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1. In section 4.1.1 of his evidence, Mr. Todd discusses the failure of competitive entry under the first price cap regime and suggests two reasons for this:

a) The ILECs are able to target new entrants with price reductions that are costless to the ILEC; and 

b) The ILECs are able to earn exceptionally high profits on services provided to captive customers and to use those profits to invest in strategies that consolidate their dominance of the market.

In paragraph 51 Mr. Todd states:

Without significant changes to the pricing flexibility aspects of the current regime, there is a real risk that the price cap regime will continue to serve more as a vehicle for defeating competition than for facilitating it.

Also, ARC et al is proposing a constraint on residential rates of PCI-PI - X%, where the productivity factor (X) is substantially higher than the current 4.5%.  Under this proposal it would seem that residential rates would fall.

It would appear from the above that ARC et al believes that it is ILEC pricing flexibility rather than absolute rate levels that are the main threat to competition.

a. Please provide ARC et al’s view on the above observation; and 


b. Would ARC et al agree that in order to counteract any negative effects on competition, any reductions in residential retail rates should be accompanied by reductions, of at least the same magnitude, in the rates for the underlying ILEC components used by competitors to provide residential services?

2. In paragraph 96 of his evidence, Mr. Todd states:

The benefits that are to be shared should include all factors that will enhance the company’s ROE and are attributable to its utility segment operations.  These include:

1. All cost reductions (productivity improvements) in the provision of utility services;

2. All incremental revenue related to increases in rates for utility services permitted by the price cap regime, whether the rates are capped or not; and 

3. All incremental net revenue from non-utility services that is attributed to the functional integration of its utility and competitive operations.

a) Identify or provide examples of the services or types of services that would be captured under item 3 of the above quote.


b) Would the services captured under item 3 also include forborne services.

c) ARC et al proposes that the benefits derived from items 2 and 3 be captured in the X factor through a stretch factor.  Provide ARC et al’s view as to how the benefits contemplated in items 2 and 3  would be measured and how they would be numerically reduced to generate the stretch factor.

3. Please provide Dr. Roycroft’s view as to whether Call-Net’s proposal, as outlined at paragraph 116 of its submission, to restrict the determination of historical ILEC TFP 

to the price cap period, would address the concerns he outlines at paragraph 31 of his testimony.

4. Please provide Dr. Roycroft’s view as to whether, if the Commission decides not to restrict the calculation of ILEC TFP to the experience during the price cap regime, a stretch factor should be included in the determination of the X factor.


5. In paragraph 15 of his Testimony, Dr. Roycroft states that "As ILEC markets are not subject to sufficient competitive forces, especially among residential customers, productivity gains should be distributed by regulators."  It is noted that competitors such as Call-Net are also significant customers of the ILECs.  To the extent that services leased by competitors are not subject to "sufficient" competitive processes, is it Dr. Roycroft's view that productivity gains should be distributed to these services?
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