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I. EXECUTIVE SUMMARY  
 


1. Analysis Group, Inc. was retained by the Canadian Network Operators Consortium Inc. 


(“CNOC”) to provide an analysis of the impact of the new capacity-based wholesale tariffs 


issued under Telecom Regulatory Policy CRTC 2011-703 (“CRTC 2011-703”)  based on 


different retail and wholesale usage models representing independent Internet service 


providers (“ISPs”).  Using data obtained from various CNOC members and the rates 


approved in CRTC 2011-703, the report reaches the following conclusions:  


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 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.  


The results we present below are independent of any comparison of Canada against its 


international peers.  If the current capacity rates approved for Bell Aliant/Bell Canada, 


Cogeco, Rogers and Videotron are upheld, the Canadian consumer will be harmed.  


Ultimately, there will be no pro-competitive outcome if these capacity charges (approved for 


Bell Aliant/Bell Canada, Cogeco, Rogers and Videotron) are allowed to stand. 
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II. STATE OF WHOLESALE INTERNET ACCESS IN CANADA 
 


2. “Pursuant to the Telecommunications Act (“Act”),1 the [Canadian Radio-Television and 


Telecommunications] Commission strives to ensure the provision of reliable and affordable 


telecommunications services of high quality accessible to both urban and rural area 


customers, to foster facilities-based competition, to provide incumbents with incentives to 


increase efficiencies and be more innovative, and to adopt regulatory approaches, that foster 


increased reliance on market forces and ensure that regulation, when required, is efficient and 


effective.”2 


3. In November 2011, the Canadian Radio-Television and Telecommunications Commission 


(“Commission” or “CRTC”) issued CRTC 2011-703, which determined the rates that large 


telephone and cable companies may charge to independent ISPs for access to and use of their 


networks.  Following input from many stakeholders, the Commission accepted two proposals 


for billing models for wholesale residential high-speed access services, the “Flat Rate 


Model”3 and the “Approved Capacity Model.”4  Although the regulation of the provision of 


Internet services to retail customers is not within the Commission’s mandate, the policies 


adopted in the upstream wholesale market critically impact the downstream retail market 


and, accordingly, the Canadian consumer.  


A. The Flat Rate Model 


4. Prior to CRTC 2011-703,5 independent ISPs generally paid a flat monthly fee for access to 


and use of incumbent local exchange carriers’ (“ILECs”) and cable carriers’ (collectively 


“incumbents”) networks.6  “The wholesale flat rate model is comprised of a single monthly 


                                                 
1  Telecommunications Act (S.C. 1993, c. 38). 
2  CRTC, Communications Monitoring Report, July 2011, at § 2.1. 
3  CRTC 2011-703, at ¶ 21. 
4  CRTC 2011-703, at ¶ 58. 
5  Although the Commission approved, in principle, usage caps and/or usage-based billing (UBB) for the 


wholesale market in 2000 (provided that the incumbents also applied UBB to their retail customers), the 
UBB model was never implemented by the ILECs in the wholesale market.  In fact, the application by Bell 
Aliant Regional Communications, Limited Partnership (Bell Aliant) and Bell Canada (collectively, the 
“Bell companies”) to move towards a UBB wholesale model spurred the regulatory proceeding that gave 
rise to CRTC 2011-703.  CRTC 2011-703, at ¶¶ 8-18.  


6  It is our understanding that some cable carriers did adopt and implement a UBB model.  
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rate per retail customer by speed tier, with no additional usage charges.”7  Additional charges 


such as a monthly interface charge and an associated service charge may also be applied in 


the flat rate model.8  CRTC 2011-703 approved the continuing use of this model. 


B. The Approved Capacity Model 


5. CRTC 2011-703 also approved a pricing model that permits incumbents to charge 


independent ISPs for high-speed access services based on capacity.  This model will require 


ISPs to determine the amount of peak capacity they will need in a manner that is “consistent 


with respect to how the network providers plan and build their own networks and estimate 


their usage costs.”9  According to the Commission, this model requires the ISPs to “share the 


risk and responsibility of predicting and managing network usage.”10  Specifically, the 


approved capacity model charges a baseline “monthly access rate for each of the 


[independent ISP’s] retail customers” plus “a monthly capacity charge, offered in increments 


of 100 Mbps” and ancillary charges such as the interface and service charges permitted in 


certain instances under the flat rate model.11  The Commission considers that any “wholesale 


billing model[s] that include separate charges for access and usage provides a significant 


increase in flexibility over a per-customer wholesale UBB model.”12 


C. Additional Considerations 


6. Overall, the rates for either model are cost-of-service based, plus a reasonable markup that is 


consistent and comparable across network providers (i.e., cable and telephone companies).13  


The Commission has also recognized that the speed available to independent ISPs at the 


wholesale level is an important aspect of competition in the retail market,14 and accordingly 


has required the incumbents to provide wholesale access to and use of speeds that match 
                                                 
