1.0 INTRODUCTION

1-1 Pursuant to the procedures set out in paragraph 58 of Public Notice 2001‑37, Price cap review and related issues, as revised in the Commission's letter dated 11 October 2001, this Final Argument is being submitted on behalf of Aliant Telecom Inc. (Aliant Telecom), Bell Canada, MTS Communications Inc. and Saskatchewan Telecommunications (SaskTel) (collectively, the Companies).  In addition, Aliant Telecom and SaskTel are submitting supplementary Final Argument under separate cover.  

1-2 Canada's telecommunications industry has been one of the most successful in the world in the delivery of high quality advanced telecommunications services to all Canadians at rates that are among the lowest in developed nations.  Much of this success is attributable to the policy commitment made by the Commission to depend on the competitive market to deliver efficient solutions to the communications needs of Canadians.  As a result of this commitment, Canadians enjoy high quality wireless, Internet, data, long distance and other services provided on a competitive basis at rates well below those seen in most countries.  

1-3 Four years ago, the Commission embarked upon a process to open up the local services market to competition.  The process has been complex, owing to the nature of this market, but there are several indicators that point to the very large strides that have been made toward the success of this effort.  According to the Commission's Monitoring Report, "[c]ompetitor penetration of Canadian local line markets has been relatively consistent with the experience in the U.S., given the different dates when the markets were opened to competition."
 

1-4 In business markets, where competition was first expected to emerge, the Commission's Monitoring Report indicates that CLECs had captured 10% of the market on a national basis by the end of 2000.
  In Bell Canada's territory, expectations are that, in Band A, CLECs will have captured almost one quarter of the business market by the end of 2001.  A similar success story has been seen in TELUS' operating territory.  By the end of 2000, TELUS had lost 5.8% of its business market to CLECs, and within its Band A, the CLEC share has increased to 12.5%.
  

1-5 Within residential local markets, local competition has been slower to develop except in Aliant Telecom's territory, where a cable company, EastLink, has deployed circuit-switched IP technology over its hybrid-coax network to serve residential customers.  Cable companies appear to offer the best prospect for widespread competition in residential markets.  As the Companies have noted in the course of this proceeding, most cable companies have substantially completed the network upgrades required to enable convergent services on their networks, but for telephony services these companies are waiting for robust IP technology to emerge, as it requires less capital outlay and makes more efficient use of their networks.
  At this time, the Companies expect that cable companies in the U.S. will roll out IP telephony services in the 2003 timeframe and Canadian companies will undertake this roll out about one year later.
  In fact, RCI's witness confirmed that they hope to begin roll out of this technology commercially in about two years, although he acknowledged that the roll out could possibly be somewhat later.
 

1-6 Rapidly advancing technology, such as the calling technology embedded in the new Windows XP software, will add further impetus to IP telephony, as Internet calling will become an increasingly practical option with the spread of Internet access to a majority of Canadian households.  

1-7 This successful roll out of local services competition has been achieved with the facilities‑based model of competition that has come under attack from some parties in this proceeding.  The Companies submit that these criticisms are unwarranted.  Further, the Commission should not lose sight of the undisputed fact that facilities-based competition provides the greatest benefits to customers in terms of innovation and sustainable competition.  To abandon this model now, for one that is markedly inferior would be a serious setback for local competition.  

1-8 The price cap framework adopted for the ILECs over the next price cap period will play a critical role in the further development of local competition.  It is essential to establish a regulatory environment that will promote the achievement of objectives that will sustain the positive progress made to this point.  And, of course, regulation should be applied only where it is necessary.  Where market forces are sufficiently developed to protect the interests of customers, regulation is not required.  

1-9 The Companies believe that three objectives must be balanced in the price cap plan:  fairness to consumers (including affordability), competition and investment.  The Companies' proposals advance each of these objectives.  Under their proposals, attention is paid to the pricing needed in retail markets to permit local competition to make further progress, while rates for local services will remain fair and affordable.  Entrants and incumbents will be provided the incentives required to make investments in facilities needed to deliver improved local services to customers.  

1-10 Other parties in this proceeding, namely AT&T and Call‑Net, have made alternative proposals that purport to advance local competition.  In fact, as the Companies have demonstrated in the discussion below, these proposals would serve to bring the development of facilities-based local competition to a halt not to mention seriously damage the industry.

1-11 In the following sections, the Companies will outline the main elements of their proposals and explain how they will advance the policy objectives of fairness, competition and investment.  The other parties' proposals will also be measured against these policy objectives, with a view to demonstrating which path is most likely to serve Canadians best in the long run. 

� 	Commission's Report to the Governor in Council, Status of Competition in Canadian Telecommunications Markets, September 2001, page 42.
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