink and Digital Exchange Access) in areas where competition is sufficient to protect the interests of customers.  The Companies propose a test for determining whether competition is sufficient to remove upward pricing constraints for services.  This test is discussed in section 6.4.1.1 below. 

6-54 Prices for those business and digital access services that do not meet the competitiveness criteria would remain subject to upward constraints.  In addition, prices for certain other services that are currently in the Companies' "Other capped" sub‑baskets under the current regime and which do not meet those criteria would also remain subject to constraints.  These services include operator services, local channels and inward dialing.  A comprehensive list of these services is provided in The Companies(CRTC)16Mar01‑205 PC.  

6-55 With the exception of certain business access services which are non‑compensatory in the territory of SaskTel, the Companies propose that for the services discussed above, the respective weighted average prices be allowed to increase by the rate of inflation each year.  Hence, on average, these prices will not increase in real terms.  In addition, the Companies propose that an annual limit of 10% apply to increases at the rate element level. 

6-56 For the specific pricing flexibility requested by SaskTel with respect to non‑compensatory business access services, see section 2.0 of SaskTel's 31 May 2001 submission.

6.3.3
Local Payphone Services
6-57 Local payphone service is in decline.  As described below, a number of factors have led to a situation where the revenues available to support the service are quickly being reduced.  The current price cap rules have constrained the ability of the Companies to address the situation, and without flexibility to bring solutions forward, the continued accessibility of the public payphone service may well be in jeopardy.  Consequently, the Companies propose that local payphone service be treated outside the new regime, and current payphone rates remain in effect until such time as specific proposals are made to and approved by the Commission on their own merits.

6-58 Below Bell Canada makes a proposal for pricing flexibility for its local payphone service.

Market Analysis

6-59 Local payphone services are one part of what may be defined as the public communications market, i.e., communications that take place in the public environment, while customers are away from their usual residence or business location.

6-60 In the past fifteen years the public communications market has undergone a radical transformation.  Where local payphone services were once the principal form of public communications available to customers while away from home or office, today there are a variety of fast growing alternatives available to all:  wireless and two‑way paging have become dominant forms of public communications.

6-61 At the end of 2000, the number of calls generated in the public communications market in Ontario and Québec was estimated at four billion messages.
  The market is expected to grow to ten billion messages by 2006.  The payphone share of the public communications market (measured in terms of messages) has declined from         # in 1998 to          # in 2000 and this share is expected to decline to       # by 2006.  

6-62 Wireless services are the principal form of communications in the public communications market today.  Wireless services penetration rates have grown exponentially over the past four years and have achieved an overall penetration rate of 30% in Canada today.  Growth of mobile phones is expected to reach a 50% penetration rate by 2003 as additional features are introduced and wireless coverage continues to expand.  The very positive consumer response to wireless services is attributable to the powerful value proposition and benefits that these services have for consumers including portability, convenience and security.  Research and development into wireless technologies is expected to expand their features and reduce their costs, all of which should improve that value proposition in the future.

6-63 There is a significant relationship between the decline in payphone usage and the growth in wireless services.  This relationship is confirmed by Bell Canada's market research.  Surveys conducted with payphone users (defined as persons who makes at least one payphone call per month) in telephone interviews in March 2001, indicate that     # of respondents definitely intend to acquire a cellular phone in the next 6 months, while      # of respondents indicate that they will probably acquire cellular service in the next 6 months.
  In addition, 
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market research conducted in 2000 with over 1,200 wireless customers via monthly telephone interviews, concluded that payphone usage declines to       # of their prior use, on average, after users acquire wireless service.

6-64 In the past year, Bell Canada's payphone messages have declined by       #, while wireless messages have grown by           #.  Based on an analysis of historical data over the past two years, Bell Canada's payphone revenue decreased by about      # per year for each new wireless subscriber.  The rapid expansion of wireless subscribers in the past two years has strongly contributed to a                 # decline of Bell Canada's payphone revenues to 

                  # in 1999 and by a further                 # in 2000.

6-65 To a lesser extent, other factors have also contributed to the erosion of payphone revenues for payphone suppliers in Canada.  First, long distance service rates have declined significantly.  Second, Extended Area Service (EAS) boundaries have been materially expanded causing calls which were previously billed as long distance to be charged as local calls.  Third, new toll free services (1‑8xx) replace calls that were previously billed long distance from payphones with only a $0.25 compensation per call payment to offset this revenue shrinkage. 

6-66 In addition, the increased labour costs to maintain payphone terminals, as well as increased commissions to location providers, have negatively impacted the profitability of this industry.

6-67 All of these technological changes and price reductions have been of tremendous benefit to Canadians.  However, as Canadians enjoy these lower communication costs and take advantage of these newer technologies, payphone service in Canada is increasingly more difficult to maintain.
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The Competitive Situation

6-68 Since Decision 98‑8, Local Pay Telephone Competition, opened the market for public telephone service to competitive entry, numerous competitive pay telephone service providers (CPTSPs) have entered the market across Canada.  While over 300 CPTSPs have registered with the Commission by the end of 2000, there are only five active competitors in the Canadian payphone market in Ontario and Québec:  Canada Payphone Corporation, TELUS Communications Inc., First Canadian Telecom Inc., Paytel Canada Inc. and Goldiphones.  

6-69 Bell Canada estimates that after three years of payphone competition, payphone competitors have not made significant inroads into the payphone market in Ontario and Québec.

6-70 One critical factor that is likely responsible for the small growth in competitor market share is the current rate for local payphone calls:  $0.25 per call.  The local payphone rate, which has been in place close to 20 years (since October 1981), has become a barrier to entry to the payphone industry, as it is insufficient to provide payphone operators with an adequate return on their investment.  It is becoming increasingly difficult for the payphone industry to justify investing the necessary capital in this business, as margins are decreasing and the payback is long.

6-71 Even as unprofitable payphones are removed, the decreasing share of the payphone industry in the public communications market will make the economics of the business ever more challenging.  Without pricing flexibility, Bell Canada would need to remove more than 

      # of its payphones by the end of 2006, with only          # payphones remaining in service in Ontario and Québec at that time.  If these projections occur, Bell Canada's remaining payphones will be concentrated in high traffic and low cost locations, such as airports and 
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shopping malls, thereby being available only to a segment of the Canadian population.  Bell Canada's payphone revenues are expected to decline by       # over that period and Bell Canada's net income (before taxes) from these services is projected to decline by       # over the same period.  As the financial return diminishes, there is a considerable risk that at some point, Bell Canada may be forced to close down its payphone operations entirely. 

6-72 The difficult economics associated with the retail payphone market is also reflected in the equipment market where financial difficulties have been widely reported in the press.

6-73 In conclusion, the payphone industry in Canada is in rapid decline and, without rate relief, payphone competition and public accessibility to payphone service is in jeopardy.

The Payphone Industry Outside Canada 

6-74 The decline in the economics of the payphone industry has also been felt in other countries such as the U.S. and the U.K.  However, in these countries, some steps have been taken to address the declining economics of the industry.

