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Dear Mr. Traversy:

Subject: Quebecor Media Inc. Part I Application to review and vary Telecom Regulatory 
Policy CRTC 2011-703 – MTS Allstream comments

1. MTS Inc. and Allstream Inc. (collectively, MTS Allstream) is in receipt of a 
Part I Application to review and vary Telecom Regulatory Policy CRTC 2011-703, Billing 
practices for wholesale residential high-speed access services (TRP 2011-703), filed 
13 February 2012 by Quebecor Media Inc (QMI), and is providing its comments pursuant 
to the revised process set out in the Commission staff letter dated 23 March 2012 
(the Staff Letter).

2. In its application, QMI has asked the Commission to vary TRP 2011-703 on the grounds 
that it erred in calculating QMI’s capacity rate for wholesale high-speed internet services.  
Specifically, QMI believes the Commission erred in calculating a fixed capacity rate that 
accounts for all of the projected revenues and costs of the service over the 10 year study 
period.  Instead, QMI believes a variable rate should be applied, high in the opening 
years and declining over time.  

3. Under the current Phase II methodology, the rates charged to wholesale customers 
reflect the average cost of adding an additional unit of demand for the study period.  
ILECs’ costs are recouped over time.  In MTS Allstream’s view, QMI’s proposal for a 
declining capacity rate disproportionately shifts the responsibility to deliver return on 
investment from itself (through the delivery of retail revenues) to independent ISPs. 

Phase II costing
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4. The purpose of Phase II costing is to determine the incremental cost of an additional unit 
of demand.  The study process takes the aggregate of forward-looking incremental costs 
and aggregate demand for a specific period of time, and calculates an average cost per 
unit of demand, taking into account the time value of money.  The result is an estimate of  
the average cost of an additional unit of demand for the study period in question.

5. The cost of provisioning services generally improves over time as technology costs 
typically decline and experience gained leads to improvements in efficiency.  This is 
accounted for through cost and productivity improvement factors within the Phase II 
costing methodology. 

6. MTS Allstream submits that in requesting a higher initial rate for wholesale services and 
declining the rate over time, QMI is asking its wholesale customers to take on the risk 
and financial burden of network provisioning that QMI refuses to reflect in the retail 
pricing to its own end-customers.  

7. In provisioning high-speed internet services writ-large, an ILEC recovers the costs of 
provisioning its network through both its retail and wholesale customers.  To its retail 
customers, the ILEC charges the rates that the market will bear taking into account the 
lifetime of the service.  The ILEC does not charge its retail customers 100% or even a 
disproportionately large portion of the upfront cost to provision the service.  In fact, many 
carriers offer retail end-customers initial discounts and the ILEC’s overall network 
investment is recouped over time.  

8. MTS Allstream submits approving this declining rate for QMI’s capacity tariff would 
fundamentally change the nature of Phase II costing and place a disproportionate 
burden on independent ISPs.  As well, history has shown that the incumbents are 
typically the beneficiaries of declining costs associated with the underlying facilities and 
services provided to competitors. 

Mr. John Traversy
30 March 2012
Page 2 of 6



9. Phase II costing would also now require the calculation of time dependent aggregated 
costs and determine a schedule of rates over a study period.  This would be incredibly 
complex. 

10. Further, approving a declining rate for QMI would set a new precedent that would affect 
all services including wholesale high-speed internet access rates, interface rates, 
Ethernet services, unbundled local loops, interconnection, etc.  The principle of 
productivity improvements and declining costs over time, applies equally to these 
services as well.  The administrative burden and proceedings triggered by such a 
decision would be endless.  

11. Compounding this, in its Part I application, QMI referred to its testimony in Telecom 
Notice of Consultation CRTC 2011-77, Review of billing practices for wholesale 
residential high-speed access services (TNC 2011-77), where its representatives stated: 

The Cable Carriers intend to make annual adjustments to the price per gigabyte of 
usage and the monthly usage allowance per end-user. The adjustment could be 

based on updated forecasts for the forthcoming year or the previous year's actual 
volumes. Annual adjustments will provide the wholesalers with the benefit of cost 

savings from increased traffic volumes.1

12. Not only would the regulatory burden of such annual updates be overbearing, wholesale 
competitors would continually challenge the validity of the cost claims, as is their right.  

13. Such a process would be untenable and contrary to the Policy Direction which directs 
the Commission to use only tariff approval mechanisms that are minimally intrusive and 
as minimally onerous as possible2. 
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2  Policy Direction, Section 1(c), subsection (i).



Unintended economic consequences

14. In submitting this application QMI has also failed to mention the economic ramifications 
of its request. 

15. First, in setting a high initial capacity rate, perhaps as high as $4,500 per 100 Mbps, the 
rate will set a barrier to entry for independent ISPs.  The barrier to entry will reduce 
competition, in contradiction to the Commission’s end objective. 

16. Second, if the rate declines over time, and the rate schedule is made transparent in the 
marketplace, independent ISPs may simply delay entry until the rate has been lowered.  
The rules of economics dictate demand is lower when prices are high, and conversely, 
demand rises as prices fall. 

17. This would fundamentally alter the long-term demand projections used by QMI to 
calculate its Phase II costing, thereby putting into serious question the validity of its 
costing study.  

18. Third, QMI’s request could have the unintended consequence of lowering the return QMI 
receives on its wholesale service as demand would be lower in the initial years when its 
rates are higher, and demand would higher in the later years when its rates are lower.  

19. For QMI, this may be both negative and positive, depending on one’s point of view.  
While QMI may lose revenue on its wholesale service in the initial years when its rates 
are high, the high rates will act as a barrier to entry and allow QMI to benefit from lower 
competition for its retail services. 

20. Regardless, the Commission’s public policy goal is not achieved.  Competition will be 
lowered and Canadian consumers will ultimately pay.

Conclusion
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21. MTS Allstream submits the current Phase II costing methodology provides an adequate 
measure to recover the cost of provisioning services of a given study period.  Moving to 
a declining rate as QMI proposes, would:

– fundamentally alter the nature of Phase II costing; 

– trigger an avalanche of unnecessary and arduous applications to amend 
the cost studies and tariff rates of all services, not just capacity rates; 

– unjustifiably shift risk and financial burden of network investments onto 
independent ISPs; 

– lead to complex and unpredictable economic consequences; and 

– reduce competition.  

22. MTS Allstream reiterates its 8 March 2012 comments to the Commission requesting an 
amalgamated process for reviewing the various applications regarding TRP 2011-703.  
The requests made by QMI will have implications for other carriers. 

23. In the implementation phase of TRP 2011-703, to achieve the principles outlined by the 
Commission and ensure transparency and competitive neutrality in the marketplace, 
MTS Allstream reiterates that an amalgamated process would allow the Commission and 
all parties to examine the various network components and methodologies used to 
determine the tariffs associated with the implementation of TRP 2011-703 and 
TRP 2011-704, and determine consistent approaches to setting capacity-based billing 
rates.
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Yours truly,

for Teresa Griffin-Muir
Vice President, Regulatory Affairs

c.c.: Justin To, MTS Allstream 613-688-4507
Lynne Fancy, CRTC lynne.fancy@crtc.gc.ca
Tom Vilmansen, CRTC tom.vilmansen@crtc.gc.ca
Parties to Telecom Notice of Consultation 201177 
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