Appendix B

Bell Canada 2002 Service Improvement Plan

1.0
INTRODUCTION
B-1 In Decision 99‑16, Telephone Service to High‑Cost Serving Areas, the Commission established the basic service objective and directed the incumbent local carriers to file Service Improvement Plans (SIPs), for its approval, demonstrating how they will improve service in served areas, and extend service to unserved areas.  Bell Canada filed its SIP on 15 March 2001, and filed its SIP cost recovery proposal, as part of its price cap submission, on 31 May 2001.  Bell Canada updated information on its proposed SIP through responses to various interrogatories on 14 September 2001.

2.0
DESCRIPTION
B-2 Bell Canada's SIP proposes to make service available over two years to an additional 527 unserved localities with 5,366 premises, comprised of 2,148 permanent and 3,218 seasonal premises.
  As shown in Table 1 below, this represents approximately 60% of the identified permanent and 24% of the identified seasonal premises with no access issues
 and for which basic local service is not currently available.  Within the newly served localities, the Company expects customers at 3,160 premises to choose to take service, comprised of 1,620 permanent and 1,540 seasonal premises. 

Table 1

Bell Canada's SIP and Unserved Localities with No Access Issues


        No. of Localities
No. of Permanent Premises
No. of Seasonal Premises
        Total Premises
  Upfront Cost






($M)

Unserved Localities with No Access Issues

1 678
3 562
13 580
17 142
216.9








Bell Canada's SIP






Service Available

527
2 148
3 218
5 366
31.2

% of All Unserved
31%
60%
24%
31%









Expected to Take Service

1 620
1 540
3 160


% of Service Available

75%
48%
59%


B-3 Bell Canada has determined the new localities to which it proposes to extend basic service by computing an aggregate cost allowance per locality and comparing this to the actual upfront cost of serving the locality.  This aggregate allowance is derived by applying per premises cost limits to the expected demand for basic local service.  Localities for which the aggregate allowance exceeds or equals the upfront cost of serving the locality are proposed to be served under the Company's SIP. 

B-4 In order to estimate demand for residential service by locality, the Company has applied the provincial average take rates for unserved permanent and seasonal residential premises to the number of permanent and seasonal residential premises in each locality.  The number of permanent and seasonal premises in a locality were estimated by local access engineers based on their knowledge of the area, and also reflect input from customers at unserved premises through their contact with the Company's employees.  As noted by Ms. Highet in case of any doubt, Bell Canada has erred "on the customer side".

B-5 Take rates were estimated by an outside market research agency based on an extensive survey and are considered reliable within a 6.9% margin of error, 19 times out of 20.  Survey 

participants were asked if they would take service when there is a $1,000 charge per customer for the construction of facilities, payable over a period of up to one year, a $55 connection charge, and a monthly rate of $25 to $30.  The survey results show conclusively that permanent residents are far more interested in subscribing to service than seasonal residents:  64% (Ontario) and 55% (Québec) of the permanent residents indicated that they would subscribe to service versus only 24% (Ontario) and 13% (Québec) of the seasonal residents. 

B-6 Cost limits of $25,000 per permanent premises and $5,000 per seasonal premises have been used in preparing the Company's proposal.  Bell Canada's proposed cost limits are responsive to the Commission directives, stakeholder feedback and customer need.  In Decision 99-16 the Commission directed the incumbent local carriers to serve "permanent dwellings before seasonal ones".
  In its efforts to serve as many permanent premises as economically feasible, Bell Canada has proposed the highest Commission-approved cost limit for a permanent premises.  For seasonal premises, the Company has proposed a cost limit that would result in an average cost limit for permanent and seasonal premises of $15,000 per premises, i.e., the Commission-approved cost limit for the other telephone companies in Ontario and Québec.  The proposed cost limits reflect stakeholder feedback that there should be a higher cost limit for permanent premises and a lower cost limit for seasonal premises.  Finally, the proposed cost limits are responsive to the greater need that permanent residents have for service compared to seasonal residents.  Permanent premises are the principal residences of their occupants, where they live year‑round, as opposed to seasonal premises, which are in almost all cases second homes (e.g., cottages, hunting/fishing cabins).