6-75 The vast majority of the local payphone calls in the U.S. are rated at U.S. $0.35 and have been at this level for three years.
  Some operators have differential pricing, charging U.S. $0.50 or more, in high traffic locations (for example, airports), while maintaining a U.S. $0.35 rate in their other locations.  However, in spite of the U.S. $0.35 rate and the multi‑tiered pricing structure, many payphone operators have downsized their payphone business, filed for bankruptcy or attempted to sell their payphone operations.  Others are increasing their standard local rate to U.S. $0.50 at all their payphones in an attempt to salvage their investment and sustain a viable operation. 
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6-76 In May 2001, Qwest Communications announced an increase in the price of a local payphone call from U.S. $0.35 to U.S. $0.50 at all payphones within its territory.  Qwest Communications attributes this price increase to the increasing popularity of mobile phones and points out that payphone calls in its 14‑state region have dropped from 365 million in 1996 to 181 million last year.  The cost of maintaining its 96,000 payphones has risen, resulting in financial difficulty even at the U.S. $0.35 local rate.
  
6-77 In October 2000, British Telecom (BT) doubled the minimum price of using a payphone to 20p (equivalent to Cdn $0.42).  BT attributes the change to the mobile phone explosion (50% penetration of the U.K. population), noting a 12% drop in the volume of payphone calls in 2000.  BT indicates that payphones account for only 6% of calls made outside the home or office.

Treatment of Payphone Services Under the Current Price Cap Regime

6-78 The current price cap regime contributes to inflexibility in the pricing of local payphone services.  The current rules have required any increase in payphone rates to be offset by a decrease in the prices of other services, so that the overall pricing constraint could be met.  Consequently, Bell Canada has been faced with an untenable situation:  to increase the margins in the payphone business, it has been necessary to decrease the margins elsewhere.  Just as in the case of residence and business basic services prices, the linkages of payphone prices to the prices of other services works against the achievement of public policy goals.  Specifically, it jeopardizes the future of community access to payphones and limits the opportunity for successful payphone competition in this market.  The problem needs to be addressed by breaking the linkage among service prices and focusing instead on the price levels that are conducive to meeting the policy objectives for the payphone services market.  

Bell Canada's Payphone Services Proposal

6-79 To continue to provide the public with access to payphones, it is necessary to have the flexibility to increase the rate for local payphone messages to $0.50 per call, and the flexibility to introduce a local directory assistance charge of $0.50 per call at all payphones in its territory.  

6-80 While Bell Canada would prefer to have the flexibility to increase local payphone services rates across the board, and to introduce a local directory assistance charge at all payphones, Bell Canada is aware that concerns have been expressed that such price changes may adversely affect the ability of some users to continue to use payphones to the extent that they do today.  On the other hand, as noted above, without a change in the economics of the industry in the form of higher prices, the availability of the service for all customers is in jeopardy.  To balance these two concerns, Bell Canada is proposing a $0.50 local charge per call limit and to have the flexibility to introduce a $0.50 charge per call for local directory assistance to payphones located indoors.  The local rate for all payphones located outdoors would remain at $0.25 per call and directory assistance in this case would continue to be provided at no charge.

6-81 Outdoor payphones in Ontario and Québec are broadly dispersed over Bell Canada's territory
 and currently represent      # of Bell Canada's payphone base.  Thus, under 

Bell Canada's proposal, widespread accessibility to a low cost alternative for local calling and free directory assistance would be available to all customers.  Bell Canada will further commit to retaining the proportion of outdoor payphones at       # across its territory.
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6-82 Bell Canada notes that at $0.25 per sent paid call the charge is not subject to provincial sales tax (PST) or to the Goods and Services Tax (GST).  However, at rates above $0.25 such taxes apply to sent paid calls.  The proposed flexibility would make rates for sent paid payphone local services and directory assistance subject to both the PST and GST.  A local payphone services rate or a local directory assistance service rate less than $0.50 is not sufficient to materially change the viability of this industry in Canada.  At a price point of $0.50 per message, $0.10 is remitted to the governments for taxes, and results in a net revenue increase of  $0.15 for the payphone service provider. 

6-83 Bell Canada's proposal offers all payphone competitors more pricing room, providing them an opportunity to improve their operating margins.  Competition will thereby have a greater opportunity to succeed if this pricing flexibility is provided.

6-84 The pricing flexibility proposed by Bell Canada, increase the chances that payphone service remains viable and accessible.  It continues to offer the opportunity to access local payphone service for only $0.25 per call.  

6.3.4
Competitor Services
6-85 In Public Notice 2001‑37, the Commission invited proposals on any changes to the current treatment of Utility segment competitor services rates that parties might consider appropriate.
  The Companies were also asked to comment on the appropriateness of the current treatment of competitor services rates, whether there should be modifications to the current process for initiating rate changes and whether competitor services should be included as part of capped services under any new price regulation regime.
  This section provides the Companies' views on these issues.

Regulatory Background

6-86 Over the last number of years, the Commission has gradually opened up all telecommunications markets to competition.  To facilitate competition, the Commission has adopted a number of safeguards.  In particular, the Commission mandated that potential entrants should have non‑discriminatory access to certain services and facilities of the telephone companies.  Where such facilities and services did not exist, the Commission directed the telephone companies to develop these services and make them available to entrants at prescribed prices.  Furthermore, the Commission imposed an imputation test requirement on the services provided by these telephone companies to their customers. 

6-87 In Decision 92‑12, Competition in the Provision of Public Long Distance Voice Telephone Services and Related Resale and Sharing Issues, the Commission concluded that increased competition in the provision of long distance services, with appropriate terms and conditions, is in the public interest.  In this decision, the Commission established a framework for toll interconnection and directed the telephone companies to provide, among other things, non‑discriminatory access to the type of services and facilities that the telephone companies require in order to provide their own long distance services.  In this regard, the Commission directed the telephone companies to establish tariffs for a number of access services and facilities, including a per‑minute charge of $0.011 for switching and aggregation
.  An imputation test requirement was also imposed on the toll services provided by the telephone companies.  

6-88 In Decision 97‑6, Equal Access, the Commission approved the Companies' tariffs for unbundled elements of switching and aggregation service, including trunk‑side connections at access tandem switches or at Class 5 switches, Primary Interexchange Carrier (PIC) processing functions and 8XX database queries.  The rates for these services were based on the mandated pricing principle of Phase II costs plus a 25% markup, with the exception of direct connect service, billing and collection services and connections to Signal Transfer Point (STP). 

6-89 In Decision 94‑19, the Commission approved the Companies' proposal to introduce competition in the local telecommunications market.  In Decision 97‑8, Local Competition, the Commission established a framework for facilities‑based local competition and mandated that 'essential' facilities, as defined in that decision, should be made available to competitors.  The Commission defined essential facilities in Decision 97‑8 as follows:

"The Commission concludes that to be essential, a facility, function or service must meet all three of the following criteria: 1) it is monopoly controlled; 2) a CLEC requires it as an input to provide services; and 3) a CLEC cannot duplicate it economically or technically.  Facilities that meet this definition shall be subject to mandatory unbundling and mandated pricing.  As well, the tariffed rates for these facilities shall be treated as costs in the imputation test."

