Bell(CRTC)26Jun01-1701 PC

Revised

Supplemental

Page 1 of 8

SUPPLEMENTAL VERSION AS PER CRTC LETTER DATED 2001 08 08

Bell Canada
Response to Interrogatory

13 August 2001
Bell(CRTC)26Jun01-1701 PC

Revised

Supplemental

Page 1 of 8

INFORMATION REQUESTED BY

CANADIAN RADIO-TELEVISION AND TELECOMMUNICATIONS COMMISSION

Q.
a)
In a format similar to that provided by the Companies in the response to interrogatory The Companies(CRTC)27Apr01-700 , provide the estimated residential subsidy requirement (RSR) for each of the three scenarios, for each high-cost band, assuming the proposed SIP is approved by the Commission, with all supporting calculations and assumptions for each of the years 2002 to 2005.  The company is to base its calculation on the estimated average revenues based on proposed rates, estimated cost changes based on proposed productivity factor, assuming an annual inflation factor of 2% and estimated NAS for both incumbent local exchange carrier (ILEC) and competitive local exchange carrier (CLEC).  

b) Assume that a target subsidy requirement is set to decrease incrementally from 2002 to 2005.  Using the same parameters as in part a) above, provide the impact on rates for each high-cost band, assuming the following:

i)
the subsidy requirement is reduced by a further 10% by 2005;

ii)
the subsidy requirement is reduced by a further 25% by 2005; and

iii)
the subsidy requirement is reduced by a further 50% by 2005.

Provide all supporting calculations and assumptions.

c)
Comment on the appropriateness of setting a target level for the subsidy requirement.

A. Pursuant to the Commission's ruling dated 8 August 2001, the Companies are providing the following supplemental information.

Certain information in this response is being filed in confidence with the Commission pursuant to section 39 of the Telecommunications Act.  Release of this information would provide competitively sensitive, disaggregated cost and other information to the Bell Canada's existing and potential competitors that could be used by them to focus on specific market segments, thereby enabling them to formulate more effective business and marketing strategies.  This would result in specific direct harm to Bell Canada.  An abridged version is provided for the public record.


a)
The RSR estimates requested were developed using Phase II costs under the three costing scenarios described in The Companies(CRTC)27Apr01-700 PC, Revised 13 August 2001.  Under Scenario 1, the base Phase II cost estimates are those mandated by the Commission as per paragraph 157 of Decision 2001‑238.  Under Scenario 2, the base Phase II cost estimates are those derived by Bell Canada based on its attempt to replicate the Scenario 1 per band costs by applying the costing assumptions set out in Decision 2001‑238.  Under Scenario 3, the base Phase II cost estimates reflect the Scenario 2 results overlayed with the impact of Bell Canada's update of its capital costs.  

The RSR estimates based on the costing scenarios identified above are provided in Attachment 1 (Scenario 1 costs), Attachment 2 (Scenario 2 costs) and Attachment 3 (Scenario 3 costs).  The annual residence NAS in-service forecasts used to compute these RSR estimates include the incremental residence NAS demand associated with the implementation of the Company's proposed service improvement program (SIP). 


b)
The requested impacts on the band-level rates under the assumptions outlined in i), ii) and iii) are based on the RSRs estimated on the basis of the assumptions outlined in part a).  These impacts, along with the supporting calculations, are provided in Table 1 (based on Scenario 1 costs), Table 2 (based on Scenario 2 costs) and Table 3 (based on Scenario 3 costs).  

To derive the estimated band-level rate impacts shown in the tables, the Company assumed that by 2005, the RSR estimates derived using the assumptions outlined in part a) would be reduced in each high‑cost band by the amount identified under each assumption in i), ii) and iii).

The impact on band‑level rates of reductions to the RSRs by a predetermined percentage in any one year from 2002 to 2004 would be calculated in a similar manner.

