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INFORMATION REQUESTED BY

CANADIAN RADIO-TELEVISION AND TELECOMMUNICATIONS COMMISSION

Q. Refer to the market analysis outlined in Review of Regulatory Framework, Telecom Decision CRTC 94-19, 16 September 1994, pages 64 to 70.  

a)
Assess the current state of competition, and the anticipated competitive conditions during the next price cap period, in the market for residence and business local exchange services.

b)
Discuss the extent to which competitive conditions have changed since the introduction of the current price cap plan.

Include financial, economic or regulatory factors that could have affected competition for local exchange services.

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

a)
The market analysis outlined at pages 64 to 70 of Decision 94-19 provides the set of criteria that the Commission has determined should be considered in the event of any application for forbearance.  As the Commission noted at page 66, the first step is to "identify a well‑defined product market that takes into account the substitutes and other market features of the service in question."  After considering the relevant market, the Commission determined that it would assess the degree of market power that is evident in the market for the service in question by considering factors such as the following:

· the market share of the firms providing the service; high market share for the dominant supplier being a necessary, but not sufficient, indicator of market power;

· the availability of economically feasible and practical substitutes;

· the costs to customers of switching suppliers;

· the ease with which competitors can expand output or add capacity in response to price increases;

· the likelihood of entry by alternative suppliers in response to price increases; and 

· evidence of rivalrous behaviour.

Appendix 1 of the Companies 31 May 2001 submission provides a detailed review of the Companies' knowledge of the availability of competitive sources of supply for local exchange and other Utility segment services.  To date, most competitors have focussed their attention on business markets in the major urban centres within the operating territories of the Companies.  However, there is evidence of competitive entry in the residence market, though geographically concentrated. 

As the Companies demonstrated at paragraphs 6-122 to 6-132 of their submission, CLECs have gained a substantial share of the market for business access services in Band A of the operating territories of Aliant Telecom, Bell Canada and MTS.  AT&T, Call-Net, EastLink, Futureway, Group Telecom, Norigen and TELUS are the largest business oriented CLECs.  Futureway's recent acquisition of the assets of C1.Com in Ontario gives it a much greater business market presence than it previously had.  Competitive alternatives to business access services of the Companies are also available to a lesser extent in Bands B and C.

To date, the market penetration of CLECs in the basic residential services markets has been less widespread.  However, as the Companies have discussed in Appendix 1 of their 31 May 2001 submission, there is some evidence that competitors are entering these markets.  Indeed, Aliant Telecom estimates that it has lost 6.4% of its residence exchange NAS in its Band A, and that CLECs have captured 9.3% of the total residence NAS market in this band.  The Companies expect that the impact of their proposals on the potential for entry will be positive.  The Companies expect that their market share with respect to residence access services will decline from current levels, but at a slower rate than has occurred for business access services.

For both the business market and the residence market, where competitive alternatives are available, the customers can switch suppliers at relatively low cost.  This is largely attributable to the development and implementation of the many "enablers" that have facilitated the development of local competition, such as local number portability (LNP) and unbundled loops.  Business customers may be required to reprogram their systems when they change suppliers, but these costs should not be very significant.  The significance of these costs would depend on the particular customer's circumstances, but for most customers should not be a deterrent to changing service providers.

CLECs can respond readily to ILEC price changes in those exchanges where they have facilities in place.  In those cases, they may choose to self‑supply loops in order to take new customers or they may lease loops from ILECs at tariffed rates.  The latter strategy enables CLECs to build a customer base with minimal risk, before making any commitment to build or expand their network presence to enable it to self‑supply loops.  Where CLECs have yet to establish facilities, they may still compete on a resale basis.  Resale competition would require the development of customer support systems and sales teams in those locations. 

CLECs are presently co‑located in the core urban areas of the Companies (i.e., Band A) and several CLECs today have facilities in many Band B wire centres as well.  Cable companies have extensive cable networks, but their investment in telephony varies considerably from company to company.  EastLink is today the most advanced of the cable companies in its investment in telephony applications and is the only cable company that is offering local exchange service to residence and business customers on a commercial basis.  However, the Companies expect this situation to change over the next price cap period as other cable companies increasingly leverage the investments made to upgrade their networks for the purpose of offering high‑speed Internet access services to include other services, including local telephony.

In addition to the CLECs currently serving the residence and business exchange services markets today, there are a number of other parties that have expressed their intention to enter these markets.  Should the Companies' proposals for increased pricing flexibility receive approval, margins available to suppliers of access services will increase and, as a result, the Companies expect that the supply of competitive alternatives to their customer base will increase.  This expansion will be through the growth of current competitors' offerings to a wider audience and through the entry of additional competitors. 

At this time the largest CLECs regularly advertise their service offerings in a wide variety of media.  These CLECs all have web sites that describe their service offerings to potential clients in varying degrees of detail and these sites provide information designed to facilitate customer contact with the CLEC, whether to support an existing service or to explore the potential for new services.  Most business customers have the sophistication to readily take advantage of the information provided on these sites to evaluate which alternatives are available to them.

The sales teams of the Companies report that their CLEC counterparts are regularly visiting customers with offers of equivalent or superior services at lower rates than the ILECs.  While these sales efforts are largely limited to business customers, CLECs such as EastLink and Call‑Net also have undertaken sales campaigns directed at the residence market.  For example, EastLink's brochures, which are readily available on its web site, offer customer savings of 20% to 50% on basic access services and optional features relative to the competing services of Aliant Telecom.  Call‑Net recently distributed brochures offering a bundle of local and long distance services to residence customers in Ontario.

b)
Competitive conditions have changed in very fundamental respects over the current price cap period.  The framework for competition in the provision of switched local access services, in Canada, was established by the Commission in Decision 97‑8.  Since that time, all the enablers required to put this framework into practice have been put in place.  LNP capability has been rolling out steadily across the country and is available everywhere competitors have requested it.  Unbundled elements are available at approved prices, interconnection and co‑location agreements have been worked out between the Companies and CLECs operating in their territories, and the CRTC Interconnection Steering Committee has been resolving major implementation issues.  Competitive alternatives are currently available for most of the Companies' Utility services, particularly in major urban areas.  Where there were no CLECs at the beginning of the current price cap period, there are today several well-established companies competing successfully in the market.  For further detail, see Appendix 1 to the Companies' 31 May 2001 submission. 