7  CRTC 2011-703, at ¶ 21.  
8  CRTC 2011-703, at ¶ 61. 
9  CRTC 2011-703, at ¶ 48. 
10  CRTC 2011-703, at ¶ 56. 
11  CRTC 2011-703, at ¶ 58. 
12  CRTC 2011-703, at ¶ 42. 
13  CRTC 2011-703, at ¶¶ 73, 78, 81. 
14  “The speed at which wholesale high-speed access service is to be delivered is one critical element of the 


service. The others are the manner in which the service delivered is to be measured and the price to be paid 
for the service.” CRTC 2011-703, at ¶ 7. 
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those offered by the incumbents to their own retail customers.15  However, the Commission 


did approve an additional 10 percent markup for the use of ILEC higher-speed networks to 


support the additional investment costs incurred by the ILECs to provide this service.16   


7. Additionally, independent ISP competitor costs may increase if the purchased capacity must 


be tied to specific interfaces (rather than aggregated across multiple interfaces).17   


III. A BRIEF DISCUSSION OF RELEVANT ECONOMIC ISSUES  


A. The Commission Mandate 


8. The Commission has interpreted its mandate under the Act as follows: “to ensure the 


provision of reliable and affordable telecommunications services of high quality accessible to 


both urban and rural area customers, to foster facilities-based competition, to provide 


incumbents with incentives to increase efficiencies and be more innovative, and to adopt 


regulatory approaches, that foster increased reliance on market forces and ensure that 


regulation, when required, is efficient and effective.”18  Since only two types of incumbents 


(ILECs and cable carriers) provide access facilities to residential premises that can be used 


for the provision of Internet services, the Commission determined that wholesale high-speed 


access services that can be used to provide Internet services over these incumbents’ access 


facilities should be regulated.  That regulation includes the setting of rates for the wholesale 


high-speed access services.  Appropriate regulation “can play a fundamental role in shaping 


competition in the longer-term” as well as the short-term.19  It is critical, however that 


                                                 
15  CRTC 2011-703, at ¶¶ 4-5. 
16  CRTC 2011-703, at ¶¶ 5, 85. 
17  See, e.g., ¶ 42 of An Application by Canadian Network Operators Consortium Inc. pursuant to Part I of the 


Canadian Radio-television and Telecommunications Commission Rules of Practice and Procedure and 
sections 24, 25, 27, 32, 47 and 55 of the Telecommunications Act directed to Bell Aliant Regional 
Communications, Limited Partnership, Bell Canada, Cogeco Cable Canada Inc., MTS Allstream Inc., 
Rogers Communications Partnership, Shaw Cablesystems GP And Videotron Ltd. to provide expedited 
relief with respect to the implementation of Billing practices for wholesale residential high-speed access 
services, Telecom Regulatory Policy 2011-703, 15 November 2011, CRTC File No. 8622-C182-
201200063. 


18  CRTC, Communications Monitoring Report, July 2011, at p. 5. 
19  “In contrast with the regulation of access prices, the theoretical literature provides little guidance to 


regulation of the access level, despite its highlighted importance in the ‘ladder of investment’ approach 
introduced by Cave (2006), which has been embraced by many national regulatory authorities. According 
to this approach, regulation of the access level (as well as access prices) can play a fundamental role in 
shaping competition in the longer-term: setting the access level ‘right’ can promote facility-based 
competition, which is often viewed as the ultimate aim in the broadband sector.  Note that, however, 
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incumbent and competitor incentives are managed with an eye towards this goal.  If prices 


are set too high, competition in the service-based market will be limited.   


B. Supply-Side Economic Issues 


9. The “unbundling” or “open pipes” model attempts to balance the dual goals of inciting 


infrastructure investment and encouraging competition. Although this model has been 


“formally” adopted by Canada, its domestic implementation has been found, generally, to 


lead to “weaker results.”20, 21  Third-party, independent sources have identified Japan and 


certain EU members as countries with greater success in deploying this approach.  The 


literature points to factors such as a regulator that “practically enforce[es] open access 


policy” as being “more important than the formal adoption of the policy” since “incumbents 


resist access policies whether they are formerly government-owned or not.”22  The open 


access policy, in most countries, simply allows competitors access to the incumbent’s 


networks at regulated prices and terms.23  


10. Moreover, the natural monopoly properties exhibited by the two incumbent-controlled 


residential broadband access technologies contain particular economies of scale and scope 


that should carefully be considered by the regulator when setting wholesale access prices.  


First, incumbent capital unit costs to provide service have been decreasing over time due to 


 
regulation of the access level is critical even in the absence of any dynamic efficiency concerns due to its 
shorter-term impact on competition, i.e., static efficiency.”  Bourreau, M. and P. Dogan, “Level of Access 
and Competition in Broadband Markets,” Faculty Research Working Paper Series #10-006, Harvard 
Kennedy School, February 2010, available at web.hks.harvard.edu/publications/getFile.aspx?Id=507. In 
this paper, the authors define “level of access” to mean “the network elements that are shared in the 
provision of competing broadband services.” 