6-90 Based on the above definition, the Commission concluded that central office codes (NXXs), subscriber listings and local loops in certain bands are essential facilities.  In order to provide the entrants with time to establish their own facilities during the transition towards a facilities‑based competitive environment, the Commission concluded that certain other services and facilities should also be made available to competitors and priced as essential facilities.  These other facilities have since become known as 'near essential' facilities, and include such facilities as local loops in low cost areas and transiting services.  The Commission required the Companies to rate both the essential and near essential facilities‑based on Phase II costs plus a 25% markup, as follows:

"In the Commission's view, therefore, there is no evidence to indicate that a 25% mark‑up on Phase II is excessive, and further, given the differences between cost inclusions in TELRIC and those in Phase II, there is support for the proposition that it is not.  Moreover, it is noteworthy that, generally, when each ILEC's total Utility segment Phase III costs are compared to its total Utility Segment Phase II costs, the Phase III costs exceed the Phase II costs by more than 25%.  In light of the above, the Commission finds that a 25% mark‑up is not excessive.

Accordingly, based on the record of the proceeding, the Commission concludes that rates for essential facilities based on Phase II costs plus a 25% mark‑up are appropriate."

6-91 In the proceedings that followed Decision 97‑8, the Commission has continued to employ the above pricing principle for services it has found to be essential or near essential.
  

The Companies' Proposal

6-92 With regard to the pricing of essential and near essential services, the Commission must be mindful of the impacts on competition that pricing decisions can have.  On the one hand, it may be viewed that lower prices help facilitate entry and then advance the objective of relying on competitive forces where possible.  On the other hand, prices that are too low may entice uneconomic entry and could depress retail prices and discourage the use by competitors of an otherwise efficient technology.  In this way, efficient facilities‑based entry may be hampered by setting the prices for essential and near essential services at artificially low levels.

6-93 Under the current price cap regime, the prices for services listed as competitor services in Attachment D of Decision 98‑2 are subject to review upon application by the telephone companies, competitors or through a proceeding initiated by the Commission.  In Decision 97‑9, the Commission expressed its expectation that should costs for these services change, then prices would be reset to take the change in costs into account. 
6-94 The development of facilities‑based competition is critically dependent on providing services to entrants at market‑based rates where they exist.  Such market driven pricing would provide the right economic signals to the entrants themselves, and the marketplace in general, thereby stimulating facilities builds where economically efficient.  In the case of essential facilities, where market‑based rates are not available, pricing at a markup to incremental costs will encourage economic entry.  

6-95 The Companies propose that the facilities and services, which are considered to be essential or near essential, should be priced at incremental costs plus a 25% markup.  This pricing policy would encourage efficient economic entry so long as the approved incremental costs reflect the costs of provisioning these services.  A complete list of these services is provided in The Companies(CRTC)16Mar01‑205 PC.  

6-96 The Companies believe that the above proposal provides the right framework for a facilities‑based telecommunications marketplace for the following reasons.  Rates for essential or near essential facilities would be based on Phase II costs that reflect the costs of provisioning these services plus a markup.  Phase II costs appropriately capture existing and future costs for the entire study period, in that the underlying studies incorporate the impacts of inflation and productivity growth over the study period.  Hence, competitors are assured that unit cost changes associated with the provision of such services are reflected in the price levels.  As well, the Commission has already put in place a process for initiating rate changes
:

"The Commission considers that [TELUS Communications Inc.'s (TCI's)] proposal to price competitor services at Phase II costs plus an approved mark‑up has merit in that it is appropriate that rates for these services recover Phase II costs and make a contribution to the fixed and common costs of the telephone companies, the level of which has been reflected in approved rates.  Under such a regime, rates for these services would be subject to change only upon application by the telephone companies, competitors or through a proceeding initiated by the Commission.  The Commission considers that the primary rationale for a change in these services' rates would be a change in Phase II costs."

6-97 In situations where the Commission determines that a review of existing rates is warranted, the basis for modifying rates is predicated on evidence of a change in the underlying costs. 

6.3.5
Services with Frozen Rate Treatment

6-98 In Decision 97‑9, the Commission determined that 9‑1‑1 and MRS are generally rated on the basis of Phase II costs and that it was appropriate to freeze the level of these rates, as 

approved at 1 January 1998, over the course of the price cap period.
  In Decision 98‑2, the Commission determined that it would also be appropriate to freeze the rates for Call Blocking 900/976, Call Display Blocking and the terms of the companies' installment payment plans and toll restriction over the price cap period.  In this regard, the Commission noted that "rates for these services, as well as the terms of the telephone companies' installment payment plans and toll restriction, have been set either on the basis of Phase II costs plus an approved markup or otherwise recognizing social policy concerns."
  

6-99 Subsequent to this decision, with regards to 9‑1‑1 service, in Decision 99‑17, 9‑1‑1 Service – Rates for Wireless Service Providers, Centrex Customers and Multi‑Line Customers/Manual Access to the Automatic Location Identification Database, the Commission directed Bell Canada, MTS, NBTel, TELUS Communications (B.C.) Inc. (TCBC) (formerly BC TEL) and TCI to change the method of charging wireless service providers (WSPs) and Centrex customers for province‑wide 9‑1‑1 service.  The Commission concluded that the companies should charge WSPs and Centrex customers per working telephone number, instead of per access line, and that the rate paid by WSPs should be discounted by 50 percent.  To ensure that the change would be revenue neutral, the Commission directed these companies to recalculate their 9‑1‑1 rates, on an annual basis, in accordance with a formula set out in the decision.
   The formula for the annual calculation of 9‑1‑1 rates was further modified in Order 2000‑630, Rates modified for province‑wide 9‑1‑1 service.  There were no changes to the rate treatment in Island Tel's serving area.  In MTT's serving area, 9‑1‑1 service is currently included as part of basic service.  However, MTT filed Tariff Notice No. 789 to unbundle the 9‑1‑1 and the monthly recurring rate.  Approval of this proposal is pending.
6-100 The Companies propose to retain the freeze on the rates and/or terms of the services discussed above, and the Commission‑approved rate treatment for 9‑1‑1 services over the next four years.  In addition, the Companies propose that rates for unlisted number service, which in Order 98‑109 the Commission has capped at $2.00, would be frozen at their current levels. 
6-101 As discussed in section 2.0 of SaskTel's 31 May 2001 submission, SaskTel will require some flexibility in setting the appropriate rates for 9‑1‑1 service before the treatment of those rates is frozen over the term of the plan.
6.4
Services Not Requiring Upward Pricing Constraints

6-102 A service should not be subject to upward pricing constraints if any of the following conditions are met: 

i)
The service is subject to sufficient competition to discipline pricing.  Specifically, if a service passes the competitiveness test, described below, upward pricing constraints should not apply; or

ii)
the service is discretionary; or

iii)
the service is already subject to contractual arrangements that govern prices; or

iv)
the service is a substitute for services that are themselves constrained through market forces or regulatory pricing constraints.

6-103 Each of these conditions is discussed in further detail below.

6.4.1
Services for Which Competition is Sufficient to Discipline Pricing
6-104 Pricing constraints are not required for a service when competition in that service provides customers with protection against the risk of excessive price increases.  In these cases, market forces exert discipline on prices and any additional constraints imposed by regulation would be redundant.

