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PHASE II COST STUDY

IN SUPPORT OF THE

IMPACT ASSOCIATED WITH

RESIDENCE PRIMARY EXCHANGE SERVICE

IN HIGH-COST BANDS

DUE TO

BELL CANADA'S PROPOSED

2002 SERVICE IMPROVEMENT PLAN

1.0 Description of the Initiative

1. Bell Canada's Service Improvement Plan (SIP) will make Primary Exchange Service (PES) available over the two year period of 2002 and 2003 to an additional 507 unserved localities with 4,922 premises. Of these, 3,691 premises in 384 unserved localities are located in high-cost bands.  Localities not addressed by the Company's current proposal are generally located in areas where the costs of providing service are considered to be well in excess of any reasonable cost limit.

2. Within the newly served localities, the Company expects 2,914 customers to take service.  Of these, 2,202 customers, comprised of 1,990 residential and 212 business customers, are expected to be in high-cost bands.  Customers subscribing to service would be required to pay a $1,000 construction charge, with the option of paying this charge on an installment basis.

3. The Company notes that with the completion in 2001 of its four‑year Local Service Improvement Program (LSIP), all existing customers in its territory will enjoy the basic service objective mandated by the Commission, with the exception of a few hundred customers, served by Code Division Multiple Access (CDMA), a wireless technology, that does not currently provide Call Trace functionality. The Company is proposing to address this issue as part of its current SIP.

4. 
For a more complete description of the initiative, see Bell Canada's Proposed 2002 Service Improvement Plan filed with the Commission on 15 March 2001.

2.0 Phase II Costs

2.1 Study Assumptions

5. A Phase II study was conducted in accordance with Telecom Decision CRTC 79‑16, excluding cross‑effects as per Telecom Decision CRTC 94‑19.  Terminal values were calculated using Discount Service Potential methodology as directed in Telecom Decision CRTC 98-22.

6. The study is limited to Residential PES in high-cost bands that will result from the Company's proposed SIP.

7. The study includes Variable Common Costs.

8. For the purpose of the Total Subsidy Requirement (TSR) calculation, Phase II costs do not include the impact of cost and expense increases and productivity changes in future years.  Additionally, the impact of the Canadian Telecommunications Service Revenue Subsidy Tax was excluded from Phase II costs.

9. Estimates of the capital costs for the major technologies deployed in the proposed SIP were developed from explicit engineering estimates.  Accordingly, working fill factors were not used. 

10. All results are in 2002 dollars.

11. The life estimates assumed for each major capital item are provided in Table 2.1‑1.

Table 2.1‑1

Life Estimates

Major Asset Type
Field Code
Decision 98‑2 Life Estimate (Years)

CENTRAL OFFICE EQUIPMENT






Common Equipment






Power
207C
18


Transmission - Deferrable Plug‑Ins






DPI - ATM and Other Digital
727C
12



DPI - S/DMS Access Node
827C
12


Transmission - Hardwired - Plug‑Ins






OC3, 12, 48 (& other SONET hardware)
657C
11



S/DMS Access Node
857C
14


Switching Equipment






DMS Local (10, 100)
577C
13

OUTSIDE PLANT 




Copper Feeder






Aerial‑Feeder Res & Non‑Urban
2C
21



Submarine Cable
55C
20


Copper Distribution






Aerial
2C
21


Fibre Optic Cable






Aerial
42C
20


OP Structures






Poles
1C
28

REAL ESTATE




Buildings and Towers






Central Office
10C
30



Land
20C
99

SOFTWARE






Initial Transmission Application Software - for 657.5

667C
5


Initial COE Applications Software (Local) - for 577.1

677C
5


IS/IT Software Development

-
3

WIRELESS






Fixed Wireless Access

567C
10


Station ‑ Radio Cellular

138C
7

2.2 Study Period

12. The study period is from 1 January 2001 to 31 December 2006.  A seven year study period was chosen in order to capture the start‑up costs incurred by the Company in 2000 and 2001 which occur prior to the two year roll‑out of SIP in 2002 and 2003.

2.3 Demand Information

2.3.1 Forecast Assumptions and Methodology

13. The Company undertook an extensive survey to obtain reliable estimates of the maximum potential demand from the existing base of unserved residential customers who may request service either at the time that it is made available or in the future.  See Section 3.3 of the Company's submission for more information on the survey.  The estimated take-rates were applied to the number of unserved permanent and seasonal residential premises in the locality to estimate the number of permanent and seasonal residential premises that would subscribe to service if it were made available.

14. A 100% take rate was assumed for existing ERTS and RCS customers, as well as residents on the waiting list for ERTS and RCS.  As noted in paragraph 37 of the Company's submission, ERTS and RCS will be withdrawn in the localities when service is made available, and existing customers migrated to basic service. The Company expects that ERTS and RCS customers will not object to this mandatory migration as they will benefit from a better grade of service at a lower price.

15. For localities that met the qualification criteria, the resulting demand was spread over two years from the date that the locality is proposed to be served (either 2002 or 2003) to reflect the seasonal nature of the customers and the anticipated difficulty in reaching them.  For a description of the qualification criteria see Section 4.0 of the Company's submission.

16. For 2005 and 2006, the Company does not expect any increase in the number of premises taking service, as the $1,000 construction charge would still be applicable.

