2.0
OVERVIEW OF THE COMPANIES' PROPOSALS
2-1 The Companies' proposals have been fashioned to meet the objectives that: 

-
telephone service prices should continue to remain affordable; 

-
the benefits of facilities‑based competition can be widespread; and

-
the environment will be conducive to investments being made in the telecommunications industry.

2-2 Others in this proceeding have argued that it is not just a question of whether telephone service is affordable, but whether prices are considered to be fair.  The Companies have no difficulty accepting this point.  Indeed, the Companies view affordability as but one component of fairness.  Other components to be considered in evaluating whether prices are fair would include a comparison of prices in Canada to those in similar countries, whether telephone prices represent a substantial portion of household expenditures or family income and the accessibility and quality of services provided to customers.  Others have advanced the notion that assessing fairness requires consideration of earnings.  As discussed below, this is not a relevant issue in this regard. 

2-3 The Companies' proposals work towards the objectives of competition and investment by permitting prices to increase, rather than forcing them to be reduced according to a target productivity offset.  These two objectives alone would lead to proposals for pricing flexibility far in excess of the flexibility afforded by the current price cap rules.  However, the Companies have proposed, in furtherance of the objective of fairness, that the price increases should be gradual, in fact a freeze in real terms overall.  The overall freeze, in real terms, is applied across a vast range of services used by customers:  residential customers, business customers, and competitors.  In addition to the overall real price freeze, the Companies propose other elements which are designed to advance the objective of fairness:

-
individual rate elements are not to increase by more than 10% annually;

-
in high‑cost areas, potential increases are specified that ensure that the pace of price increases and the eventual level to which prices can rise do not exceed those that have already been approved in Canada;

-
incentives would be given to the Companies to maintain service quality at levels that at least meet the standards established by the Commission.  Incentives are in the form of penalties for non‑compliance to standards;

-
detailed and extensive Service Improvement Programs of particular importance to rural Canadians have been designed to ensure that the Commission's basic service objective is achieved on a virtual universal basis;

-
for Bell Canada, payphone pricing flexibility is proposed that would permit a substantially greater number of payphone locations to be in service than under today's rules, while leaving unchanged prices at approximately one quarter of payphone stations; and

-
the Companies are prepared to work with the Commission and other parties towards the establishment of a Consumer Bill of Rights.

2-4 As shown below, the Companies' prices are among the best in the world, and will remain so under their proposals, further ensuring that prices will be considered to be fair.

2-5 The following elements of the proposals work toward the objectives of advancing competition and the prospect of investment by competitors.

-
prices for services that competitors must take from the incumbents will be required to reflect underlying costs;

-
pricing services, other than those that must be obtained from the incumbents, in a manner that reflects market conditions, as opposed to little or no markup as proposed by some competitors, allows for the further development of facilities‑based competition;

-
subsidies, and hence subsidy payments by competitors, will be reduced by virtue of the high‑cost serving area pricing flexibility, whether the price increases are taken by the Companies or not;

-
allowing prices to move up, albeit gradually, rather than being forced down by regulation, improves the financial environment in which to compete; and

-
the Companies agree in principle to putting in place incentives, in the form of penalties for non‑compliance to standards, to maintain high quality of services provided to competitors.

2-6 Finally, the Companies also stress that the regulatory regime going forward should reflect the goal that regulation should not be imposed when other measures are sufficient to protect customers.  In this regard, the Companies have proposed that those services that have not been capped for the last four years should remain uncapped going forward.  Further, the Companies have proposed an objective test for determining when services in relevant markets should be uncapped.

2-7 The following chart illustrates the basket structure and pricing constraints proposed: 

Figure 1

Proposed Pricing Rules
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1
Includes 9‑1‑1, Message Relay Service, call display blocking and unpublished listing

2
Includes basic business access, Megalink, DEA and Microlink outside of some urban areas

3
Basic residential local access service, including Touch‑Tone

4
Includes EAS and Community Calling Plan charges, and basic installation charges

5
Includes Centrex, optional local services, business and digital access in some urban areas and Special Facilities Tariffs

Note:
No predetermined upward pricing flexibility for Aliant Telecom, MTS and SaskTel.  Bell Canada proposes pricing flexibility for its local payphone services in section 6.3.3.  
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