6.0
OTHER ELEMENTS OF THE PROPOSED REGIME

6.1
Competitor Service Quality Guarantee

6-1 The Companies are not opposed, in principle, to providing a competitor service quality guarantee whereby penalties would be payable to individual competitors.
  As stated by Mr. Dixon,
 there has not been sufficient experience with the current competitor quality of service indicators in order to assess whether the current interim standards are appropriate, let alone to structure a penalty mechanism.
  In fact, most competitor quality of service indicators will not be finalized for at least a year.
 

6-2 The Companies propose that the CISC be directed to assess the current standards and measures in terms of their efficacy in assisting the delivery of quality services to competitors.  The CISC should also be directed to recommend the principles on which a penalty regime should be based, together with the specifics of a penalty regime.  As part of its deliberations the CISC should recommend the best means to effect the following:

· A common agreed upon data set which both the ILEC and the CLEC can monitor, in order to ensure that the right elements are being included in the dataset for a particular indicator.

· Timely and accurate forecasts provided by the CLECs to the ILECs in order to ensure that the ILEC has every opportunity to have in place appropriate systems and staff to meet the forecasted demand.

· A process between any new CLEC entrant and the ILEC for when measurement is to begin.

· The means by which an opportunity is provided to each party to normalize service provisioning/assurance.

· Standards for minimum sample sizes, below which disaggregated results are not reported.

6-3 The CISC should also recommend a set of principles to which any penalty program should adhere.  In the Companies' view, the following principles underlying the residential service quality guarantee
 are equally applicable to a quality program regarding competitor services:

· The quality of service mechanism should be structured so as to provide sufficient incentive to the Companies to meet the indicators, but not to provide incentive to deploy resources in an inefficient manner.  This means there cannot be penalties for every individual breach; and the penalties cannot be so large as to incent inefficient operations.

· Any penalty regime should follow the quality of service standards and reporting requirements that have been established by the Commission.

· Penalties should apply for the period in which persistent problems exist and should continue to apply until the problem has been corrected.

6-4 In addition, and in recognition of the fact that services provided to competitors are not solely in the control of the Companies (i.e., services provided to CLECs often require the co‑operation of the CLEC.  For example, migrated loop completion notices require the co‑operation of the CLEC to accept the completion notice), the following principle should also apply:

· Penalties should apply where a failure to meet a quality of service standard relates solely to the actions of the Companies.  That is, penalties should not apply where a failure to meet a quality of service standard is caused by events beyond the reasonable control of the ILEC.

6-5 Consistent with these principles, the Companies have the following comments regarding the competitors' proposals: 

6-6 Call‑Net's proposal that penalties apply to all orders that fail to meet a given quality of service standard once the standard is breached
, effectively raises the standard to 100% for the indicator that was missed.  If approved, Call‑Net's proposal would provide incentives to the Companies to deploy resources in an inefficient manner since even a single miss would be subject to payment of penalties once an indicator is breached.  Group Telecom's proposed penalty mechanism
 utilizing multipliers which increase over time could also provide an incentive to the Companies to deploy resources in an inefficient manner so as to avoid payment of penalties.  Thorough proposals for quality of service penalties can be discussed in more depth in the proposed CISC process.  At this time the Companies conclude that Call‑Net's and Group Telecom's proposals are inconsistent with sound principles and so should not be accepted.

6-7 In order to expedite the process for the implementation of a competitor quality of service penalty mechanism, the Companies are willing to shorten the process identified in Decisions 2001‑217 and 2001‑366.
  Specifically, the Companies are willing to begin discussion at CISC after submission of the third competitor quality of service report.  The objective of these discussions will be to finalize a report recommending the principles on which a competitor penalty regime should be based, together with the specifics of a competitor penalty regime, by the time the fourth competitor quality of service report is complete.  

6-8 During the period prior to the finalization of any quality of service penalty mechanism for competitors, the Commission would have at its disposal the remedies discussed in The Companies Exhibit #77 should the Commission determine that a remedy is required.  

6.2
Contribution Issues

6-9 Decision 2001‑745 and related decisions determined many aspects of the subsidy regime for residence primary exchange service in high‑cost areas that is to be in effect post 2002.  The subsidy issues addressed in this proceeding are relatively few and are, for the most part, administrative in nature.  A list of the issues addressed and a brief summary of the Companies' positions on each of these issues is provided in the following table:

Issue
The Companies' Position

The Basis for Distributing Subsidies
Subsidies should be distributed based on per‑NAS subsidy requirements, and not on a pro‑rata basis.


