10 times the amount spent on long distance service infrastructure – which is a substantial shift in focus in a very short time.(emphasis added)

68. Despite initial success and meeting business plan commitments, CLECs are failing due to the inability to raise additional funds to complete their networks as a result of the downturn for telecom companies in the financial markets.  In contrast, Telus and Bell Canada are able to build out their CLEC networks.  As the Companies' Submission noted:

…the well-financed ILEC-backed CLEC operators, Bell Intrigna and TELUS Integrated, appear to be making progress as does GT Group Telecom.  But on the other hand, Cannect and Axxent are in liquidation, and Call-Net’s share price has sharply corrected and many of the small, independent CLECs have been consolidated.

It has also been noted that:

Over the next 12 months, we expect that local competition will continue to advance.  However, in light of the restrictive capital markets environment, we anticipate that the pace of expansion may not be as rapid as originally anticipated.  Instead, the majority of the investment and revenue growth in the near term will likely come from the two ILEC-sponsored CLECs (Bell Intrigna and TELUS).49B
69. Call-Net submits that the ability of ILEC-backed CLECs to succeed has nothing to do with the difference in business plans, but simply with the ability of the ILECs to finance these entities through the profits made in their incumbent territories.  New entrants without a steady cash flow from a mature and profitable business face a significant barrier to finance the huge costs required to provide service on a scale and at service level that the market demands.  Under the current regime, the cash flow generated by new entrants is required just to finance operating expenses and debt interest payments with little if any left to address investor returns or paying off their debt.  Contrast this with the ILECs’ investment-grade debt rating.

70. Although the ILECs may not be completely immune to the fallout in the financial markets, the reality is that the fallout has had a much greater impact on CLECs.  Some competitors, not able to raise additional funds required for their business plans, have gone bankrupt.  Others have had to turn to major cost cutting programs to 

48 Yankee Group at page 5.


49 Companies Submission at paragraph 3-25


49B RBC, Back to Basics, March 23 2001, at page 45


50 For example, BCE is ranked as A3 by Moody’s, A+ by S&P and AH by DBRS.  The Companies (Calgary)26Jun01-43.





29 (REVISED)

