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Dear Mr. Traversy, 
 
Subject:  Vidéotron G.P. Application to review and vary Telecom Regulatory Policy CRTC 2011-

703 (CRTC File No. 8662- V48-201201722) 
 

Introduction 

 

1. Canadian Network Operators Consortium Inc. (“CNOC”) is filing this intervention with respect to the 

above-cited application (“Application”) filed by Quebecor Media Inc. on behalf of its affiliate Vidéotron Ltd. 

(“Videotron”). 

 

2. In its Application, Videotron is asking the Commission to review and vary Billing practices for wholesale 

residential high-speed access services, Telecom Regulatory Policy CRTC 2011-703, 15 November 2011 (“TRP 

2011-703”) by replacing the fixed capacity rate for each network provider (i.e., Bell Aliant Regional 

Communications, Limited Partnership and Bell Canada (collectively “Bell Companies”), Cogeco Cable Inc. 

(“Cogeco”), MTS Inc. and Allstream Inc. (collectively “MTSA”), Rogers Communications Partnership 

(“Rogers”) and Videotron) by a declining capacity rate determined in such a manner that the weighted 

average of the declining rate over the study period equals the fixed rate determined in TRP 2011-703. The 

Bell Companies, Cogeco, MTSA, Rogers and Videotron are hereinafter called the “Incumbents” in this 

intervention. 
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3. CNOC opposes the application in its entirety for the reasons set out below. The failure by CNOC to 

address any argument or issue raised by Videotron in its Application should not be construed as agreement by 

CNOC where doing so is contrary to CNOC’s interests. 

 

Background 

 

4. Under Phase II costing, rate calculations per unit of demand are based on corresponding costs 

obtained by dividing the Annual Equivalent Cost (“AEC”) of a service by the Annual Equivalent Demand 

(“AED”) for the service over the entire study period (which in this case is ten (10) years). The AEC is simply the 

constant amount over the study period that completely recovers the total Present Worth of Annual Costs 

(“PWAC”). The same calculation is used for AED, based on the Present Worth of Annual Demand (“PWAD”). 

 

5. This has been the approach that the Commission has traditionally used when setting rates using the Phase 

II costing method. 

 

6. The study period of ten (10) years employed in TRP 2011-703 to establish final third party Internet 

(“TPIA”) rates is also the typical study period used for such rates since Telecom Decision CRTC 2006-77 (“TD 

2006-77”). 

 

7. The capacity rates struck in TRP 2011-703 for the Bell Companies, Cogeco, MTSA, Rogers and 

Videotron were all based on this traditional approach. 

 

There is no substantial doubt as to the correctness of the use of AEC and AED to derive TPIA rates 

 

8. Videotron submits that there is “substantial doubt as to the correctness of TRP 2011-703 due to the 

Commission’s failure to consider a basic principle which had been raised in the original proceeding, namely 

the principle that the cost of providing high-speed capacity is not constant over time”.1 This is not so. 

 

                                                      
1  Videotron Application, paragraph 2. 



Page 3 
 
 
 
9. The Commission did recognize these differences, but merely annualized the time-varying costs over 

the 10-year study period in order to set a  capacity rate that is appropriate over the entire study period, (as is 

the case for the other flat rates for access about which Videotron is not complaining). This is a principle that 

the Commission has always applied to wholesale rates. Videotron’s complaint is misguided. It appears that 

Videotron does not understand the basis upon which Phase II Studies are undertaken and how cost based 

rates are accordingly set based upon Phase II costing results. A fundamental principle under Phase II is the 

definition of the study period. It is the period of time for which the causal revenue and cost cash flows of a 

service are estimated. The study period must accordingly be as long as necessary to ensure that all the 

significant causal cash flows are reflected in the study. In order to assess revenues and costs occurring in 

different years, each cash flow is converted to an economically equivalent amount at a common point in 

time, typically at the beginning of the study period, using a discount rate. The discount rate represents the 

time value of money. Under Phase II, the discount rate is the company's current cost of capital. A cost based 

rate can then be calculated that is appropriate for the entire study period by annualizing this economically 

equivalent present worth amount using this same discount rate. The Commission has determined that 10 

years is the appropriate length of the study period for the wholesale rates. The Commission has accordingly 

applied the established Phase II technique of annualizing the Present Worth of causal costs and demand over 

the defined 10-year study period in order to provide for the uniform recovery of these costs over the entire 

period. It is therefore clear that the Commission did indeed recognise that the wholesale costs are not 

constant over time and appropriately applied established Phase II principles and techniques to ensure their 

complete recovery over the defined 10-year study period. 