6-105 The Commission has the discretion, and under certain conditions the duty, to forbear from regulating services in geographic markets.  Decision 94‑19 provides the factors to be considered in the assessment as to whether forbearance should be granted.  These factors have been considered for a number of services since the release of Decision 94‑19.  Consideration of these factors has entailed an in‑depth and time‑consuming analysis of market information; an analysis that requires both objective measures and qualitative assessments of the status of competition.  While a rigorous consideration of the relevant factors is appropriate because of the consequent impacts of forbearance on customers and competitors alike, and because of the desire that, once forborne, services should not be re‑regulated, the forbearance process may not allow market factors to discipline pricing as quickly as market conditions warrant.

6-106 In this section, the Companies propose an objective test which, when combined with a pricing restriction, will allow competitive forces to discipline pricing of the incumbents, making additional upward pricing constraints unnecessary.  This test relies on a demonstration of access to competitive alternatives.  Under the Companies' proposal, for services which pass the test, some regulatory oversight would still remain.  For instance, regulatory approval of price changes would still be required, and would be conditioned on the prior demonstration that prices meet or exceed a price floor and that the price would be made available to all customers within the relevant market.  A service that passes the test has advanced along the transition from monopoly to fully competitive; it no longer requires the discipline of regulatory upward pricing constraints, but market conditions for the service would not have been shown to warrant forbearance.  

6.4.1.1
Competitiveness Test 

6-107 As discussed in Appendix 1, barriers to entry in local access markets have been removed with the implementation of the enablers to local competition.  In order to demonstrate that pricing by the ILECs will be disciplined by competitive forces, it should only be necessary to demonstrate that competitive alternatives are available to customers.

6-108 The Companies propose that a simple objective measure of the extent of competitive penetration in the relevant market should be applied to any tariffed service to determine whether upward pricing constraints are still appropriate for that service.

6-109 The Companies' proposed competitiveness test would apply two criteria to assess whether competition has developed to a sufficient extent to remove upward pricing constraints.  The first criterion is that competitive alternatives are available to 30% of customers in the relevant market.  The second criterion is that at least 5% of the relevant market has actually been lost to competitors, other than on a pure resale basis.   

6-110 The criteria proposed by the Companies are similar to the rate deregulation criteria that the Commission applies to Class 1 cable distribution undertakings.  As described in Public Notice 1997‑150
, the Commission employs two criteria to determine whether deregulation of the basic rate and removal of the obligation to serve may apply to a Class 1 cable distributor.  The first criterion is that the basic service of one or more other licensed broadcast distribution undertakings be available to 30% or more of the households in a cable licensee's serving area.  The second criterion is that a Class 1 cable licensee demonstrates that it has actually lost 5% or more of its subscribers to a competitor since the basic service of another licensed broadcast distributor became available in its licensed area.  These criteria only apply to basic cable services.  Discretionary cable services have been fully deregulated for some time.  

6-111 The first criterion, that alternative services be available to 30% of the customers in the relevant market, indicates the availability of competitive alternatives to a significant proportion of customers in the relevant market.  This criterion provides assurances that barriers to entry by competitors are not major deterrents to competition, that conditions of demand and supply are conducive to sustained competition, and that the likelihood of entry is satisfied.

6-112 There may be some concern that a 30% threshold is too low because it would mean that as many as 70% of customers in the relevant market area do not have alternatives available.  Such a concern was not evident in the decision to establish such a rule for cable operators.  Indeed, the Commission specifically rejected proposals to address such concerns in Public Notice 1997‑25
 on the grounds that they were unnecessary and would dampen price competition. 

6-113 However, in order to address such concern, the Companies propose that prices in the relevant geographic market should not be permitted to be deaveraged.  Consequently, the market‑based discipline in pricing for those customers who have alternatives available is extended to those customers, who do not have alternatives directly available.

6-114 The second criterion, that 5% of the relevant market has actually been lost to competitors who are not pure resellers, indicates not only that competitive choice is available to customers but that customers are actually availing themselves of those choices.

6-115 The Companies propose to employ this competitiveness test to determine which non‑discretionary services should no longer be subject to upward pricing constraints.  These criteria provide a clear and objective test to enable the Commission to determine if there is sufficient competition for a service to protect the interests of customers.  As well, for reasons discussed above, the Companies also propose that the Commission adopt a prohibition on price deaveraging within the relevant market.

6-116 The Companies propose that this test would be employed at the outset of the new regulatory regime to assess which services no longer require pricing constraints.  As well, these criteria would continue to be relied on during the term of the pricing regime to determine if pricing constraints should apply for specific services in specific geographic markets. 

6-117 Under the Companies' proposal, once it has been demonstrated that the proposed competitiveness criteria are met for a service in a territory, then upward pricing constraints for that service in that area would be removed.  Of course, applications for forbearance could continue to be made based on the Commission's forbearance criteria.

6-118 The outcome of the application of these competitive criteria for the removal of pricing constraints will be quite different depending on the choice of the relevant market to which they are applied.  Since competition is developing at a very different pace in urban areas than in less urban areas, it is important to select a definition of the relevant market that can capture these differences in the development of competition.  A definition of the relevant market that is too broad will reduce the likelihood of passing the test, and that would lead to the regulation of services in those areas where competition renders upward pricing constraints unnecessary.  Therefore, it is critical to define the relevant market in terms that reflect competitive realities.  

6-119 In the case of local access services, the relevant geographic market can be defined in a number of ways, for example, by city, exchange or band.

6-120 In the Companies' view, for local access services, the most appropriate choice of the relevant market would generally be the band within which service is offered.  This would be the case if competition were widespread across the band.  However, in some cases, the relevant market may be appropriately defined on a narrower basis such as by exchange or group of exchanges, or even below the exchange.  Alternative measures of the relevant market may also be employed on a case‑by‑case basis, specifically in cases where competition is not widespread across an entire band, or group of exchanges or within an exchange.

6-121 For non‑access services, such as, for example, directory services or operator services, the band or exchange may be entirely irrelevant.  The relevant market in these cases would have to be determined on a case‑by‑case basis.

Removal of Pricing Constraints for Business and Digital Access Services in Major Urban Centres

6-122 Based on estimates of market share and statistics on the availability of competitive alternatives within specific bands, business access services and digital access services, excluding Digital Network Access services, in Band A within the serving areas of each of Aliant Telecom, Bell Canada and MTS meet the competitiveness test for removing upward pricing constraints.

6-123 The estimated actual market share losses for these services as of year‑end 2000 are provided in Table 13.  These estimates exclude competitive erosion to resellers.

Table 13

Estimated Market Share Losses for Local Business Access Services

in Bands Containing Large Urban Centres

Year‑end 2000

(%)

ILEC
Band
Single and Multi‑Line Business
Digital Access Services*

Bell Canada
A
#
#

Aliant Telecom
MTT – A
#
#

MTS
A
#
#

*
Digital access services consist of services such as Megalink, Digital Exchange Access and Microlink.  

6-124 Based on the above, Bell Canada, Aliant Telecom and MTS have already experienced competitive losses in business access markets within Band A of their respective serving areas sufficient to meet the Companies' proposed competitiveness test with respect to market share loss. 
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6-125 In addition, for the same services identified above, the other competitiveness criterion proposed by the Companies, namely that alternative services be available to 30% of the customers in the relevant market, is also met today.  One readily available measure of competitive availability is provided by the percent of NAS that are addressable by co‑located CLECs in a band.  Co‑located CLECs refer to CLECs that subscribe to co‑location services in accordance with Commission‑approved tariffs and include those CLECs that use loop extension arrangements in Central Offices (COs) where there are physical limitations on co‑location space.  The percentage of NAS that are addressable by co‑located CLECs in a band would measure the volume of NAS in wire centres where CLECs are co‑located as a proportion of all NAS in a band. 