B-7 During the proceeding, Bell Canada's customer contact employees dealing with unserved issues advised customers that the Company would consider adding a locality to the roll out schedule if updated information were provided during the proceeding that would enable the locality to qualify for service, based on the updated data.  Between its 15 March 2001 submission and its 14 September 2001 update, the Company's customer contact employees dealing with unserved issues identified an additional 166 unserved localities with 618 premises, of which 274 are permanent and 344 seasonal.  As well, there was an increase in the number of reported permanent premises in 19 previously identified localities.  Further, the Company has reflected the updated demand as indicated in petitions conducted in four unserved localities.
  Lastly, the Company advised unserved localities that could not provide updated information by 14 September 2001 to write to the Commission so that they could be considered for inclusion in the Company's SIP prior to the Commission's final determination.  The Company notes that at least one such locality has done so.

B-8 Further, the Company has proposed to review the need for another SIP at the end of the four‑year price cap period.  While a two-year SIP roll out (2002 and 2003) is proposed, some demand for service under this program, particularly from seasonal premises, will only be realized in 2004 as several localities will only have service available late in 2003.  As well, sufficient additional time would be required to develop a new proposal.  Therefore, the end of the next price cap period would be an appropriate time to review the need for another SIP. 

3.0
SIP TAKE RATES, CUSTOMER CONTRIBUTION AND COST LIMITS
B-9 This section addresses various take rate and cost limit sensitivities that the Company was asked to perform during the proceeding.

3.1
Take Rates of 50% and 100% for Residential Service Are Inappropriate
B-10 During the proceeding, the Company was asked to perform sensitivities assuming i) a take rate of 50% and ii) a take rate of 100%.  Table 2 below summarizes the Company's SIP
, as well as for take rates of 50% and 100%
, the number of localities and premises with no access issues that would have service available, the number of premises expected to take service and the upfront cost of serving the localities, when there are cost limits of $25,000 per permanent and $5,000 per seasonal premises.

Table 2

Number of Localities and Premises Served at Various Residential Take Rates with Cost

Limits of $25K per Permanent and $5K per Seasonal Premise Localities with No Access Issues


Service Available


Expected to Take Service




Take Rates
No. of Localities
No. of Permanent Premises
No. of Seasonal Premises
Total
No. of Permanent Premises
No. of Seasonal Premises
Total
Upfront Cost ($M)











SIP:
Permanent Premises:
527
2 148
3 218
5 366
1 620
1 540
3 160
31.2


Ontario 64%; Québec 55%


Seasonal Premises:  


Ontario 24%; Québec 13% 


















50% for Permanent and Seasonal Premises
537
1 939
4 143
6 082
1 379
2 418
3 797
29.8











100% for Permanent and Seasonal Premises
677
2 405
6 301
8 706
2 405
5 988
8 393
46.2

B-11 The Company considers the substitution of arbitrary take rates for those determined in a statistically valid market survey to be inappropriate.  First, uniform take rates do not reflect the higher interest in taking service among permanent than seasonal residents, that was conclusively demonstrated in the Company's market research.  Secondly, an overall take rate of 50% is unrepresentative of the market.  In fact, a take rate of 50% is too low for permanent residents and much too high for seasonal residents.  As shown in Table 2 above, a take rate of 50% would make service available to 29% more seasonal premises, and to 10% fewer permanent premises than the Company's proposal, contrary to the directives in Decision 99‑16 to prioritize service to permanent premises. 