2.3.2 Estimates of Demand Quantities

17. The demand forecasts used to develop the costs are as follows :

Estimates of Year-End NAS for Residence PES Associated with SIP


2000
2001
2002
2003
2004
2005
2006

Band E
#
#
 #
#
#
#
#

Band F
#
#
#
#
#
#
#

Band G
#
#
#
#
#
#
#

2.4 Economic Parameters and Tax Rates

18. The economic parameters and tax rates used in the study are as follows :

Cost of Capital

#

Cost of Debt

#

Debt Ratio

#

Variable Common Cost

#

ROE ‑ Common
11.00%


Income Tax Rate
39.26%


Miscellaneous Capital Tax Rate
0.411%


Tax Rate on Telecommunications, Gas, and Electricity (Quebec)
8.0%


Gross Receipts Tax Rate (Ontario)
Note 1


Large Corporation Tax Rate
0.225%


Note 1:
3% (2000), 2% (2001), 1% (2002) and 0% (2003 onwards)

# Filed in confidence with the CRTC.

2.5 Cost Inclusions

19. The estimated costs reflect the prospective incremental costs related to the Company's proposed SIP over the period under study.  The cost inclusions, detailed in Tables 2.5‑1 to 2.5‑3, are as follows:

-
The expenses causal to the program include expenditures for conducting market research and technology trials and for the time spent by Company employees in developing the proposal.  Additionally, these expenses include costs incurred for a mail‑out to each premise once a locality becomes served as well as for moves and rearrangements of existing plant due to the capital roll out in 2002 and 2003.

-
The capital causal to the program includes the cost of standardizing new wireless technologies and the Call Trace functionality on CDMA.  Additionally, this capital also includes the cost of developing and implementing the software application to accommodate an installment payment plan for the proposed $1,000 customer contribution.

-
The capital causal to demand includes expenditures for outside plant; switching equipment; transmission equipment; land and buildings; and wireless equipment, including the equipment at the customer premise.  

-
The expenses causal to demand include costs associated with capital related maintenance, service provisioning, advertising, sales management, and other costs relating to the provisioning of this program, such as the wireless licensing fees.

20. Tables 2.5‑1 and 2.5‑3 show the cost impact of the Company's proposed SIP for Bands E, F and G, respectively.  Note that the $ Per NAS Per Month for each band was derived by dividing the Total Cost Impact (PWAC) associated with SIP by the Present Worth of Demand which consists of Residential PES demand adjusted to include the demand associated with SIP.

Table 2.5‑1

Bell Canada

Summary of Cost Impacts due to SIP

Residence Primary Exchange Service

Band E



Present Worth (PWAC)
$ Per NAS



within study period
Per Month


($2002)
($2002)

Total Cost Impacts (PWACs): 

#

#


Expenses causal to the program

#

#



Advertising and Promotion

#

#



Billing ‑ Related

#

#



Other

#

#


Capital causal to the program

#

#



Hardware

#

#



Software

#

#


Capital causal to demand

#

#



Outside Plant Equipment

#

#



Switching Equipment

#

#



Transmission Equipment

#

#



Land and Building

#

#



Other

#

#


Expenses causal to demand

#

#



Maintenance

#

#



Service Provisioning

#

#



Advertising

#

#



Sales Management

#

#



Other

#

#

Present Worth of Demand

#


Present Worth of End of Study Value

#

#

(included in the PWAC)

Totals may not balance due to rounding.

# Filed in confidence with the CRTC.

Table 2.5‑2

Bell Canada

Summary of Cost Impacts due to SIP

Residence Primary Exchange Service

Band F



Present Worth (PWAC)
$ Per NAS


within study period
Per Month


($2002)
($2002)

Total Cost Impacts (PWACs): 

#

#


Expenses causal to the program

#

#



Advertising and Promotion

#

#



Billing ‑ Related

#

#



Other

#

#


Capital causal to the program

#

#



Hardware

#

#



Software

#

#


Capital causal to demand

#

#



Outside Plant Equipment

#

#



Switching Equipment

#

#



Transmission Equipment

#

#



Land and Building

#

#



Other

#

#


Expenses causal to demand

#

#



Maintenance

#

#



Service Provisioning

#

#



Advertising

#

#



Sales Management

#

#



Other

#

#

Present Worth of Demand

#


Present Worth of End of Study Value

#

#

(included in the PWAC)

Totals may not balance due to rounding.

# Filed in confidence with the CRTC.

Table 2.5‑3

Bell Canada

Summary of Cost Impacts due to SIP

Residence Primary Exchange Service 

Band G



Present Worth (PWAC)
$ Per NAS


within study period
Per Month


($2002)
($2002)

Total Cost Impacts (PWACs): 

#

#


Expenses causal to the program

#

#



Advertising and Promotion

#

#



Billing ‑ Related

#

#



Other

#

#


Capital causal to the program

#

#



Hardware

#

#



Software

#

#


Capital causal to demand

#

#



Outside Plant Equipment

#

#



Switching Equipment

#

#



Transmission Equipment

#

#



Land and Building

#

#



Other

#

#


Expenses causal to demand

#

#



Maintenance

#

#



Service Provisioning

#

#



Advertising

#

#



Sales Management

#

#



Other

#

#

Present Worth of Demand

#


Present Worth of End of Study Value

#

#

(included in the PWAC)

Totals may not balance due to rounding.

# Filed in confidence with the CRTC.