The Timing of the Updates to the Subsidy Requirements
Subsidy requirements and the percent of revenue should be updated on a going forward basis according to the price cap year.


The Use of Allowable vs Actual Rates in Calculating Subsidy Requirements
The rate component of the subsidy requirement calculation should be the "average allowable price" in a band
 

The determination of the Productivity Offset (i.e., X‑factor) that should be used to reduce the cost component of the formula used to determine the annual Subsidy Requirement 
The X‑factor should be based on the average annual change in unit costs for residence PES in high‑cost areas.
  Based on Bell Canada's unit cost analysis
, the X‑factor for Bell Canada, Aliant Telecom and MTS should be set at 3.5%.
  This reflects the difference between the average annual decline of 1.2% in Bell Canada's unit costs for residence PES over the 1988 to 2001 period relative to the 2.3% change in economy‑wide unit costs over the same period.  

Periodic Adjustments to the Percent of Revenue
The percent of revenue should be examined periodically and revised if necessary, on a going forward basis, to address deficit or large surplus situations.


Setting a Target Level for the Subsidy Requirement
It would not be appropriate to set a target level for the subsidy requirement.
 

6-10 Regarding the issue of which price levels to use in the calculation of the subsidy requirement, the Companies noted that using the maximum allowable rate, as specified in their 31 May 2001 submission, would provide the proper incentives for all parties.  The Companies note that TELUS agrees with this position
, and other parties did not comment on this issue.

6-11 With respect to the annual updates of the residential subsidy requirement (RSR), the Companies have proposed that the amount of the RSR each year be determined by adjusting the Phase II costs that are used in the calculation of the RSR by inflation less a 3.5% productivity offset.
  The 3.5% target offset was derived by examining the trend in the unit costs associated with Bell Canada's residence primary exchange service (PES) over the 1988 to 2001 period.  Specifically, Bell Canada used its residence PES Phase II costs developed using PARC studies over the 1988 to 2001 period,
 and adjusted these costs so as to remove the impact of methodology changes and service definitions over time.  The resultant time series of costs was used to develop an estimate of the average annual change in residence PES costs over this period.  This analysis shows that the average annual unit cost change for residence PES was ‑1.2% over this period.  Combined with the economy‑wide unit cost change of 2.3%, this translates into an X‑factor of 3.5%.  

6-12 A detailed description of the methodology used to develop this unit cost trend and calculate the year‑over‑year unit cost changes based on the adjusted costs is provided in The Companies(CRTC)16Mar01‑105 PC, Attachment 1. 

6-13 The national subsidy program affects many industry players, including ILECs, APLDS, CLECs, resellers, WSPs, international licensees, satellite service providers, Internet service providers (if a telecommunications service is provided), payphone providers, data and private line service providers.  In 2002, the approximately 40 smaller independent companies will also be included as recipients and as potential contributors.  In view of the large number of affected parties, the procedures of the national fund must be as administratively straightforward as possible.  These procedures must also minimize financial impacts on the participants, for example surpluses in the national pool must be kept within reasonable limits.  The Companies' proposals have been developed in accordance with these principles. 

6.3
Proposed Treatment of the Basic Toll Schedule 

6-14 As detailed in section 6.4.5 of the Companies' 31 May 2001 submission
, competition in the long distance market is well established and customers have numerous options, both for traditional long distance service as well as for newer alternative services.

6-15 Equal access is available to virtually all customers, excluding customers in only a very few remote areas in some Companies' territories, as well as four‑party customers.  Competitive alternatives are therefore available to almost all of the Companies' customers.  In addition, even those customers without equal access can use alternative long distance services through pre‑paid cards, casual calling, and in most areas, cellular service.  With these alternatives, customers can change their service provider on a call‑by‑call basis.  

6-16 Further, the Companies' discount toll plans are available to all their customers, no matter where they are located.  As well, the Companies all offer toll plans that have no minimum usage requirements, which was not universally the case at the time of Decision 97‑19.  As Ms. Highet stated during cross‑examination by Mr. Janigan:

"Because, as I indicated to you, equal access is available to almost 100 per cent of the base.  It is a fully competitive market.  There is absolutely no need to put pricing constraints where we don't need pricing constraints, so we are requesting pricing constraints to be removed on this specific piece of the business."

6-17 Mr. Farmer also described the situation for these services in terms of the Companies' principle that there should not be regulation where regulation is not required:

"I have to say I look at the basic toll restrictions as a hangover from the forbearance days where there was a concern expressed at the time that maybe some customers wouldn't be able to avail themselves of all the choices.