B-12 As well, the Company considers a take rate of 100% to be unrealistic for both permanent and seasonal residents.  The main reasons given by survey respondents that would not subscribe to service are the $1,000 construction charge (76%), the $55 connection charge (38%), the $25 to $30 monthly rate (38%) and "no need" (33%).  While a reduction or elimination of the $1,000 construction charge would increase take rates, take rates would still be significantly less than 100%, since respondents that have no need for service would still not subscribe.  Further, the respondents that cited the $55 connection charge and/or the $25 to $30 monthly rate, may still elect to not take service, even if the $1,000 customer contribution were eliminated. 

3.2
Reduction or Elimination of Customer Contribution Is Inappropriate

B-13 The Company does not consider it appropriate to reduce or eliminate the $1,000 customer contribution as a SIP qualification criterion.
  The Company considers the $1,000 customer contribution, particularly with the 12‑month no‑interest payment option, to be reasonable, as payments after the $200 deposit, would be $66.67 per month for 12 months.  The Company notes that this view has in the past been supported by the Commission.  In Order 2000‑1096, Northern Telephone Limited - Service Improvement Plan, the Commission concluded that, "…unserved customers' monthly installment payments, after the $200 deposit, will be less than $75.  In the Commission's view, this monthly payment is reasonable."  As well, given the high cost of extending service to unserved customers, the Company considers it appropriate that those who benefit should share some of this unusual cost.  Finally, the Company notes that the maximum $1,000 customer contribution has been approved by the Commission in the SIPs for Northwestel and for the other telephone companies in Ontario and Québec.  As such, customers of other telephone companies who already have been or will be subject to the $1,000 contribution approved in their territory are likely to view as discriminatory any proposal to exempt Bell Canada customers from the $1,000 customer contribution.

3.3 Same Cost Limits for Permanent and Seasonal Premises Are Inappropriate

B-14 During the proceeding, the Company was asked to perform sensitivities applying uniform cost limits of $15,000, $25,000 and $40,000 to each permanent and seasonal premises expected to subscribe to service in a locality.  Table 3
 below summarizes for Bell Canada's SIP as well as for each cost limit, the number of localities and unserved premises with no access issues that would have service available, the number of premises expected to take service, and the upfront cost of serving the localities. 

Table 3

Comparison of Number of Premises Served and Upfront Costs at Different Cost Limits and Market Research Take Rates Localities with No Access Issues


Service Available
Expected to Take Service


Cost Limits
No. Localities
No. Permanent Premises
No. Seasonal Premises
Total Premises
No. Permanent Premises
No. Seasonal Premises
Total Premises
Upfront Cost ($M)

SIP:
$25K/Permanent; 










$5K/Seasonal
527
2 148
3 218
5 366
1 620
1 540
3 160
31.2












$15K/Permanent;










$15K/Seasonal
624
1 733
4 681
6 414
1 378
2 292
3 670
34.8












$25K/Permanent; 










$25K/Seasonal
944
2 684
7 476
10 160
2 124
3 314
5 438
70.9












$40K/Permanent; 










$40K/Seasonal 
1 195
3 260
10 158
13 418
2 633
4 131
6 764
112.5

B-15 As shown in Table 3 above, a uniform cost limit of $15,000 would make service available to 19% fewer permanent premises and the program would cost $3.6M more than Bell Canada's proposal.  As such, the additional $3.6M in upfront costs would benefit seasonal premises at the expense of permanent premises.  Uniform cost limits of $25,000 and $40,000 would make service available to 4,794 (=10,160 - 5,366) and 8,052 (=13,418 - 5,366) additional premises respectively than under the Company's proposal.  Under both scenarios, nine out of ten of the additional premises that would have service available would be seasonal.  The additional cost per permanent premises taking service, would be approximately $80,000,
 three times higher than the maximum cost limit of $25,000 approved by the Commission for Northwestel and five times higher than the cost limit of $15,000 approved by the Commission for the other telephone companies in Ontario and Québec.  Further, the stakeholders consulted 

by the Company were strongly opposed to applying the same cost limits for permanent and seasonal premises.