20  “Next Generation Connectivity: A Review of Broadband Internet Transitions and Policy from Around the 
World,” The Berkman Center for Internet & Society at Harvard University, February 2010, available online 
at http://cyber.law.harvard.edu/pubrelease/broadband/, at p. 84.  


21  “Other TSPs” (i.e., telecommunication services providers that are neither incumbent telecommunication 
services providers nor cable companies) serve 6% of the residential telecommunications broadband market.  
See Table 5.3.2 in CRTC, Communications Monitoring Report, July 2011, at p. 140. 


22  Id., at p. 84.  
23  One notable exception is the United Kingdom which “moved to a virtual separation model, in which the 


incumbent British Telecom was required to create ‘separate’ retail and wholesale division.  The wholesale 
division manages the ‘pipes,’ and the retail division that sells broadband and other services competes with 
many other broadband service providers.”  See Atkinson, Robert D., “The Role of Competition in a 
National Broadband Policy,” The Information Technology and Innovation Foundation, October 2007, 
available online at http://itif.org/files/BroadbandCompetition.pdf 
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technological innovation and productivity improvements.24  Networking technology is 


consistently improving, allowing the carriers to handle increasing data for lower costs every 


year.25  Nonetheless, there is scant evidence of such cost reductions being translated either 


into increased uptake of next-generation technologies or in reduced consumer costs.  Rather, 


the evidence shows mixed results – at best.26  Fibre customers (customers where fibre-optic 


cable has replaced the copper local loop) represent only 0.01% of all broadband 


subscribers.27  Additionally, the implementation of usage caps have not (on the retail level),28 


by an admittedly crude measure, resulted in lower prices for Canadian consumers.29, 30, 31 


                                                 
24  “The Commission notes that the ILECs’ and the cable carriers’ capital unit costs have decreased on average 


over the last four years by an amount that is significantly greater than the annual capital unit cost changes 
proposed in their cost studies.” CRTC 2011-703, at ¶ 103. 


25  “The Commission considers that the historical changes in Internet-related capital unit costs demonstrate the 
suppliers’ ability to meet rising demand by increasing equipment capacity at a lower cost per unit due to 
technological advancements. The Commission also considers that, due to the rapid growth in Internet 
traffic and Internet applications, suppliers will further increase equipment capacity to meet increasing 
traffic demand, leading to further significant reductions in capital unit costs over time.”  CRTC 2011-703, 
at ¶ 104. 


26  “Though it was among the first nations in the world to provide widespread, retail broadband service, 
Canada’s recent broadband development has lagged behind other developed nations. Canada’s broadband 
penetration rates are often lauded, but the country is a poor performer on price and speed and a declining 
performer in penetration. Canada also faces an urban-rural broadband coverage gap. The Canadian 
broadband industry is relatively consolidated, and both cable and DSL providers have only recently started 
to deploy wireless and direct-fiber broadband infrastructure.” “Next Generation Connectivity: A Review of 
Broadband Internet Transitions and Policy from Around the World,” The Berkman Center for Internet & 
Society at Harvard University, February 2010, available online at 
http://cyber.law.harvard.edu/pubrelease/broadband/, at p. 247. 


27  By comparison, 20% of Swedish broadband subscribers and 44% of Japanese broadband subscribers have 
fibre Internet access.  “Next Generation Connectivity: A Review of Broadband Internet Transitions and 
Policy from Around the World,” The Berkman Center for Internet & Society at Harvard University, 
February 2010, available online at http://cyber.law.harvard.edu/pubrelease/broadband/, at p. 248. 


28  See footnotes 5 and 6. 
29  According to the 2011 CRTC Telecommunications Monitoring Report, average revenue per subscriber has 


increased over time.  CRTC, Communications Monitoring Report, July 2011, at p. 5.   
30  The OECD classifies Canada at the end of the pack in terms of price, while a more recent study situates 


Canada in the middle-to-back of the pack.   “Next Generation Connectivity: A Review of Broadband 
Internet Transitions and Policy from Around the World,” The Berkman Center for Internet & Society at 
Harvard University, February 2010, available online at http://cyber.law.harvard.edu/pubrelease/broadband/, 
at p. 81, Table 3.6. 


