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PUBLIC NOTICE CRTC 2001-37

PRICE CAP REVIEW AND RELATED ISSUES

EVIDENCE OF DISTRIBUTEL COMMUNICATIONS LIMITED

Introduction
1. In Public Notice CRTC 2001-37, the Commission has initiated a proceeding to review the existing price cap regime that applies to the major incumbent telephone companies and to establish an appropriate regulatory regime that will go into effect in 2002.  As part of this review, the Commission has requested proposals on, amongst other matters, the definition and treatment of capped and uncapped services, and the service basket structure.  (Public Notice CRTC 2001-37, paragraph 19)  The Commission has also invited comments on the current treatment of competitor services and, in particular, the rates charged by the telephone companies for these services.  (Public Notice CRTC 2001-37, paragraph 22)

2. The appropriate classification of services is a critical element of the price cap regime.  Since classification determines the pricing constraints on services provided by the incumbent telephone companies, the appropriate classification of services used by competitors is particularly important to both the development and continuation of competition in the marketplace.

3. This evidence deals with the appropriate classification and pricing treatment of one service -- Centrex tie trunk terminations.   It also sets out a stream-lined proposal for ongoing review of service classifications during the price cap period, to ensure that services used primarily by competitors are subject to appropriate pricing constraints.

4. Distributel Communications Limited ("Distributel") believes that Centrex tie trunk terminations are currently misclassified as an uncapped service when, in fact, the service should be classified as a competitor service.  As discussed more fully below, the classification of this service has very significant implications for competing telecommunications service providers, such as Distributel. 

5. More generally, the misclassification of a service that is primarily used by competitors as an uncapped service is a serious matter that needs to be addressed through the implementation of periodic reviews of service classifications throughout the price cap period.

Centrex Tie Trunk Terminations Satisfy the Criteria for Assignment to the Competitive Services Basket
6. In Telecom Decision CRTC 1998-2, Implementation of Price Cap Regulation and Related Issues (5 March 1998), the Commission noted that "... the assignment of Competitor Services ... is generally premised on whether the service in question is in the nature of an essential service and/or is primarily used by telecommunications service providers."  (paragraph 504)

7. Evidence filed in this proceeding establishes that Centrex tie trunk terminations are primarily used by telecommunications service providers.  Specifically, Bell Canada has indicated that telecommunications service providers are responsible for 78% of its revenues from the provision of Centrex tie trunk terminations.
  (The Companies(Distributel)26Jun01 – 1 PC Supplemental (13 August 2001))  This evidence, which has not previously been provided to the Commission, clearly indicates that Centrex tie trunk terminations are primarily used by telecommunications service providers and should, therefore, be classified as a "Competitor Service".

The Absence of a Pricing Constraint on the Rates for Centrex Tie Trunk Terminations Has Significant Implications for Competitors

8. Rates for services that are classified as "Competitor Services" are set at Phase II costs plus an approved mark-up which is intended to provide a contribution to the fixed and common costs of the telephone company.  (Telecom Decision CRTC 97-9, Price Cap Regulation and Related Issues (1 May 1997), paragraph 148)  In contrast, there is no upper price constraint for "Uncapped Services".  Rates for these services have been set to maximize contribution and are not subject to the price cap regime.  (Telecom Decision CRTC 97-9, paragraph 142)

9. Since Centrex tie trunk terminations have been classified as an uncapped service, rates for the service have been set to maximize contribution.

10. As indicated in Distributel’s July 16, 1998 comments on Bell Canada Tariff Notice No. 6240, Distributel believes that an appropriately developed cost-based rate for Centrex tie trunk terminations would be priced at less than one-third of the currently approved rate.

11. For a competing telecommunications service provider, such as Distributel, for whom Centrex tie trunk terminations currently comprise over 19% of its total cost of services sold, the reclassification of this service as a Competitor Service would reduce its overall telecommunications service costs by at least 13%.  These amounts are extremely significant, particularly in the current highly competitive long distance marketplace.

Periodic Review of Service Classifications Is Essential

12. Distributel has long been aware of the significance of the rate for Centrex tie trunk terminations to its own profitability.  This is evidenced by Distributel’s repeated attempts to have this rate reduced:  its Part VII application of June 20, 1996; its December 3, 1997 intervention regarding Bell Canada’s Tariff Notice No. 6145; and its July 16, 1998 intervention regarding Bell Canada’s Tariff Notice No. 6240.  It is noteworthy that in the latter case, the Commission’s determination (Telecom Order CRTC 99-1217, dated December 23, 1999) was entirely predicated on the classification of Centrex as an uncapped service.

13. It is not, however, until the current proceeding that it has become public knowledge that telecommunications service providers account for fully 78% of Bell Canada’s revenues from the provision of Centrex tie trunk terminations.


14. This new information calls into question the extent to which other services and service components are primarily used by telecommunications service providers, yet are misclassified as uncapped services.  An example would be Centrex PSTN connections in the “13 and over connections” category.

15. For this reason, Distributel believes that service classifications must be periodically reviewed throughout the price cap period.  To this end, Distributel proposes that the telephone companies be required to review, every six months, for each service element provided to a competitor that is not already classified as a competitor service, the percentage of revenues that is derived from the provision of that service element to competing telecommunications service providers.  Distributel understands that this can be accomplished through extractions from the telephone companies’ databases, as was done in response to Distributel’s interrogatory.

16. The telephone companies would be required to file with the Commission a list of all services provided to competitors which are not classified as Competitor Services, for which the percentage of revenues from competing telecommunications service providers exceeds 25%.   The telephone companies would also be required to show cause why the treatment of these services as competitor services is not appropriate.  Where such cause is not established, a proceeding would be initiated to establish cost-based rates for the services in question.

Conclusion

17. Evidence filed in this proceeding clearly shows that Centrex tie trunk terminations satisfy the criteria for classification of a "Competitor Service".  It is equally clear that classification of Centrex tie trunk terminations as a Competitor Service is critical to competitors, such as Distributel.  The absence of any pricing constraint on a service that is primarily used by competing telecommunications service providers hinders competition.  

18. In view of the significant anti-competitive implications of misclassifying a service that is used primarily by competitors as uncapped service, Distributel has also proposed a stream-lined mechanism for periodically reviewing service classifications throughout the price cap period.  This mechanism will ensure that services used primarily by competitors are subject to the pricing constraints necessary to protect and promote a competitive marketplace.

� Excluding Enhanced Exchange-Wide Dial service which is provided solely to the Federal Government.