 
Videotron’s proposed approach would unnecessarily lead to unsustainable capacity rates that would 
kill competition in the provision of retail high-speed Internet services  
 

10. A study performed by Analysis Group Inc. (“AGI”) in support of the CNOC R and V Application2 

has already concluded that, except in the case of MTSA, the capacity rates struck by the Commission in 

TRP 2011-703 are too high to promote competition. As AGI noted: 

 

a. The capacity rates struck under the revised tariff model are not supportive of sustainable 
competition from independent ISPs since the rates do not incent independent ISPs to expand 

                                                      
2  “Report on the impact of capacity-based wholesale tariffs on independent ISPs”, Analysis Group Inc., February 27, 2012. 
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their services or expand their consumer bases, nor accommodate the expected growth in peak 
utilization. 

 
b. The capacity rates struck under the revised tariff model harm those independent ISPs that 

attempt to provide higher volume usage to their consumers. 
 
c. The capacity rates struck under the revised tariff model harm those independent ISPs with 

larger consumer bases and independent ISPs with medium to high average peak utilization by 
subscriber. 
 

d. The one exception to the above conclusion is the capacity rate approved for MTS Allstream; it 
is substantially lower and is found to be sufficiently supportive of sustainable competition. 

 

11. The CNOC R and V Application also demonstrates that the Incumbent capacity rates approved in 

TRP 2011-703 are too high. The study accompanying that application prepared by Nordicity entitled “Analysis 

of Incumbent Costs Underlying Capacity-based Billing of Independent ISPs”3 shows that the costs that the 

Commission accepted in order to establish capacity charges for the Respondents in TRP 2011-703 are highly 

inflated and lead to excessively high capacity rates for the Bell Companies, and by extension to Cogeco, Rogers 

and Videotron, under the capacity-based regime approved in that decision.  

 

12. As noted by Nordicity: 

 

“We conclude that there is a need for the CRTC to review the capacity-based charges approved 
for Bell, Cogeco, Rogers and Videotron and reduce them to levels that are more reflective of 
true costs….”4 

 

13. If the Commission were to accede to the request made in the Videotron Application, Videotron’s 

$1,890 capacity rate per 100 Mbps would balloon to $4,480,5 almost 2.4 times the rate originally struck, 

which is already very problematic for competition. In fact, the rates under the Application would remain 

higher than the rate set in TRP 2011-703 until the sixth year of the study period. By then, competition in the 

provision of retail high-speed Internet services would be dead, and such services would be offered only by 

Videotron and Bell Canada in Videotron’s operating territory, and by similar cable carrier/incumbent local 

exchange carrier duopolies in the territories of the Bell Companies, Cogeco and Rogers.  

                                                      
3  Nordicity Report. 
4  Id., at paragraph 6. 
5  Videotron Application, paragraph 17. 
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14. Rates that lead to such a result are not just and reasonable as required by section 27(1) the 

Telecommunications Act.6 Such rates are simply not consistent with the requirement of the Policy Direction7 

for economic regulatory measures to be implemented in a competitively neutral manner,8 or the 

Commission’s regulatory policies of promoting greater competition. CNOC urges the Commission to reject 

Videotron’s blatantly anti-competitive Application. 

 

15. This outcome proposed by Videotron in the Application is also entirely unnecessary to ensure that 

Videotron and the other Incumbents are treated fairly throughout the study period, as further explained 

below. 

 
The traditional Phase II approach of annualizing costs and corresponding wholesale rates will not 
blunt Incumbent investment incentives or distort competition  
 

16. Videotron is not subsidising independent ISPs in the early years of the study period, as claimed. Nor 

is Videotron incurring network costs that will not be recovered from its wholesale customers. Past is 

prologue in this regard. The ten-year study period adopted by the Commission in TD 2006-77 did not retard 

the network investments of cable carriers in any way.  

 

17. As representatives of various cable carriers, testified on behalf of the cable carriers before the 

Commission in response to questioning by Commissioner Denton in the proceeding leading to Telecom 

Regulatory Policy CRTC 2010-632: 

 

“COMMISSIONER DENTON:  Well, you know, you're sitting on a technology of coaxial cable 
that has a thousand, 10,000, a hundred thousand -- I do not know the figures -- but very significant 
increase of capacity over that which is available to the Telcos and the Telcos are playing catch up. 
 
Do you see yourselves as having the same incentives to put fibre out closer and closer to the home 
as the Telco industry? 
 
MR. FACCIA:  Again I'll start off and ask my colleagues to join in, if they wish. 

                                                      
6  S.C. 1993, c.38. 
7  Order Issuing a Direction to the CRTC on Implementing the Canadian Telecommunications Policy Objectives, P.C. 2006-

1534, 14 December 2006, SOR/2006-355, Canada Gazette Part II, Vol. 140. No. 26, 27 December 2006. 
8  See subparagraph 1(b)(iii) of the Policy Direction. 
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Yes, I believe that in order for us to continue to drive higher and higher speed capabilities that we 
need to do as we mentioned earlier, a lot of segmentation activity to drive the number of homes 
served on a node down to a lower and lower point to increase the capacity available to each home 
sitting on those smaller nodes. 
 
So, in order to do that, we've got to drive fibre deeper into the network, driving out fibre to the 
curb and at some point, in some instances, fibre to the premises in order to get that capacity to a 
smaller and smaller set of homes and users on that. 
 