Table 1

Estimated Rate Impacts

Based on RSRs Estimated Using Scenario 1 Costs


Band E
Band F
Band G


2005 RSR from part a) ($M)
0.00
0.00
1.22








% Reduction in RSR in 2005






Scenario i)
10%
10%
10%



Scenario ii)
25%
25%
25%



Scenario iii)
50%
50%
50%








Impact on 2005 RSR ($M)






Scenario i)
0.00
0.00
0.12



Scenario ii)
0.00
0.00
0.30
Ø


Scenario iii)
0.00
0.00
0.60
Ø







Impact on Rates ($/line/mo) (Note 1)






Scenario i)
0.00
0.00
1.37
Ø


Scenario ii)
0.00
0.00
3.42
Ø


Scenario iii)
0.00
0.00
6.84
Ø

Note 1:
Derived by dividing the impact on the 2005 RSR shown in the attachment by the average residence NAS in‑service forecast for 2005. 

Ø = Revised.

Table 2

Estimated Rate Impacts

Based on RSRs Estimated Using Scenario 2 Costs


Band E
Band F
Band G

2005 RSR from part a) ($M)
0.00
0.00
1.3






% Reduction in RSR in 2005





Scenario i)
10%
10%
10%


Scenario ii)
25%
25%
25%


Scenario iii)
50%
50%
50%






Impact on 2005 RSR  ($M)





Scenario i)
0.00
0.00
0.13


Scenario ii)
0.00
0.00
0.33


Scenario iii)
0.00
0.00
0.65

Impact on Rates ($/line/mo) (Note 1)





Scenario i)
0.00
0.00
1.48


Scenario ii)
0.00
0.00
3.71


Scenario iii)
0.00
0.00
7.41

Note 1:
Derived by dividing the impact on the 2005 RSR shown in the attachment by the average residence NAS in‑service forecast for 2005. 

Table 3

Estimated Rate Impacts

Based on RSRs Estimated Using Scenario 3 Costs


Band E
Band F
Band G

2005 RSR from part a) ($M)
45.24
91.38
1.32






% Reduction in RSR in 2005





Scenario i)
10%
10%
10%


Scenario ii)
25%
25%
25%


Scenario iii)
50%
50%
50%






Impact on 2005 RSR  ($M)





Scenario i)
4.52
9.14
0.13


Scenario ii)
11.31
22.85
0.33


Scenario iii)
22.62
45.69
0.66

Impact on Rates ($/line/mo) (Note 1)





Scenario i)
1.61
1.08
1.51


Scenario ii)
4.03
2.70
3.76


Scenario iii)
8.05
5.39
7.53

Note 1:
Derived by dividing the impact on the 2005 RSR shown in the attachment by the average residence NAS in‑service forecast for 2005. 

c)
The Companies understand the methodology in question to be that the subsidy requirement in a given ILEC territory would be reduced by a predetermined percentage each year and that the ILEC would be permitted, but not required, to increase residence primary exchange service (PES) rates in high‑cost areas to fully offset the reduction in subsidy amounts received by the ILEC.

In order to address concerns regarding the level of prices and the pace of price increases, additional constraints may still be required on rates for residence PES.  For example, with no additional constraints it would be possible to offset the reduction in the subsidy requirement entirely through increases to rates in a specific band, sub‑band or rate group, which could result in unacceptably large rate increases.  Constraints on rates would result in a regulatory regime resembling that proposed by the Companies. 

The question does not specify whether the same percentage reduction would apply to the subsidy requirements in all ILEC territories or if a separate percentage would be developed for each ILEC territory.  Use of a single percentage reduction across all ILEC territories would not address specific ILEC rate rationalization requirements.  Therefore, it would be necessary to choose different percentage reductions in the TSR to address this issue.

Setting a target level for the subsidy requirement would not guarantee that the target would be realized, because of variances between the eligible revenues used to calculate the percent of revenue factor and actual revenues.  True‑up processes, such as a factor similar to that established in Decision 2000-745, and/or, as discussed in Bell(CRTC)26Jun01-1702 PC, periodic adjustments to the percent of revenue, would still be required to offset these differences. 

Overall, the Companies believe that their proposal, which is based solely on price constraints, is superior to the mechanism contemplated in the question.