Bell Canada

6-126 In Bell Canada's serving area, Band A consists of nine wire centres in the core of Toronto, Montreal and Ottawa.  These wire centres provide access to the Public Switched Telephone Network (PSTN) for       # of the Company's business NAS.  

6-127 All wire centres in Band A provide Type 1 physical co‑location to at least three CLECs and several wire centres provide co‑location to five CLECs.  In aggregate, 100% of the business NAS served by Band A wire centers have at least one competitive alternative.

6-128 This assessment of the availability of competitive alternatives does not consider the extent of Type 2 physical co‑location or virtual co‑location.  These co‑location alternatives are widely available in Band A, but the data available only consider the extent to which such co‑location is assigned, not the extent to which it is actually used by CLECs.  Accordingly, the competitiveness test proposed by the Companies is met for business access services in Band A of Bell Canada's serving area.
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Aliant Telecom

6-129 Aliant Telecom's Band A consists of 17 wire centers in the Halifax exchange.  MTT presently has assigned Type 2 physical co‑locations to CLECs in three of these wire centres. 

6-130 Further, MTT offers loop extension service to CLECs in two other wire centres.  Also, one of the main competitors active in Halifax, (EastLink), provides competitive access service alternatives to a large portion of NAS in Band A.  In total, competitive alternatives are available to well over 30% of the total business NAS base in MTT's Band A.  Accordingly, the competitiveness test proposed by the Companies is met for MTT's business access services in this band. 

MTS

6-131 Band A in MTS' serving area consists of one wire centre in Winnipeg.  In that wire centre there are three CLECs with Type 1 physical co‑location.  Thus all business customers in Band A have at least three competitive alternatives available to them.

Conclusion

6-132 Based on the above, the application of upward pricing constraints for business access services and digital access services in Band A within the territories of each of Bell Canada, Aliant Telecom, and MTS are unnecessary. 

6.4.2
Services Which are Discretionary in Nature 

6-133 As the Commission found in Decision 97‑9, no upward pricing constraint is required for optional, discretionary services.  Historically, such services were not subject to upward pricing constraints, even prior to the introduction of local competition.  In fact, under the traditional earnings regulation model that preceded the price cap framework, regulation encouraged the maximization of contribution from these services.  

6-134 In the Companies' view, this policy reflected three fundamental premises.  

6-135 First, it was recognized that, given the optional and discretionary nature of these services, no public policy goal would be served by imposing pricing constraints.  Unlike the case of the basic access rate, there is no policy goal of universal access, nor are there ancillary benefits or network externalities present which cause the general body of customers to benefit from increased penetration of the service.  Second, given the optional and discretionary nature of the services, consumers can tailor their consumption of such services according to the price of the services.  There is thus a degree of pricing discipline exerted by customers themselves.  If prices rise to unacceptable levels, customers cut their consumption.  Third, it was recognized that contribution from these services served the additional purpose of keeping the basic access rate lower than it otherwise would be.  

6-136 While the above three premises justified no upward pricing constraints on optional local services under the traditional regulatory model that preceded the introduction of local competition, there is even more reason to justify such treatment today.  First of all, the three premises described above continue to be valid today.  The services in question continue to be discretionary in nature.  Moreover, under the contribution regime to take effect in accordance with Decision 2000‑745, the subsidy requirement will be calculated for 2002 and beyond by assuming contribution from optional local services of $60 per network access service in high‑cost areas.  In other words, the contribution from optional local services will be required to "subsidize" basic access rates in high‑cost areas and keep them lower than they otherwise would be.  The Commission has thus established a regime whereby the risks of not achieving the $60 target will be borne by the serving carrier and the rewards associated with beating the target will similarly accrue to the serving carrier.  It would be entirely inconsistent with the contribution regime to establish a target as an incentive and, at the same time, impose upward constraints on price changes for optional local services, which would in effect deny the Companies the flexibility to meet or beat that target.

6-137 In today's environment, there is another reason to support no upward pricing constraints on optional local features.  Competition in the local market has been introduced and is a key public policy goal.  Competitors will enter the local market on the basis of the returns generated from the baskets of local services that customers purchase.  Optional local services are an important component of these.  In order to provide incentives for competitors to enter, it is important not to artificially constrain prices in the market through regulation.  Such action would distort market forces and dampen the incentives for competitive entry.  

6-138 For all of the above reasons, it is important to continue not to place regulatory upward pricing constraints on optional local services.  To do so would serve no policy goal.  In fact, it would frustrate policy goals. 

6-139 In addition, treating the pricing of local optional services in the manner proposed by the Companies would be consistent with past Commission practice and policy regarding the pricing of these services.  It would also be consistent with the Commission's treatment of the discretionary programming services offered by the cable industry which have no pricing constraints.

6.4.3
Services for Which Constraints Would Be Redundant
6-140 In cases where rates for certain services are already constrained by factors independent of the price regulatory regime, additional pricing constraints for these services would be redundant.  Services offered under certain Special Facility Tariffs, namely those that are offered under fixed‑price long‑term contracts, fall into this category.  In this case, the service is offered under the terms and conditions of specific fixed‑priced contracts, which in and of themselves impose pricing constraints on the affected services.  

6.4.4
Substitute Services
6-141 Services which are substitutes for other services which are themselves constrained through market forces or regulatory pricing constraints do not require upward pricing constraints.  An example is Centrex service, which is a substitute for business access services and is price positioned with those services.  Since business access prices are already subject to pricing constraints, either via an explicit constraint under the price cap regime, or via the implicit constraint imposed by the fact that there are sufficient competitive alternatives available, Centrex prices are also implicitly constrained.  Hence, additional regulatorily‑imposed constraints on Centrex service are not needed.

6.4.5
Basic Toll Constraints

6-142 In Decision 97‑19, Forbearance – Regulation of Toll Services Provided by Incumbent Telephone Companies, the Commission granted forbearance for the Companies' message toll services.  As part of that decision, the Commission mandated that the Companies observe the following conditions
:

i) that the Companies establish and make publicly available rate schedules setting out the rates for basic toll service, including the 50% discount off basic toll rates for toll calls which originate from, and are billed to, the residence service
 of a registered certified hearing or speech‑impaired Telecommunications Devices for the Deaf (TDD) user;

ii) that the Companies provide reasonable direct notice in writing to customers in advance of any increase to basic toll rates;

iii) that there be no route deaveraging of basic toll rates;

iv) that rate increases within any of the North American Basic Toll Schedules be offset by corresponding decreases within the same schedule such that there is no change to that schedule's weighted average rate; and

v) that the Companies ensure that all toll customers and applicants for toll services in their respective serving territories can choose basic toll service at the rates set out in the Basic Toll Schedules.

6-143 The Commission also indicated that it intended to review the continued need for these conditions in conjunction with its review of the current price cap regime.

