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INFORMATION REQUESTED BY

CANADIAN RADIO-TELEVISION AND TELECOMMUNICATIONS COMMISSION

Q. In paragraph 54 of Decision 2000-745, the Commission determined that the revenue component of the RSR would be based on the approved rates in effect in HCSAs.

a) In a format similar to that provided in the response to interrogatory The Companies(CRTC)27Apr01-700, provide the subsidy requirement for 2002 for each high-cost band, assuming the proposed SIP is approved by the Commission and the weighted-average current rate is used as the revenue component.  The residence PES costs and estimated 2002 NAS should be those used in the response to interrogatory The Companies(CRTC)27Apr01‑700.  Provide all supporting calculations and assumptions.

b) Restate the RSR in part a) above using the maximum allowable current rate as described on page 7 of the response to interrogatory The Companies(CRTC)27Apr01‑700 for all NAS in each high-cost band.

c) Provide further comments describing the advantages of the use of the weighted-average allowable rate in each eligible band to determine the total subsidy requirement (TSR) versus the use of the proposed maximum allowable rate.  Provide the company's views both as a contributor and a recipient of the national fund.  Comment on the competitive equity of reducing the subsidy per NAS available to CLECs while actual rates are lower than maximum.

d) Restate part a) above using i) proposed 2002 weighted-average rates and ii) maximum proposed 2002 rates.

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 information to 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 requested RSR estimates are provided in Attachment 1.  These estimates were developed using Bell Canada's Phase II costs estimated 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 annual residence NAS in-service forecasts used to compute the RSR estimates include the incremental residence NAS demand associated with the implementation of Bell Canada's proposed service improvement program (SIP).


b)
Bell Canada interpreted the "maximum allowable current rate" in a given band to represent the highest current sub-band level rate within that band.  The RSR estimates requested using the "maximum allowable current rate" are provided in Attachment 2.  As in Attachment 1, RSR estimates are provided under each of Bell Canada's three costing scenarios.  See part a). 


c)
Since the price of residence primary exchange service (PES) differs across the sub‑bands in certain high-cost bands of Bell Canada and MTS, it is necessary to use an average in developing the rate component for the calculation of the subsidy requirements of those bands.  The "average allowable rate" in a band would be the weighted average rate for residential basic service in that band, assuming that the ILEC completely exercised the flexibility afforded by the pricing constraints pertinent to that band.  The Companies' proposal that the average allowable rate be used reflects the principle that the subsidy requirement be calculated based on rates that are achievable under the price cap constraints.  



On the other hand, the maximum allowable rate in each band is the highest allowable rate of all sub-bands within a band.  In instances in which the highest allowable rates within a band differ across sub-bands, the maximum allowable rate would exceed the average allowable rate.  The subsidy requirement based on the maximum allowable rate would therefore be lower than that based on the average allowable rate.  In such instances it would not be possible for an ILEC to raise rates to levels that correspond with the subsidy available, and the subsidy collected may be insufficient to make it viable to provide service in that area even at achievable rates.  For this reason, the Companies do not support the use of the maximum allowable rate in calculating subsidy requirements where the allowable prices for residence PES differ across the sub-bands in a high‑cost band.  



For the reasons stated in Appendix 2 at paragraphs B‑2 and B‑3 of the Companies' 31 May 2001 submission, the Companies' proposal to use the weighted average allowable rate to determine the TSR addresses a fundamental flaw that would occur with use of actual rates.  Specifically, under the national fund approach, if subsidy requirements were based on actual rates there would be an incentive to forego revenues from allowable price increases since those foregone revenues would be provided through the national fund, i.e., from Canadian telecommunications service providers, rather than from the ILEC's customers.



The calculation of the TSR using average allowable rates would be equitable across ILECs and CLECs whether actual ILEC rates are lower than the maximum or at the maximum since both ILECs and CLECs would receive the same per NAS subsidy amounts.  Moreover, the subsidy amount would be independent of the pricing activities of the ILEC.  



The Companies note that the use of actual rates in determining the TSR would require updates to the per NAS subsidy amounts with each rate change.  Paragraph 55 of Decision 2000-745 states, "[t]he amount of subsidy per NAS paid out by the CFA will be adjusted at the time of any such rate increases" [emphasis added].  This could occur at any time.  Since the allowable rates only change according to the price cap period, under the Companies' proposal the subsidy requirements would only change once per year.  The Companies' proposal would therefore require less administration than the use of actual rates.  Moreover, since the allowable rates would be predetermined, there would be greater certainty in projecting subsidy amounts, which would facilitate industry planning.


d)
i)
As discussed in The Companies(CRTC)16Mar01-204 PC, the Companies are proposing the flexibility to increase residence PES rates in high‑cost bands, or sub-bands, to the maximum allowable limits shown in that response.  The RSRs estimated on the basis of the band‑level weighted 

average rate which corresponds to the maximum allowable limits shown in that response are provided in The Companies(CRTC)27Apr01‑700 PC, Attachment 5, Revised 13 August 2001.



ii)
Bell Canada interpreted the "maximum proposed rate" in a given band to represent the highest allowable sub-band level rate within that band, as outlined in The Companies(CRTC)16Mar01-204 PC.  The RSR estimates based on these maximum proposed rates are provided in Attachment 3, under each of the three Bell Canada costing scenarios described in part a). 