31  An additional independent, third-party website, Netindex.com, has aggregated an index that “compares and 
ranks consumer broadband value around the globe.”  On all three metrics of value (relative cost of 
broadband, relative cost per Mbps, and cost per Mbps), Canada is always in the bottom half of OECD 
countries. See http://www.netindex.com/value/1,8/OECD/.  Interestingly, the rankings provided on this 
website directly contradict the conclusions reached in a recent report submitted by Lemay Yates Associates 
on behalf of Rogers Communications, despite the fact that both the website and the report use the same 
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11. There is currently insufficient facilities-based competition in Canada, and the Canadian 


market appears to favour companies operating in all six market sectors of the 


telecommunications service industry.  This indicates that the current level of facilities-based 


competition is insufficient to discipline pricing in the downstream wholesale market.32  


Additionally, recent studies have highlighted problems resulting largely from the lack of 


facilities-based competition in Canada, noting the inability of small ISPs to increase their 


market share, let alone move from service-based competition to facilities-based 


competition.33  Several independent, third-party studies note that the Canadian broadband 


marketplace has not been able to provide customers with a greater variety of speeds, lower 


prices, or better service.34, 35  It is beyond the scope of this report to identify precise causes of 


this lack of innovation and competition, but rather it is important to note that the regulatory 


efforts to date have not sufficiently addressed this problem.   


12. Regardless, this discussion highlights the need to create appropriate incentives to improve 


Internet access (and manage network resources, when warranted), without stifling 


competition.  In other words, the capacity-based model adopted by CRTC 2011-703 has the 


potential to improve consumer welfare through increased choice and lower costs, as well as 


 
source data.  See Lemay Yates Associates, “Comparative Assessment of Broadband Performance and Cost 
for Consumers in G7 and OECD Countries: Canada always ranks in the top half or better,” Final Report, 
December 2011. 


32  “In 2009, companies operating in all six market sectors of the telecommunications service industry (i.e. 
local and access, long distance, Internet, data, private line, and wireless) accounted for approximately 92% 
of Canadian telecommunications revenues. Those operating in only one market sector accounted for 1% of 
revenues.” CRTC, Communications Monitoring Report, July 2010, at p. 111. 


33  van Gorp, A., and C. Middleton (2010), “The Impact of Facilities and Service-Based Competition on 
Internet Services Provision in the Canadian Broadband Market,” Telematics and Informatics, 27(3), 217-
230. 


34  “It is found that the extent to which service-based and facilities-based competition in the Canadian 
broadband market have resulted in the development of innovative Internet access services is limited.” See: 
van Gorp, A., and C. Middleton (2010), “The Impact of Facilities and Service-Based Competition on 
Internet Services Provision in the Canadian Broadband Market,” Telematics and Informatics, 27(3), 217-
230.  


35  “Despite its early broadband leadership, Canada has most recently lagged peer nations in broadband 
penetration, speed, and price. Though it was in the top OECD quintile in penetration in 2002, it is no 
longer. Canada has little fiber-to-the-home (FTTH) deployment … Possible explanations for Canada’s 
weakening performance include lack of competition.”  “Next Generation Connectivity: A Review of 
Broadband Internet Transitions and Policy from Around the World,” The Berkman Center for Internet & 
Society at Harvard University, February 2010, available online at 
http://cyber.law.harvard.edu/pubrelease/broadband/, at p. 248. 
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encourage innovation and investment in next-generation technologies, provided the 


appropriate pricing mechanisms and incentives are in place.   


C. Demand-Side Economic Issues 


13. Consumer demand for high-quality, high-speed internet service is increasing.  This is in line 


with current and historical trends in consumer peak usage; none of the major players in the 


Canadian Internet services market expect otherwise.36  One of the major drivers of this 


demand is the variety and sophistication of consumer content available on the internet (e.g., 


video streaming, cloud computing, multiplayer games), which in turn fuels the demand for 


bandwidth and higher capacity networks.37    


14. Cisco Systems’ Visual Networking Index, “an an ongoing initiative to track and forecast the 


impact of visual networking applications,” estimates that global Internet video traffic 


surpassed peer-to-peer traffic in 2010, and will account for over 50% by the end of 2012.38  


High definition video traffic has already surpassed standard definition in the video-on-


demand market, and is projected to represent 77% of Internet traffic by 2015.39, 40 


15. These trends, among others, have contributed towards the growth in “busy-hour traffic” 


versus average network traffic.  Cisco projects that “[b]usy-hour traffic will increase fivefold 


by 2015, while average traffic will increase fourfold. During an average hour in 2015, the 


traffic will be equivalent to 200 million people streaming high-definition video continuously. 


                                                 
36  “All parties to the proceedings agreed that the retail Internet service market will continue to experience 


strong growth.”  CRTC 2011-703, at ¶ 95. 
37  van Gorp, A., & Middleton, C. (2010). The Impact of Facilities and Service-Based Competition on Internet 


Services Provision in the Canadian Broadband Market.  Telematics and Informatics, 27(3), 217-230. See 
“Introduction” and the references cited therein.  