If there was a concern then, I would have to say there isn't a concern now simply because of the nature of the market right now and how well known long distance competition is."

6-18 There is no evidence that customers who continue to use the Basic Toll Schedule for their long distance calling lack the ability to respond to these competitive alternatives.  As discussed in the Companies' 31 May 2001 submission, the services offered by the Companies' long distance competitors have been advertised and widely promoted in every form of media: television, radio, print, Internet, as well as through direct marketing and telemarketing campaigns. 

6-19 Thus, while a small minority of customers may decide for a variety of reasons not to take advantage of such opportunities
, in the Companies' view, it is the customer's choice with respect to whether or not they opt to subscribe to the various alternatives available to them.
  

6-20 The Commission's intention in establishing the constraints to be applied to the Companies' Basic Toll Schedules was to protect the interests of users in certain market segments where toll service competition was not present.
  The market has matured to the point where that concern is no longer valid.  It is therefore the Companies' position that, with the current level of competition in the long distance market, such constraints are no longer required.

6.4
Proposed Treatment of Credit Card Surcharges
6-21 As detailed in the Companies' 22 August 2000 Part VII application, Removal of Credit Card Surcharges from the Companies' Basic Toll Schedules, and as reiterated in section 6.4.5 of the Companies' 31 May 2001 submission
, the concerns that led the Commission to establish pricing constraints on the Companies' Basic Toll Schedules are not, and never have been, relevant to credit card surcharges.  These surcharges are entirely unrelated to the state of toll or payphone competition in the area in which the customer resides or where a specific company payphone is located.  

6-22 Use of the credit card billing option is purely discretionary.  Charging long distance calls to a commercial credit card, from a payphone equipped with a card reader, is just one of many payment options available and is offered to customers as a convenience.  Other options include cash, calling card, prepaid cards and alternative billing (e.g., collect calls and bill to third number).  

6-23 Unlike the use of a company calling card, the use of a credit card for charging a long distance call is unrelated to a customer's home telephone service—in fact, the customer using a credit card does not need to be a company subscriber, or even a resident of its territory, as the credit card option may be attractive to, for example, tourists.  

6-24 Moreover, as suggested by Ms. Highet
 during cross‑examination, the small percentage of customers who utilize the credit card billing option are billed directly by their credit card company, for both the surcharge and the toll charges for their calls, and the Companies do not even know the identity of these customers.  A percentage of the amount billed by the credit card company is retained by the credit card company to cover the merchant fee they charge for the use of their card.

6-25 With the advent of Decision 98‑8, competing payphone providers can install their own payphones without constraints on pricing beyond a set of basic consumer safeguards that apply to all payphone providers.  Thus, by including the credit card surcharge in the Companies' Basic Toll Schedules, only the ILECs are constrained in the pricing of this payment option.

6-26 For all of these reasons, it is the Companies' position that the consumer protection rationale offered for the imposition of the pricing constraint for the Basic Toll Schedules is not applicable in the specific instance of credit card surcharges.  Again, the Companies stress that where regulation is not required to protect the interests of consumers, it should be removed. 

6.5
Proposals to Streamline the Regulatory Process

6-27 In section 10.0 of their 31 May 2001 submission, the Companies made proposals with respect to further regulatory streamlining that would increase the efficiency and effectiveness of the regulatory process.  As the Companies noted therein, the Commission has made significant changes in recent years to its overall approach to the regulatory framework, improving processing time and streamlining regulatory requirements to suit the demand of a dynamically competitive marketplace.  For example, the simplified regulatory structure under the price cap regime has been an important step; forbearance from exercising certain of the Commission's powers for highly competitive segments of the telecommunications industry is another.

6-28 In this vein, the Companies have identified a number of additional initiatives that could be pursued in order to optimize the application of Commission and industry resources, and help achieve the objective that regulation, where required is efficient and effective.  Given that no party has commented on these proposals, the Companies will not summarize their recommendations here but would simply note that, for all of the reasons outlined in their 31 May 2001 submission, the adoption of their recommendations with respect to establishing standards for telecommunications matters would assist in reducing regulatory delay.  As well, the Commission should also reconsider the ongoing value and purpose of a number of reports that today are required to be filed by the regulated Companies.  All unnecessary reporting requirements, which were identified in the Companies' submission, should be eliminated so as to further streamline the regulatory process and thus result in a more efficient and effective regulatory regime.  
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