6-144 Subsequently, in Public Notice 2001‑37, the Commission invited comments on whether these five conditions should be modified
.  As well, in Public Notice 2001‑37, the Commission noted that this review would address the Companies' 22 August 2000 Part VII application to have commercial credit card surcharges removed from the Basic Toll Schedules
.

Rationale for the Establishment of Basic Toll Constraints in Decision 97‑19

6-145 The Commission noted in Decision 97‑19 that the retention of a ceiling on basic toll rates "…would preclude the Stentor companies from generating increased revenues from the basic toll sector of the toll market which could be used to finance below cost pricing in areas of the market which are highly competitive.  The retention of a ceiling would also provide consumers in the less competitive non‑equal access areas with an additional safeguard against unjust or unreasonable rate increases in a de‑tariffed environment."
  This appears to reflect an uncertainty over the ability of market forces to protect the interests of customers in certain parts of the Companies' serving territories, particularly in areas where equal access was not yet available.

6-146 The Commission also indicated in Decision 97‑19 that "…without the necessity of obtaining prior Commission approval of tariffs, the [former Stentor] companies could, in the absence of safeguards, route de‑average basic toll rates in high‑cost remote areas where there is no effective competition, and raise rates for such subscribers."  This statement appears to reflect a concern that long distance competition might remain a mainly urban phenomenon.

6-147 Thus the conditions set out in Decision 97‑19 for basic toll would only be necessary if market forces would not be effective in disciplining basic toll rates.  In the Companies' view, if there was any reason to doubt the ability of market forces to discipline basic toll pricing in all parts of the country when Decision 97‑19 was issued, there certainly is not today.

The Long Distance Market Today

6-148 Today, customers have numerous options, both for traditional long distance service as well as for newer alternative services.
6-149 Competition in traditional long distance is well established.  Equal access is available to virtually all customers, excluding customers in a very few remote areas in some Companies' territories, as well as four‑party customers.  Customers are quite familiar with the services offered by long distance competitors, which have been advertised and widely promoted in every form of media:  television, radio, print, Internet, as well as through direct marketing and telemarketing campaigns.  Many competitors offer long distance plans with no fees, and there is typically no charge for a customer to change from one service provider to another.
6-150 In addition to equal‑access competition, all customers, even those without equal access, can use alternative long distance services through pre‑paid cards, casual calling, and in many areas, cellular service.  With these alternatives, customers can change their service provider on a call‑by‑call basis.  
6-151 Further, the Companies' discount toll plans are available to all their customers, no matter where they are located.  Indeed, only      # of Bell Canada's long distance minutes are originated by residence customers not subscribed to a discount plan.
6-152 As a result of the evolution of the market since Decision 97‑19, there is no segment of the long distance market that is less open to competition than another.  Since the Commission's intention in establishing the constraints to be applied to the Companies' Basic Toll Schedules was to protect the interests of users in certain market segments where toll service competition was not present, that concern is no longer valid.  It is therefore the Companies' submission that, with the current level of competition in the long distance market, such constraints are not required.

Basic Toll Constraints No Longer Necessary

6-153 In the Companies' view, with the current level of competition in the toll services market, regulatory constraints for the ILECs' Basic Toll Schedules have become unnecessary and should be eliminated.  However, the Companies note that should the Basic Toll Schedule constraints be removed they would continue to make basic toll service rates available to their customers and would make those schedules publicly available.  In addition, the Companies would continue to offer the 50% discount on Basic Toll Schedule rates for qualifying TDD users. 

6-154 With respect to the need to provide written advance notice to customers in the event of an increase to basic toll rates, the Companies believe that in a competitive market, it is in the best business interests of the Companies to provide customers with advance notice of changes to prices and, even in the absence of a specific regulatory requirement, the Companies would continue to do so by various methods, such as bill notations or bill inserts and/or customer
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letters.  However, as noted earlier, with the level of competition in the long distance market today, this regulatory condition is not required to protect consumers' interests. 

6-155 With respect to the constraints regarding weighted average rates and route deaveraging, these conditions appear to reflect an uncertainty over how quickly competition and equal access would roll out following Decision 97‑19.  However, as discussed above, there is now a level of competition sufficient to protect the interests of users in all parts of the Companies' operating territories.  Thus, the Companies submit that constraints on the weighted average rates for the North American Basic Toll Schedules and the prohibition on route deaveraging of prices under the Basic Toll Schedules are unnecessary.

Credit Card Surcharges

6-156 Should the Commission determine that the weighted average constraint for the North American Basic Toll Schedules be maintained, the Companies submit that commercial credit card surcharges should be removed from the Basic Toll Schedules, as requested in their 22 August 2000 Part VII application.
  In that application, the Companies submitted that the concerns that led the Commission to establish pricing constraints on the Basic Toll Schedules are no longer relevant to credit card surcharges.  

6-157 The Companies note that since customers who utilize the credit card billing option are billed directly by their credit card company, the Companies do not know the identity of these customers, nor whether or not they are subscribed to one of the Companies' or another service providers' toll plans.  Indeed, these charges apply regardless of the customer's choice of calling plan.  In addition, charging a call made from a payphone to a credit card is just one of several payment options offered to users of payphones. 

6-158 The Companies further note that charges for payphone calls charged to a credit card are entirely unrelated to the state of toll or payphone competition in the area in which the customer resides or where the specific Company payphone is located.  Finally, the Companies note that with the advent of Decision 98‑8, competing payphone providers can install their own payphones without constraints on pricing beyond a set of basic consumer safeguards that apply to all payphone providers.  Thus, by including the credit card surcharge in the Companies' Basic Toll Schedules, only the ILECs are constrained in the pricing of this payment option.  

6-159 For all of these reasons, the Companies submit that the consumer protection rationale offered for the imposition of the pricing constraint for the Basic Toll Schedules is not applicable in the specific instance of credit card surcharges and that these charges should be removed from the Basic Toll Schedules.  While SaskTel was not a party to the above mentioned 22 August 2000 application, the Companies submit that the same conditions apply in SaskTel's territory and that the Commission's determination in this matter should also apply to SaskTel.

6.4.6
Treatment of Non‑Forborne Competitive Segment Services

6-160 In Public Notice 2001‑37, the Commission invited comments on the appropriate treatment of non‑forborne Competitive segment service rates.
  In The Companies(CRTC)16Mar01‑203 PC, the Companies were asked to provide their views on whether these services should be transferred to the Utility segment and, if so, whether they should form part of the capped services basket. 

6-161 The Companies note that, while the majority of their Competitive segment services have been forborne, certain Competitive segment services, although not included in the price cap regime, remain subject to tariff regulation.  Generally, these latter services can be described as digital private line on certain routes, analogue private line and international private line (IPL) services.

6-162 Below, the Companies demonstrate that within the context of the current Split Rate Base Framework, the reclassification of non‑forborne Competitive segment services to the Utility segment is not appropriate.  Furthermore, as noted in section 4.0, earnings regulation should not be considered in the regulatory framework.  More generally, there is no need to continue to designate services as either Utility or Competitive.  Rather the important regulatory distinction among services is the pricing rules, if any, that apply.  For instance, services can be classified as either "capped", that is where upward pricing constraints apply, or "uncapped", where no upward constraints apply.  Uncapped services can themselves be classified as either forborne or non‑forborne.  A tariffed service would be classified as "uncapped non-forborne" 
Ø

provided that its provider demonstrates that is satisfies the conditions described in section 6.4.
Ø

6-163 In the context of the Split Rate Base, a service should be reclassified from the Competitive segment to the Utility segment only if: 

i) a materially different regulatory treatment is afforded that service once it is reclassified; and

ii) the change in the regulatory treatment is appropriate to the nature of that service.