38  “Cisco Visual Networking Index: Forecast and Methodology, 2010-2015,” White Paper, Cisco Systems, 
Inc, June 2011, available online at 
http://www.cisco.com/en/US/solutions/collateral/ns341/ns525/ns537/ns705/ns827/white_paper_c11-
481360.pdf 


39  Id. 
40   Further support for high-definition video driving demand in the future is provided by a CRTC application 


by Shaw Cablesystems where they stated “[w]hen Netflix was first introduced in Canada, Shaw 
experienced a 100% increase in Internet traffic volume over a six month period.”  “Application of Shaw 
Cablesytems G.P”, CRTC Filing, Filed February 3rd, 2012, at ¶ 37.    
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During the busy hour in 2015, the traffic will be equivalent to 500 million people streaming 


high-definition video continuously.”41  


D. Economic Implications for the Approved Capacity Model  


16. Given these projections, and the directive of the Commission to “rely on market forces to the 


maximum extent feasible as the means of achieving the telecommunications policy 


objectives” while fostering competition that “neither deter[s] economically efficient entry 


into the market nor promote[s] economically inefficient entry,”42 it is important to consider 


the potential impact of the proposed rates struck by the Commission on the competitive 


landscape.  Critically, the rates adopted should both “provide incumbents with incentives to 


increase efficiencies and be more innovative”43 as well as ensure broad access, high-quality, 


and affordability in service offerings.44  If the ultimate policy goal is to foster “increased 


competition and productivity, which in turn has the ability to produce benefits for consumers 


and business” then careful scrutiny of the new rate plans as well as the incentives and 


implications for future competition is warranted.   


17. Several parties, including members of the Commission, have noted that the capacity-based 


model has the potential to increase efficient use of networks.  Implemented correctly with 


appropriate rates that encourage pro-competitive outcomes, the capacity-based model has the 


potential to “fulfill the policy objectives of the [Telecommunications] Act and the Policy 


Direction by fostering innovative and healthy competition while ensuring regulatory 


efficiency and symmetry.”45  In the alternative, improperly priced tariffs, particularly in the 


recognition and pass-on of usage-driven capital costs, could have anti-competitive effects 


that will impact the incentives of independent ISPs and their ability to offer a competitive 


option in the market for consumer Internet services.  
                                                 
41  “Cisco Visual Networking Index: Forecast and Methodology, 2010-2015,” White Paper, Cisco Systems, 


Inc, June 2011, available online at 
http://www.cisco.com/en/US/solutions/collateral/ns341/ns525/ns537/ns705/ns827/white_paper_c11-
481360.pdf 


42  Governor General in Council (2006). Order Issuing a Direction to the CRTC on Implementing the 
Canadian Telecommunications Policy Objectives. Journal, 140(26), 2344-2349, available at 
http://gazette.gc.ca/archives/p2/2006/2006-12-27/html/sor-dors355-eng.html 


43  CRTC, Communications Monitoring Report, July 2011, at p. 5. 
44  Telecommunications Act (S.C. 1993, c. 38) at Section 7.  
45  CRTC 2011-703, at ¶ 62. 
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IV. IMPACT ANALYSIS OF REVISED TARIFF STRUCTURE 


A. Data 


18. Although ISPs face a variety of costs, the recent CRTC 2011-703 decision allows incumbent 


providers to shift the usage portion of their wholesale rates, from rates based on “last mile” 


costs (assumed usage on a per-customer basis) – to rates based on capacity (baseline 


connection fee plus a separate utilization charge).  Accordingly, it is this incremental change 


that is the most relevant for our analysis.  To project the eventual impact of the approved 


capacity model, we designed a survey that collected data from various members of CNOC.46  


Specifically, we obtained information on the number of subscribers, speeds and peak 


utilization rates for a number of residential plans.47  In addition, we obtained information on 


the wholesale provider, current last mile access costs and retail plan pricing.  In a small 


number of cases we were provided access to internal cost estimates under the new tariff 


model in order to verify our cost calculations.   


19. It is important to note that this study relies upon actual peak use rates obtained directly from 


CNOC members, expressed in either average peak Mbps per subscriber or average peak 


Mbps.  These figures directly represent the amount of capacity that an independent ISP 


would be required to purchase in a given month, as of the introduction of the capacity based 


billing model.  This represents a difference in methodology from the method adopted by 


incumbents and the CRTC when calculating tariffs based on peak usage. Our understanding 


is that the CRTC spreads the total usage costs by the incumbents over total GB transferred in 


a month to obtain a measure of cost per gigabyte.  The second step in the derivation of the 


capacity charge was to multiply the volume rate per gigabyte as calculated above by a conversion 


                                                 
46  The survey was distributed to all CNOC members asking them to provide information on their most 


popular plans (by subscribers).  Nine independent ISPs provided data; each ISP provided information on 
between 1and 10 plans.  All but one retail plan subject to the capacity based wholesale tariff were used for 
the analysis.  One plan was dropped due to sample size (small number of subscribers) and anonymity 
considerations (it was the only plan with Cogeco as a wholesale access provider). All providers’ identities 
are withheld and the statistics presented are standardized (expressed in percentage terms) in order to avoid 
the disclosure of potentially sensitive business information. 