3.4
Extending Service to All Unserved Premises Regardless of Costs Is an Imprudent Use of Resources 

B-16 During the proceeding the Company was asked to provide the pros and cons of extending service to all unserved customers without access issues.
  The Company considers that the $216.9M cost of making service available to all 17,142 unserved premises without access issues would far outweigh the benefits of doing so. 

B-17 Table 4 below summarizes for Bell Canada's SIP as well as for the scenario of making service available to all unserved localities with no access issues, the number of localities and unserved premises that would have service available, the number of premises expected to take service based on the Company's market research take rates, the upfront cost of serving the localities and the average cost per premises. 

Table 4

Comparison of Bell Canada's SIP with Scenario of Making Service Available Everywhere


Service Available
Expected to Take Service



Cost Limits
Localities
Permanent Premises
Seasonal Premises
Total
Permanent Premises
Seasonal Premises
Total
Upfront Cost ($M)
Average

Cost/ Premise ($K)












Serve All Localities with No Access Issues
1 678
3 562
13 580
17 142
2 859
5 122
7 981
216.9
27.2












SIP:
$25K for Permanent











$5K for Seasonal
527
2 148
3 218
5 366
1 620
1 540
3 160
31.2
9.9












Additional Localities 
1 151
1 414
10 362
11 776
1 239
3 582
4 821
185.8
38.5

B-18 As shown in Table 4, the additional cost of serving 4,821 (= 7,981 - 3,160) unserved premises compared to the Company's SIP is $185.8M or $38,540 per premises.  As well, three out of four of the additional premises served are seasonal.

B-19 Furthermore, since only 1,239 of the additional 4,821 premises subscribing to service are permanent, the additional cost per permanent premises is $150,000, six times higher than the maximum cost limit of $25,000 approved by the Commission for Northwestel and ten times higher than the cost limit of $15,000 approved by the Commission for the other telephone companies in Ontario and Québec.  The Company submits that serving an additional 4,821 premises, of which 3,582 are second homes, at an additional cost of $185.8M would be an imprudent use of resources, and would not appropriately balance the objective of reasonable cost with the objective of serving as many unserved premises as possible. 

B-20 The Company notes that previous SIPs, with costs similar to the scenario contemplated in Table 4 above, gave benefit to a much wider base of Bell Canada customers.  For example, the Company's current SIP that will conclude by the end of this year, was developed to bring benefit to approximately 7 million customers through its Natural Calling Centre (NCC) component, to 60,000 four-party customers through its urbanization component, and to 200,000 non-urban customers through the elimination of mileage charges.

B-21 Finally, the Company considers that its SIP is consistent with the policy objectives of the Telecommunications Act.  Making service available regardless of costs would set a dangerous precedent.  Therefore, the Company would urge the Commission to carefully consider the appropriate balance between accessibility and affordability. 

4.0
BASIC SERVICE OBJECTIVE
B-22 The Company notes that with the completion in 2001 of its current four-year SIP, all existing customers in its territory will have service that meets the basic service objective established 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 2002 SIP. 

B-23 The Company notes that it currently meets the basic service objective regarding Internet connectivity, since an ISP can connect to any of its switches on a local basis.  To the best of the Company's knowledge, no ISP has yet chosen to provide Internet service in the calling areas of 41 of its exchanges.  Further, the Company notes that the number of exchanges with at least one ISP providing service within the local calling area continues to grow from 802 in May 1997 to 901 out of a total of 942 exchanges in March 2001.

B-24 The one-time cost of providing local access to the Internet for the six Band E exchanges in which there is no ISP, by providing local links from these exchanges to the nearest NCC with an ISP without providing local calling to all exchanges along the primary road to the NCC, is $300,000.
  The Company submits that it would be more appropriate to address the expansion of the local calling area in these six Band E exchanges as part of Public Notice 2001-47, Framework for the expansion of local calling areas and related issues, since this proceeding is examining the general principles and criteria to be used in assessing applications for the creation of common local calling areas. 