6-164 If non‑forborne Competitive segment services were reclassified as Utility, then the Companies would propose that these services should not be subject to upward pricing constraints.  These services are subject to competition sufficient to discipline pricing and to protect the interests of customers.  Therefore no regulatory upward constraints need be imposed.

6-165 In the case of digital private line services on routes that are not yet forborne, there is an established process for the consideration of further forbearance for these cross sections and, as evidenced by the number of additional routes that have been forborne since Decision 97‑20, Forbearance from regulation of Interexchange Private Line Services, the extent of competition in the provision of digital data services and high‑speed digital interexchange private line service (IXPLs) is continuing to grow.  As well, on many non‑forborne IXPL routes, there are competitive alternatives available even though they may not meet the strict criteria for forbearance set out in Decision 97‑20, that is, that at least one competitor of a Company is offering the equivalent of DS‑3 bandwidth to at least one customer, using terrestrial facilities from other than the Company or an affiliate of that Company.  For example, AT&T Canada 
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has an extensive national fibre network that enables it to offer a full range of data services, including digital private line services, to thousands of business locations in Canada.  Its broadband network spans more than 14,000 inter‑city fibre route kilometres.  Call‑Net has a transcontinental fibre optic network that covers more than 12,800 route miles spanning both Canada and the U.S.  The Canadian portion of the network extends from Victoria to Québec.  Shaw, Vidéotron and others offer similar services across smaller networks.  Thus competition in this market is continuing to expand and, even where the forbearance criteria are not met, there is competition sufficient to restrain prices.

6-166 In the case of analogue private lines, the Companies note that their interexchange transport networks have grown to be almost exclusively digital and, in general, digital services are the growth preference for most customers.  Accordingly, alternatives exist in the form of digital private line services offered by the Companies and their competitors.

6-167 In the case of international private lines, as noted above, in Decision 97‑20, the Commission found that forbearance of the Companies' interexchange international private line (IPL) services on certain routes would be consistent with the telecommunications policy objectives enumerated in section 7 of the Act and established the criterion that it would apply when considering whether to grant forbearance for other Domestic and Canada‑U.S. routes.  As overseas markets were being served by Teleglobe on a monopoly basis at that time, IPL services on overseas routes were excluded from that proceeding and thus remain subject to tariff regulation.

6-168 The Companies note that, on 4 April 2001, Teleglobe filed a comprehensive application with the Commission seeking forbearance from regulation under these sections of the Act in relation to all of its remaining tariffed services, including IPL services.  In the Companies' view, the evidence advanced in section 2 of that application provides ample evidence of the state of competition in the Canadian international telecommunications market and clearly satisfies the criteria for forbearance, not only for Teleglobe's remaining tariffed services, but also for the Companies' IPL services.  Thus, the Companies rely on the evidence presented in the Teleglobe application and submit that they, like Teleglobe, have no ability to wield market power in the Canadian market for IPL services and that competitive alternatives are widely and readily available to customers from competitive service providers of IPL services. 

6-169 In any event, the Companies note that, whether classified as a Utility or Competitive service, a price floor constraint, represented by the imputation test, would be applied to tariffed services.  In this scenario, no material change would be effected to the regulatory treatment of these services by virtue of their segment classification.

6-170 Consequently, in the event that these services would be classified as uncapped in the Utility segment, the re‑designation of these services from Competitive to Utility would have a 
Ø

material impact on their regulatory treatment only if the Utility segment were subject to some form of earnings regulation.  However, as noted in section 4.0, consideration of earnings should play no role in the regulatory decision regarding allowed price levels for any service.  This is particularly true for Competitive services where the notion of allowed returns, or guaranteed returns, is fundamentally at odds with the situation where prices must be set in consideration of alternatives available to customers.

6-171 Accordingly, if the Utility/Competitive segment distinction were to remain, the necessary conditions for reclassifying Competitive segment services to the Utility segment are not satisfied. 

6.5
Price Floors

6-172 Price reductions for all tariffed services, including services which are subject to an upward pricing constraint, should be subject to the imputation test.  This test was described in Decision 97‑8 and was further clarified in the Commission's letter dated 27 November 1998.
  The application of this test provides sufficient protection to competitors against anti‑competitive pricing.
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6.6
Measure of Inflation 

6-173 Under the Companies' proposal, annual price increases for basic residential local services in non high‑cost areas as well as for certain other services would be limited by the rate of inflation.  As well, as discussed in Appendix 2, for purposes of calculating the subsidy requirement each year, the cost component of the subsidy requirement formula would be adjusted by inflation less a fixed productivity offset target.  For SaskTel's proposal regarding the treatment of the cost component of the subsidy requirement, see section 3.0 of SaskTel's 31 May 2001 submission.

6-174 The Companies propose to continue to use the national Gross Domestic Product ‑ Price Index (GDP‑PI) as the measure of inflation, which is the measure that is used today under the current regime.   

6-175 The GDP‑PI is a measure of national output price changes which is published by Statistics Canada.  The chained GDP‑PI, which will become Statistics Canada's official measure of the GDP‑PI
 effective 31 May 2001 replacing the fixed‑weighted GDP‑PI, measures the cost of a broadly defined basket of goods and services in a particular quarter.  This index is published by Statistics Canada on a quarterly basis.  Although the index is subject to historical revisions, these are generally not large.  
6.7
Exogenous Factor
6-176 Allowance for exogenous adjustments in the regulatory regime is made to accommodate material and unforeseen events which impact the underpinnings of that regime.  For instance, in the current price cap regime, which generally predicates price changes on target changes to the regulated company's costs, adjustments are allowed for events that materially affect that company's costs.  Under the Companies' proposal, retail prices should not generally be regulated with reference to the Companies' costs, but rather with reference to market conditions and the policy objectives of affordability and competition.  Based on these considerations, pricing flexibility for the Companies' Utility services will be established for the next four years.  Consequently, the material impact on a company's costs of an unforeseen event should not necessarily trigger an exogenous adjustment.  Rather, an exogenous adjustment would be necessary only if the event were to materially change the nature of the Utility services, or be inconsistent with the predefined pricing flexibility, both of which are fundamental to the regulatory regime.  It is likely that only decisions made by the Commission would qualify as exogenous events under these conditions.

6-177 A change in taxation policies or practices of either the Federal or Provincial governments could, however, result in material consequences to SaskTel, which should not be excluded entirely from an exogenous adjustment.  In SaskTel's case, in particular, its current status as a Crown corporation could change, or policy changes could occur regarding the taxation of Crown corporations.  Either event could result in material consequences to SaskTel and which would require it to respond in manners inconsistent with the proposed pricing framework.  The impacts on MTS of the introduction of Federal tax responsibility is a case in point.  Thus, a material impact on a company's costs as the result of the addition or changes to its liability for taxes should be subject to an exogenous adjustment.