47  A number of carriers provided utilization data as GB/User/Month for the peak time periods.  We have 
converted this data to Megabits / second by assuming that the data is transferred uniformly over the entire 
peak time period.  This is highly conservative as users often engage in burst activity (e.g., watching video, 
playing a video game) which would result in higher peak traffic at specific moments. 
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factor of kbps/gigabyte at the peak period (95th percentile) to obtain a capacity rate/kbps that is 


then scaled up to a 100 Mbps rate. 48  


20. The peak capacity utilization that is derived within this costing model is potentially 


inconsistent with the actual peak utilization faced by independent ISPs. Independent ISPs are 


charged, under the capacity based model, at the peak Mbps they require in a given month.  


This peak Mbps figure is not calculated by extrapolating from overall monthly usage – but is 


calculated as the highest average Mbps transmission rate in a given month.  Usage of 


monthly gigabyte consumption and conversion rates to project costs may lead to incorrect 


conclusions about the affordability and reasonableness of rates set under CRTC 2011-703. 


21. It is not possible to calculate a GB/month to Mbps conversion in any forward looking way 


with the expectation of it enduring over time.  The only way this could be achieved would be 


with many years of historical and consistent data. Such data does not exist for Internet usage. 


This is because Internet usage patterns have changed significantly over time. According to 


CNOC members, there has never been a stretch of time on the Internet of consistent usage 


patterns that could be used to build such a historical model. 


22. We were provided with information on 38 plans from 9 independent ISPs.  These 38 plans 


cover three wholesale providers (Bell, Videotron, Rogers) and serve 243,690 subscribers.  


See Exhibit 1 for a description of the data.    


B. Analysis 


23. Our analysis of costs only considers the access rate plus capacity rate, and holds all other 


costs constant.  Therefore, the discussion of costs is appropriately restricted to isolate the 


impact of the revised tariff model.   


24. First, we calculate the legacy costs per line (under flat-rate pricing) and the current costs per 


line (under the new capacity-based tariffs).  In order to obscure potentially sensitive business 


information, results are aggregated and presented in bands according to the average peak 


utilization on a per-subscriber basis.  ISPs with peak utilization of less than 0.2 Mbps per 


subscriber for a given distribution technology (Cable or DSL) and a given wholesale provider 


                                                 
48  “Follow-up to Telecom Regulatory Policy CRTC 2011-703 – Revised Tariff Page 97A,” Rogers 


Communications CRTC Filing.  February 10, 2012.  at ¶ 3 
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are considered “Low” peak utilization ISPs.  ISPs that have current peak demand 


requirements between 0.2 and 0.4 Mbps per subscriber are considered “Medium” while those 


with consumers requiring more than 0.4 Mbps per subscriber at peak are considered “High.”  


As one would expect, independent ISPs cater largely to higher-peak usage consumers.  Only 


15% of independent ISP consumers are in the “low” usage group.  The remaining 85% of 


independent ISP consumers are in the medium or high peak-usage groups.  See Exhibit 2.  


25. We then calculate the yearly increase in costs by applying different rates of growth in 


average per-consumer demand for peak capacity.  Note that we make two assumptions: (1) 


we conservatively aggregate each ISP’s peak usage across all plans with the same delivery 


technology and provider (DSL or Cable; Bell, Rogers, Videotron); and (2) we hold the 


number of subscribers constant (e.g., each independent ISP experiences zero growth in 


customer base).49   


26. Even with these assumptions about the use of high-speed services, demand for increasing 


bandwidth, and declining incumbent ISP costs – the long term viability of independent ISPs 


is in question.   


27. Exhibit 2 presents the results of the cost analysis on the “first day of implementation” by 


peak traffic band (i.e., aggregating ISPs by low, medium, or high peak per-user traffic). For 


low peak usage ISPs, the new wholesale rate structure represents an immediate 13% decline 


in cost per subscriber.  As we will see below, this trend quickly reverses as per-user peak 


consumption increases.  For medium peak usage ISPs, the new wholesale rates result in an 


immediate 9% rise in costs per subscriber.  For the high peak usage ISPs, the new wholesale 


rates cause an immediate 11% increase.  It is clear from just this analysis that the current 


rates are not revenue neutral for 85% of independent ISP customers and immediately 


disadvantage medium and high peak use ISPs.  Further, the analysis demonstrates that the 


remaining 15% of independent ISP customers will be similarly affected as peak usage 


increases.  