B-25 The cost of providing end-to-end facilities to enable each of the 35 Band G exchanges to be served by one ISP is $9.4M in one-time costs and $1.5M in annual operating costs, or one‑time costs of $3,918 and monthly costs of $52 per customer.
  Further, this non‑compensatory undertaking would provide no guarantee that ISPs would actually avail themselves of this opportunity.

B-26 Lastly, should the Commission direct the Company to offer local access to the Internet to residents in the 41 exchanges, the Company would propose to do so as described above, and would request that there be an appropriate cost recovery plan, e.g., government grants or less preferred, cost recovery in the form of price increases.
 

5.0
SIP COST AND FUNDING
B-27 The total cost of Bell Canada's proposed SIP over a seven-year study period (2000 to 2006), including start-up costs incurred in 2000 and 2001, and one-time and operating costs for service extension and Call Trace incurred over the two-year roll out of service (2002 to 2003), is estimated at $44M.

B-28 Should Bell Canada's pricing flexibility proposal be granted, and predicated on the Commission approving its SIP as proposed, Bell Canada will not seek any additional cost recovery for SIP costs incurred in high-cost bands.  Should the Commission deny the Company's pricing flexibility proposal, the Company would propose a rate increase to customers in high-cost areas to recover SIP costs in these areas.  Bell Canada is not seeking any rate increase to recover SIP costs incurred in non high-cost areas.






�	Based on 14 September 2001 data.  See The Companies(CRTC)26Jun01-1600 PC, Update.


�	As noted in Bell(CRTC)25Sep01-4600 PC, Attachment 3, there are an additional 19,160 unserved premises in 152 localities in which there are access issues.  These localities consist of campgrounds and trailer parks, where owners are generally reluctant to give an easement and/or provide the support structure.  As well, demand in these localities are generally very low.  Further, these localities do not meet the Company's qualification criteria, and hence are not included in its proposal.


�	Bell(CRTC)25Sep01-4600 PC, Attachment 3.


�	The Companies(CRTC)26Jun01-1600 PC, Update.


� 	Bell(CRTC)25Sep01-4600 PC, Attachment 3.


�	Decision 99-16, paragraph 41.


�	It would be reasonable to expect that permanent premises would take service year-round, while seasonal premises would take service for only part of the year.


�	The Company notes that it obtained the results of a fifth petition, after its 14 September 2001 filing. 


�	The Companies(CRTC)26Jun01-1600 PC, Update.


�	Bell(CRTC)25Sep01-4600 PC, Update.


�	As noted in paragraph 63 of Bell Canada's 15 March 2001 submission, under Bell Canada's proposal the $1,000 customer contribution would be eliminated five years after a locality is served.


�	The Companies(CRTC)26Jun01-1600 PC, Confidential, Update, provides the number of localities, with and without access issues, that would be served under different cost limits.  Table 3 shows the same data as in The Companies(CRTC)26Jun01-1600 PC, Confidential, Update, but for localities with no access issues. 


�	For a uniform cost limit of $25,000 the additional cost per permanent premises taking service is $79,000 (=($70.9M - $31.2M)/(2,124 - 1,620)).  For a uniform cost limit of $40,000 the additional cost per permanent premises taking service is $80,000 (= ($112.5M - $31.2M)/(2,633 - 1,620)).


�	Bell Canada Exhibit #2.


�	Bell(CRTC)26Jun01-1600 PC and Bell(CRTC)27Apr01-611 PC.


�	Bell(CRTC)26Jun01-1601 PC and Bell(CRTC)27Apr01-611 PC.


�	Bell Canada Exhibit #3.


� 	See Bell(CRTC)27Apr01-614 PC, Confidential, Update.  Note that this cost does not include the cost of providing local access to the Internet in the 41 exchanges that currently must make a long distance call to reach the Internet. 
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