6-178 Without such an adjustment in these circumstances, the underpinnings of the proposed regulatory framework could effectively be changed on an ongoing basis thereby undermining the overall integrity of the framework, and reducing the predictability of the regulatory environment.  Making allowance for such adjustments at the time the Commission established the framework is also crucial to maintaining investor confidence. 

6.8
Update of Service Band Limits and Indices
6-179 Under the Companies' proposal, specific services or groups of services would be subject to the pricing constraints set out in Section 6.3 of this submission.  With each tariff filing, the Companies will have to demonstrate that these constraints are met. 

6-180 With respect to residence services in high‑cost serving areas the Companies have proposed the flexibility to increase prices by pre‑specified amounts in each year.  Since any proposed price must be equal to or lower than an allowed rate level, compliance with the constraint is indicated by a simple comparison of the allowed price to the proposed price.  This process would also apply in the case of MTS' Band D where rates are below costs and the Company has proposed predetermined annual limits on price increases to move prices closer to cost.  As well, the same process would apply to business prices that are non‑compensatory in SaskTel's non‑high‑cost bands. 

6-181 For the other service groupings that are subject to upward pricing constraints, namely, Residence Services in Non High‑Cost Areas, Other Residence Services, and Other Services, compliance with the applicable overall upward pricing constraint would be demonstrated by comparing a price index of actual price changes with a price index of allowable price changes.  The allowable average price changes would be indicated by a Service Band Limit (SBL) index while the actual average price changes would be indicated by a Service Band Index (SBI).

6-182 For each service category, the SBL and SBI would be set to 100 at the start of the new regime.  The SBL would be updated each year based on the average annual rate of change in the GDP‑PI in the previous calendar year, using the following formula:



SBLt
=
SBLt – 1 * ( 1 + It)


where
SBLt
=
SBL for the service category in year t


SBLt - 1
=
SBL for the service category in year t-1


It
=
the inflation rate in year t, measured by the change in the



GDP-PI from the previous year.

6-183 The SBLs would be updated annually on 31 March (or the closest business day), and would apply for the twelve‑month period from 1 May to 30 April of the following year.

6-184 There are two reasons for selecting 31 March for the annual SBL updates.  First, the Total Subsidy Requirement for each year would be updated on 31 March as well, as per the Commission's determinations in Decision 2000‑745.  The TSR update process is discussed in detail in Section 7 and Appendix 2 of this submission.  Second, data on the GDP‑PI for a particular calendar year is only released by Statistics Canada at the end of February of the following year.

6-185 The SBI for a service category would change on the effective date of any rate change for any service within the category.  The SBI would be updated using a Chained Laspeyres formula, as follows:


SBInew
=
SBIold * ( i [wi, t - 1 * Pi, new/Pi,old]


where
SBInew
=
the updated SBI value for the category


SBIold
=
the previous SBI value


Pi, new
=
the new price for rate element i


Pi, old 
=
the old price for element i


wi, t - 1
=
the revenue weight for rate element i, calculated as the 



ratio of the previous year's revenues for rate element i, to 
Ø



the previous year's revenues for the aggregate of all 
Ø



services in the category 
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6-186 The base period for determining the revenue weights for the SBI updates in any twelve month period would be the last full calendar year prior to these updates.

6-187 In practice, changes in a particular SBI represent a measure of the incremental change in the aggregate price of services each time rate revisions are proposed.  SBI updates would, in general, occur in conjunction with the effective date of tariff changes.

6-188 Further, any rate increases would also conform to any rate element level constraints that may apply and any rate decreases would have to meet imputation test requirements. 

6.9
Length of the Price Cap Plan
6-189 The appropriate length of time for the new price regulation period depends on the nature of the pricing constraints and the other parameters of the regime adopted for that period.  A review of the plan is generally undertaken to reduce the risk to customers, competitors and shareholders that the constraints and parameters of the plan do not enable attainment of the objectives of the regime.  If the period between reviews is too short, it blunts the incentives that are associated with price regulation.  As well, a short period would not provide sufficient time to assess whether the constraints and parameters chosen are enabling the attainment of objectives such as fostering the development of local competition.  Indeed, in the extreme, a very short period between reviews would negate all of the benefits of price caps.

6-190 If the Companies' proposed regulatory framework is adopted, the Companies believe that a period of at least four years before a review will allow enough time for the proper incentives to work.  
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�	In subsequent decisions, the Commission implemented a similar toll competition framework and tariff regime in the operating territories of the other telephone companies.


�	Decision 97-8, paragraph 74. 


�	Decision 97-8, paragraphs 125 and 126.


�	See, for example, Decision 97-6, paragraph 14; Decision 97-15, paragraph 75; Decision 98-22, page 3; Orders 98-1190, 99-15, 2000�212 and 99-241; and Orders 97-1765 and 2000-395. 


�	Decision 97-9, paragraph 148.


�	Decision 97-9, paragraph 153. 


�	Decision 98-2, page 165. 


� 	According to the formula set out in Decision 99-17, the 9-1-1 rate is to be recalculated by dividing the 9-1-1 revenue (obtained under the former rate structure) by a new estimate of demand, which would include WSP and Centrex working telephone numbers.  The Commission directed the companies to use actual demand information for the month of September for the recalculation and to file the proposed recalculated rates by 1 December of each year.


�	Public Notice 1997-150, paragraphs 61 to 74. Note that the Commission retained the right to disallow or suspend any decision to deregulate.  See in particular, Public Notice 1997-25, paragraph 28, and Public Notice 2001�53.


�	Public Notice 1997-25, paragraphs 46-47. 


�	Decision 97-19, paragraph 81. 


� 	The Companies note that, in Order 2000-17, the Commission expanded the application of such discounts to all calls within Canada rated pursuant to the Companies' Canadian Basic Toll Schedules that originate from and are billed to the residence service or calling card of a registered or certified hearing or speech impaired TDD user; all calls within Canada that are routed through or by a message relay centre or service; all calls within Canada that are made from dedicated lines used by registered or certified hearing or speech impaired TDD users at their place of employment and billed to the employer; and all calls within Canada made from a dedicated line leased by a business to offer TDD services to its customers.


�	Public Notice 2001-37, paragraph 33.


�	Public Notice 2001-37, paragraph 32. 


�	Decision 97-19, paragraph 75.


�	It should be noted that SaskTel was not a party to this application but supports the position advanced in this submission. 


�	Public Notice 2001�37, paragraph 23.


�	Commission letter regarding "The Imputation Test Methodology for Local Services", dated 27 November 1998.


�	Effective 31 May 2001, Statistics Canada will adopt the chain Fisher index formula for deriving the official measure of real expenditure-based Gross Domestic Product, instead of the Laspeyres formula that was previously used.  Consistent with this change, the fixed weighted GDP-PI, which is the inflation measure used in the current price cap formula, will be replaced with a chained Fisher index of GDP�PI.  The difference between these two measures relates to the frequency with which the expenditure weights that underlie the index are measured.  The fixed weighted GDP-PI reflects price changes based on a fixed basket of goods and services which make up the GDP in a particular base year, and this basket is updated only periodically.  In contrast, the chained GDP-PI reflects changes in price of the basket of goods and services which make up the GDP-PI which is updated to reflect actual expenditures on a quarterly basis.  As it is based on more current weights, the chained GDP-PI provides a more accurate measure of output price changes than the fixed weighted index. 
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