                                                 
49  By aggregating the plans, we minimize the total number of capacity-based blocks an ISP would need to 


purchase.  If capacity-based blocks need to be purchased on a less aggregate basis (e.g., by plan or by 
geographic area), total capacity-based costs will increase. 
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28. Exhibit 3 presents the results the new tariff rates one year and five years after implementation 


under a variety of annual increase rates in per-user demand for peak Mbps.  This table 


demonstrates that even a low 5% annual growth in peak capacity usage has the potential to 


result in severe margin compression for certain ISPs.50  Assuming a more reasonable but still 


conservative 20% annual peak use growth rate,51 all independent ISPs will see their per-


subscriber costs increase, some by as much as 68% over a five-year period (compared to 


legacy cost per subscriber).52  Since the costs will increase dramatically, even under a 


conservative projection (i.e., assuming a growth rate below that assumed by the 


Commission), all independent ISPs will need to revisit their pricing structures and re-


consider their service offerings within four years.  Moreover, the capacity-based rate 


structure, as is, immediately disadvantages independent ISPs serving consumers with higher 


peak consumption.  Rather than incite innovative pricing plans that may allow for alternative 


pricing structures (e.g., a pricing plan that incents off-peak usage), the level of the current 


rates are such that independent ISPs will be required to spread these increased costs over a 


broader range of consumers.  Since the currently approved wholesale rates are so high, any 


plan restructuring by independent ISPs will likely lead to price increases, usage restrictions, 


and other anti-competitive effects that will directly harm the Canadian retail internet 


consumer.  If the wholesale rates are set to more reasonable levels that remain reasonable as 


peak usage increases (and reflect the overall declining cost structure of wholesale providers), 


independent ISPs and Canadian consumers stand to benefit from the capacity-based pricing 


structure.   


                                                 
50  Cisco Systems predicts a compound annual growth rate of 32% in internet traffic per subscriber over 5 


years which translates to 6% per year average growth.  Since peak traffic is also expected to grow more 
rapidly than average traffic, the assumption is very conservative. See: “Cisco Visual Networking Index: 
Forecast and Methodology, 2010-2015,” White Paper, Cisco Systems, Inc, June 2011, available online at 
http://www.cisco.com/en/US/solutions/collateral/ns341/ns525/ns537/ns705/ns827/white_paper_c11-
481360.pdf 


51  The use of a 20% growth rate is also conservative and is below the rate assumed by the Commission:  
“Accordingly, consistent with the approach set out in Telecom Decision 2006-77, for the cable carriers and 
the ILECs other than MTS Allstream, the Commission has applied two years of traffic growth rates per 
retail customer consistent with historical levels [between 40-50%], followed by a constant growth rate of 
20 percent for each of the remaining years of the study period.” CRTC 2011-703, at ¶ 98.   


52  This calculation, like all other calculations presented in this report, is based on the data available to us at 
the time of the writing of this report. 
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29. Exhibits 4, 5, and 6 visually display the potential per-user cost outcomes on independent ISPs 


over a five-year period for each of the three groups.  For the low peak usage group, a 20% 


yearly growth rate in peak usage results in costs above the current costs just after the fourth 


year (see Exhibit 4).  Assuming the first two years of growth rates are at historical levels (as 


per the Commission),53 the new rate structure exceeds the previous rates by the second year. 


For the medium peak usage group, all costs are immediately above the current costs, 


regardless of growth rate (see Exhibit 5).  For the high peak usage group, the costs are 


immediately higher and nearly approach the current average plan price by the fifth year at a 


20% yearly growth rate (see Exhibit 6).  This analysis demonstrates that the capacity-based 


billing rates struck provide little incentive for the independent ISPs to grow their business 


while maintaining the lower prices that consumers expect from their service offerings.  In the 


very short term, a small minority of independent ISPs may be better off.  Once per-user peak 


bandwidth consumption reaches certain levels, the increased costs (under the recently 


approved wholesale rates) render the current pricing structures untenable.54 


30. As a sensitivity analysis, we relax our assumption regarding zero growth in the consumer 


base and apply a variety of growth rates to the customer base.  We find that there are neither 


benefits nor disincentives to growing the consumer base.  In other words, the current pricing 


structure neither encourages nor discourages independent ISPs to increase their consumer 


base.  This outcome is not typical of most industries, in that one would expect economies of 


scale and scope to reduce costs as the number of consumers increases.   


31. Exhibits 7, 8, and 9 show the results of these sensitivities under different subscriber growth 


rate assumptions.  Across all groups, the costs under the various peak use growth rate 


scenarios are insensitive to subscriber growth rate.  In Exhibit 7, the costs on a per-user basis 


are stable regardless of subscriber growth rate (e.g., the costs per-user vary by at most 17 


cents at the five year mark, across different assumptions regarding subscriber growth).  


Similar results are obtained in Exhibit 8 (costs per user vary by at most 6 cents at the five-


year mark) and in Exhibit 9 (costs per user vary by at most 3 cents at the five year mark).  Put 


                                                 
53            CRTC 2011-703, at ¶ 98 
54  Again, recall that only a portion of the costs are accounted for in this model. For example we exclude costs 


related to: new user activation, network operations, marketing, and human resources.  Therefore it is likely 
that ISPs will become unprofitable long before their access costs reach their current plan prices. 
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simply, there is no way for ISPs to avoid such growth in costs other than by severely limiting 


the growth of peak usage consumption.  Costs will always exceed the previous cost levels for 


all ISPs at a conservative peak capacity use annual growth rate of 20%.  There is no way for 


the independent ISPs to “grow” their way out of higher costs by increasing their subscriber 


bases (thereby spreading increased capacity-based costs among an increased number of 


subscribers).   