COMMISSIONER DENTON:  Because basically supplying bandwidth is the game. 
 
MR. FACCIA:  Yes, I'd say so. 
 
MR. BRAZEAU:  Commissioner Denton, I'd just add that I don't think our investments are really 
driven by what the ILECs are doing, they're driven by what our customers are demanding. 
 
So, as long as they keep demanding for more services, better services then, you know, we will 
continue to invest and continue to provide those services and those enhancements to the network. 
 
COMMISSIONER DENTON:  I mean, I agree, I think that's exactly, customers demand higher 
and higher bandwidth and you're both responding, but one of you's sitting on a very considerable 
advantage at the moment. 
  
MR. ENGELHART:  Yes.  I mean, just to sort of supplement what Tony's saying and I think to 
respond to the implication in your question, the sort of paradigm shift, if you will, for us happened 
in, you know, the mid-90s when we went from one-way networks to two-way fibre rich networks.  
I guess you could say the early 90s was when that started. 
  
So, that's when we started spending money like drunks and we spent billions and the Ebit was not 
increasing and the market bailed on us, so we went through all those crises then in the 90s. 
 
And then starting, you know, in this decade things started to get better and we started to get 
revenues associated with those mass investments and now I think as reflected in your question, 
we're kind of doing more of the same.  We've got a lot of fibre out there.  Fibre is very deep in our 
networks and, as Mr. Faccia said, we're always making it deeper.  But it's pretty deep. 
 
We have a fibre-to-the-node infrastructure, we're going fibre to the curb in a lot of places and that 
enables us to then bolt the channels together and do things back in the head-end to increase 
capacity.  And so that's our next generation.”9 

 

                                                      
9  Telecom Notice of Consultation CRTC 2009-261-7, Transcript, Volume 3, paragraphs 470 through 4473. 
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18. In the well-established investment climate for the cable carriers just described, in which they have 

been and continue to be able to attract the required capital to invest in fibre-to-the-node, there is simply no 

justification for the Commission to grant Videotron the relief requested in its Application.  

 

19. In fact, it is self-evident that the Incumbents have a wide variety of incumbency advantages relative 

to their wholesale customers/competitors. These include such important capabilities as: (1) the ability to 

bundle services; (2) integrated wholesale and retail operations; and (3) entrenched and popular brands. 

 

20.  Incumbents can bundle telephony and Internet services with video much more readily, cheaply and 

ubiquitously than independent ISPs can. 

 

21. Integrated wholesale and retail operations means that Incumbents’ own retail operations do not face 

the same obstacles, delays and costs that independent ISPs face in obtaining wholesale services from the 

Incumbents. 

 

22. Incumbents have also invested enormous amounts in developing brand recognition, loyalty and 

goodwill on a scale simply not available to independent ISPs. 

 

23. Based on all of these considerations, the use of the existing annualized costing approach to develop 

capacity rates neither deters economically efficient entry, nor promotes economically inefficient entry.  

 

Annual rate reviews would be a more appropriate way for both Videotron’s and competitors’ 
concerns to be addressed 
 

24. As explained in its application to review and vary TRP 2011-703 and Telecom Regulatory Policy 

CRTC 2011-704 (“TRP 2011-704”),10 CNOC opposes any deviation from rate-setting based on the existing 

annualized costing approach, but does support annual reviews of the rates struck to ensure that the going in 

assumptions regarding peak traffic patterns and the costs that Incumbents incur for telecommunications 

facilities.  

 
                                                      
10   CNOC Application to Review and Vary TRP 2011-703 and TRP 2011-704, 2 March 2012 (“CNOC R and V Application”), at 

paragraphs 91 and 88. 
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25. As long as the going in assumptions used to determine capacity rates remain appropriate, subject to 

the implementation of the other changes sought to the rates in the CNOC R and V Application, the capacity 

rates would not change. However, given the sensitivity of those rates to peak traffic patterns and Incumbent 

network costs, where changes in these categories of cost drivers do occur, rates would be adjusted 

accordingly. This approach should ensure that Incumbents are always appropriate levels throughout the ten-

year study period, neither being undercompensated, nor being overcompensated. 

 

Conclusion 

 

26. In conclusion, the granting of the Videotron Application would stifle competition and is not 

necessary in order to treat Incumbents fairly. Accordingly, CNOC urges the Commission to deny the relief 

sought by Videotron in the Application. 

 

Yours very truly, 

 

 
William Sandiford 
Chair of the Board and President 
 
Copy:  Dennis Beland, Quebec Media Inc. (by email) 
 TNC 2011-77 Distribution List (by email) 
 Chris Seidl, CRTC (via email) 

Lynne Fancy, CRTC (via email) 
Tom Vilmansen, CRTC (via email) 
Yvan Davidson, CRTC (via email) 
Martin Brazeau, CRTC (via email) 
Suzanne Bédard, CRTC (via email) 
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