[image: image1.wmf]
Mark Connors
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Fort William Building


P.O. Box 2110
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Ms. Shirley Soehn

Executive Director, Telecommunications

Canadian Radio-television and

  Telecommunications Commission

Ottawa, Ontario

K1A 0N2

Dear Ms. Soehn:


Re:  Public Notice CRTC 2001-37, Price Cap Review and Related Issues
Aliant Telecom Inc. (the "Company") provides the attached supplementary response to a GT Group Telecom Services Corp. interrogatory addressed to Bell et al.  

Yours truly,

________________________________
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Information Requested By


GT Group Telecom Services Corp.

___________________________________________________________________________

Q.
Aliant Telecom has requested the flexibility to move the residence individual line prices in each high-cost band towards a common price level of $29.95 by 2005.  Bell Canada has requested 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.  SaskTel has proposed moving residence Network Access Service rates in high-cost areas from their current level of $22.00/month, plus excess mileage charges where applicable, to $28.00/month by 2005.  MTS has proposed the flexibility to implement a maximum annual increase of $2.00 per line per month, in each of the high-cost bands, and to move prices in rural areas towards a common price level of $30.00 over a four-year period.


a)
Provide, for each ILEC, a detailed rationale for the proposed maximum 2005 residence exchange service rate in high-cost bands.


b)
At paragraphs 6-13 and 6-14, the companies stated:




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. 
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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.  




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. (footnotes removed and emphasis added)



Given the companies' view that "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", provide the rationale for not increasing residence rates in high-cost areas by the end of the next pricing regime to at least the lesser of i) $34.50 or ii) the rate necessary in each band to eliminate the TSR in that band.


c)
In response to The Companies(CRTC)16Mar01-105 PC, at page 2, the companies (excluding SaskTel) stated:



The structure of the TSR calculation results in a system whereby some ILECs will contribute more to the national fund than they will collect from the fund. The resulting cross subsidies from customers of one ILEC to customers of another ILEC creates perverse incentives for ILECs to maximize their share of revenues from the fund by perpetuating or exacerbating their own subsidy requirements.
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In keeping with the principles identified in their 31 May 2001 submission, the Companies believe that the process of calculating the TSR should be structured to mitigate the perverse incentives. (emphasis added)



At paragraph 16 of its supplementary submission, Aliant telecom stated:



The national subsidy mechanism provides incentives for an ILEC to retain lower prices in high-cost areas in comparison to the rates of other ILEC's high-cost areas.  This is because the "rate minus cost" mechanism used for national subsidy fund withdrawals does not set appropriate common target rates for all ILECs.  If an ILEC has a lower rate today than other ILECs, the current mechanism encourages that ILEC to leave their rates at existing levels because they will be fully compensated by the payments into the fund by all industry participants.  This is contrary to the goal of reducing the reliance on the subsidy mechanism, and if all ILECs took this approach, rates would never be made more rational in high-cost areas.  The incentive to not rebalance rates in high-cost areas, or to lag the industry in rebalancing, encourages inappropriate pricing behavior at the expense of the other parties paying into the national subsidy fund.  In order to remove this incentive, the Commission should set common target rate levels for all ILECs that withdraw from the fund.  If an ILEC's rate is lower than the common target rate, then the ILEC should have the option of actually increasing its rates to those target rate levels given its particular market conditions, but for subsidy purposes, the common target rate should be used for funding calculations.  



i)
Provide, for each of the years 2002-2005, Aliant Telecom's proposal for a common target rate to be used for calculating the TSR, detailing how it arrived at the common target rate in each year.
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ii)
Provide the views, with justification, of each Bell Canada, MTS and SaskTel on Aliant Telecom's proposal as described in paragraph 16 of its supplementary submission.

A.
a) and b)

Aliant Telecom fully supports the response to the interrogatory submitted by Bell Canada on its behalf and provides the following supplementary information to the Companies' response to parts a) and b).

In the response the Companies state that the national subsidy pool provides disincentives to price increases in high-cost areas, unless all ILECs are required to calculate their subsidy requirements on the basis of the maximum allowable prices that are similar in all ILEC territories. 

The disincentive results from the national subsidy pool actually providing incentives for companies to rely on the pool, and prolong the subsidy, rather than increase prices in their own HCSAs.  Similarly, companies that reduce their reliance on the pool quicker than others will be financially penalized by doing so because the revenue raised effectively goes to reduce the subsidy payments of all carriers.   

If an ILEC moved its prices in its HCSAs to $34.50, it would likely eliminate a significant amount of that ILEC's subsidy requirement.  However the financial impact of reducing its dependence on the national subsidy could range from positive to very negative depending on the pricing actions of other ILECs.  As any one ILECs subsidy requirement is only a portion of the total national subsidy requirement, depending on the relative number of NAS in that ILEC's HCSAs, an increase in that ILEC's prices could have a very small impact on the national pool.  Unless all other ILECs increased their prices to a similar level (or alternatively the pool reflected the maximum price of $34.50 for all ILECs), the lone ILEC that raised its HCSA prices would receive little financial benefit because the contribution tax rate would only decline marginally.
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Further, if a lone ILEC raised its HCSA price to $34.50 and the other ILECs did not, (or the pool did not reflect that maximum price for all ILECs), the ILEC would likely face a high marketplace cost because of the negative customer reaction to price increases and the resulting cross impacts on other services.  The lone ILEC trying to appropriately price its services by moving its rates closer to cost while still maintaining affordable rates, and reducing its reliance on the national fund, would likely see no significant reduction in its contribution costs as well as incur significant marketplace costs.  In effect, the lone ILEC would likely be significantly worse off even though it was attempting to make economically sound pricing decisions. 

In conclusion, the design of the national pool provides incentives to retain subsidies and could penalize an ILEC for trying to better match prices with costs in its own operating territory.  For these reasons the Companies have outlined in their evidence how the Commission might mitigate such perverse disincentives.

*** END OF DOCUMENT ***
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