32. As previously discussed, the data presented are from independent ISPs using Rogers, Bell 


and Videotron as wholesale access providers.  The remaining two providers implementing 


capacity based rates (MTS Allstream and Cogeco) were not included due to lack of data.  


Exhibit 10 shows a comparison of the current rates struck for incumbent carriers proposing a 


capacity-based tariff model.  This comparison reveals that MTS Allstream capacity-based 


rates are significantly lower than all other providers.  MTS Allstream’s capacity charge is 


roughly 10% of Bell’s and Cogeco’s, 15% of Videotron’s and 20% of Rogers’.   


33. As a sensitivity analysis, we repeat the analysis but apply the approved MTS Allstream rates.  


Exhibit 11 shows the initial results of the cost model assuming that all incumbents adopt 


MTS Allstream’s rates.  As demonstrated, all independent ISPs see an immediate reduction 


in per-user costs of at least 20%.  Exhibit 12 shows that under the MTS Allstream tariff, 


independent ISPs do see a gradual cost increase over time.  Furthermore, even under 


aggressive peak utilization growth assumptions, at no point does the access plus capacity cost 


exceed the current plan price.  We also display this result graphically in Exhibits 13, 14, and 


15.  The wholesale rate increases are far more gradual, however, and the medium and highest 


peak usage ISP group do see an eventual cost increase beyond current levels under the most 


aggressive peak utilization growth assumptions of 40% and 50% (see Exhibits 14 and 15).  


Thus, the tariff model itself is not problematic for independent ISPs, it is simply that the rates 


for all incumbents adopting this model other than MTS Allstream are too high to support 


growth and competition in the market.  We make no judgment on whether the rates struck for 


MTS Allstream are reasonable beyond their comparison with the rates struck for other major 


incumbents.  If peak growth rates adhere to historical levels (e.g., 40-50%),55 it is possible 


that the MTS Allstream rates may be too high.  It is also possible that lower rates might be 


                                                 
55  CRTC 2011-703, at ¶ 98.   
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supported by cost analyses.  Further, it is reasonable to expect that lower rates would allow 


for even greater flexibility and affordability in service offerings.  


34. As is, the capacity-based rates struck for Bell Aliant/Bell Canada, Cogeco, Rogers and 


Videotron clearly deter independent ISPs from investing in increased capacity and growing 


their consumer base, particularly because annual increases in per-user peak demand are 


expected to exceed 20%.  It is therefore unlikely that the independent ISPs will increase their 


market share in Internet services provision beyond the current level of 6%.56  It is more likely 


that independent ISPs will continue to lose share to the incumbents under the current rate 


structure.  Accordingly, Canadian consumers will lose out on different competitive market 


options in terms of price, connectivity, and choice.  Moreover, it is difficult to imagine a 


scenario in which the attendant lower levels of competition will result in innovative service 


offerings and improved uptake of next-generation broadband technologies.  Instead of 


fostering competition, supporting innovation, and maximizing choice for Canadian 


consumers, the capacity based rates (as approved by the Commission for all incumbents other 


than MTS Allstream) effectively restrict independent ISPs, constraining them from offering 


higher quality and lower cost services to Canadians.   


V. CONCLUSION 
35. Again, it is worth emphasizing that these results are independent of any comparison of 


Canada against its international peers. Although we have cited independent, third-party 


reports that do highlight Canada’s relative decline, the potential for these rates to have anti-


competitive impacts is not disputable.  Ultimately, if the current capacity-based rates 


approved for Bell Aliant/Bell Canada, Cogeco, Rogers, and Videotron are upheld, there will 


be no pro-competitive outcome and the Canadian consumer will be harmed. 


36. Despite the Commission’s stated goal of fostering competition in the retail Internet market, 


the current rate structure under the Approved Capacity Model, will at best, allow the nine 


percent of independent ISPs serving low usage customers to slightly (and temporarily) 


improve the flexibility of their service offerings provided they can constrain peak usage rates 


to unreasonably low levels.  At worst, the approved rate structure may compress independent 


ISP margins severely enough to cause erosion of independent ISP market share.  Although 
                                                 
56  See Table 5.3.2 in CRTC, Communications Monitoring Report, July 2011, at p. 140. 
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there are benefits to the adoption of a capacity-based model, the access granted to 


independent ISPs in the wholesale market must foster competition in a way that allows the 


independent ISPs to offer services tailored to customer needs – rather than simply allowing 


independent ISPs to provide slightly differentiated services.  Independent ISPs foster 


consumer choice, and should be able to meet consumer demand with relevant service 


offerings.  Considering most of the current rates approved under the new capacity-based 


structure and their likely effects on the vast majority of independent ISP consumers, this goal 


appears beyond the reach of independent ISPs and the Canadian consumers they serve.   


 






