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0 INTRODUCTION AND EXECUTIVE SUMMARY

1. Bell Aliant Regional Communications, Limited Partnership (Bell Aliant) and Bell Canada 
(collectively, the Companies) are in receipt of interventions addressing the Application 
they filed pursuant to Part 1 of  the CRTC Rules of Practice and Procedure (the Rules) 
seeking the review  and variance of  certain determinations in Telecom Regulatory Policy 
CRTC 2011-703, Billing practices for wholesale residential high-speed access services 
(TRP 2011-703), dated 1 March 2012.  Such interventions were filed by Canadian 
Network Operators Consortium Inc. (CNOC), MTS Inc. and Allstream Inc. (collectively, 
MTS Allstream), Primus Telecommunications Canada Inc. (Primus), Shaw 
Communications Inc. (Shaw), and Vaxination informatique (Vaxination) in submissions 
dated 2 April 2012.  This submission represents the Companies' reply to these 
interventions.

2. In the Application at issue, the Companies request that the Commission vary the 
determinations in TRP 2011-703 and approve monthly access rates for the Companies' 
wholesale residential Fibre to the Node (FTTN) access services1 (hereafter referred to 
as wholesale residential FTTN access services) that do not reflect the Commission cost 
adjustments listed below:

a) Adjustments to exclude the wholesale FTTN-related network conditioning costs the 
Companies incurred prior to July 2011 from their cost studies for their serving areas in 
Ontario and Québec;

b) Adjustments to exclude the Companies' wholesale-related FTTN development costs 
from their cost studies;

c) Adjustment of  the annual capital unit cost changes that were used by the Companies in 
their cost studies for access-driven equipment with minus 5%;

d) Adjustments related to the Companies' FTTN Digital Subscriber Line Access Multiplexer 
(DSLAM) costs, namely, the capping of the labour component of those costs at 40% of 
the total FTTN DSLAM costs and the adjustment of  the civil work portion of the DSLAM 
labour costs to reflect a life estimate of 18 years rather than the life of the DSLAM 
equipment, which is the life estimate the Companies used; and

1  These rates are set out the Companies' General Tariffs (GTs) 6716 and 21560, Item 5440 – Gateway  Access 
Service - Fibre to the Node (GAS-FTTN) for their Ontario and Québec serving areas and in Bell Aliant's GT 
21491, Item 640, ADSL Access Service – Fibre to the Node (FTTN) for its Atlantic region.



e) Adjustments to reflect a 10-year study period rather than a 5-year study period in the 
Companies' cost studies.

3. The Companies also offered an alternative proposal for the adjustment addressed under 
item a) above, should the Commission reject the Companies' proposal related to network 
conditioning costs.  Specifically, in that case, the Companies seek Commission approval 
for revised access rates that reflect costs that are calculated based on the approach of 
performing the network conditioning individually for each customer who orders an FTTN-
based service, rather than for an entire distribution area where the Companies intend to 
offer such services in anticipation of  future demand.  Once the revised access rates 
based on that approach are approved, and the Companies actually do change their 
practice, they will issue revised tariffs to reflect the new  rates.  Details on that proposal 
were provided in section 3.1.2 of the Companies' Application.

4. The Companies re-iterate that approval of revised monthly access rates for their 
wholesale residential FTTN access services that reflect the reversal of the cost 
adjustments listed above would be consistent with the determinations in Order Issuing a 
Direction to the CRTC on Implementing the Canadian Telecommunications Policy 
Objectives, P.C. 2006-1534 (Policy Direction).2   Specifically, approval of such rates 
would be consistent with sub-section 1(a)(i) of  the Policy Direction, in that a company 
would be expected at the very least to recover its costs, to the maximum extent feasible, 
as a means of achieving the telecommunications policy objectives set out in section 7 of 
the Telecommunications Act.  It would be consistent as well with sub-section 1(a)(ii) of 
the Policy Direction which states that the Commission, when relying on regulation, must 
use measures that interfere with the operation of  competitive market forces to the 
minimum extent necessary to meet policy objectives and with sub-section 1(b)(ii) which 
requires the Commission to use measures that neither deter economically efficient 
competitive entry into the market nor promote economically inefficient entry.

5. As discussed in further detail below, with the exception of  Shaw, all interveners argue 
that the Companies' request with respect to one or more of the costing adjustments 
listed above have no merit.  Shaw  only addresses the Companies' request to change the 
Commission-mandated study period of 10 years for the cost studies at issue to 5 years, 
which is the period proposed by the Companies, and fully supports this request.  The 
remainder of  this reply addresses the issues raised by the interveners and demonstrates 
that the allegations of  those parties who object to the approval of  certain requests made 
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2  P.C. 2006-1534, Canada Gazette Part II, No. 26, SOR/2006-355, 14 December 2006.



by the Companies are either unsupported or not compelling enough to warrant denial of 
the Companies' requests.

6. Given the above, the Companies urge the Commission to approve their Application as 
expeditiously as possible.

2.0 THE INCLUSION OF NETWORK CONDITIONING COSTS THE COMPANIES 
INCURRED PRIOR TO JULY 2011 IN THEIR COST STUDIES IS FULLY JUSTIFIED

7. Network conditioning, which involves the removal of  bridge taps and electrical 
impediments on the access (copper) facilities between the DSLAM and the end-user 
(customer) premises, is required to ensure network stability for Very-High-Bit-Rate 
Digital Subscriber Line (VDSL) speeds of 16 Mbps and higher and also improves the 
Internet experience for lower DSL speeds.  As noted in their Application and in the 
proceeding that led to TRP 2011-703, the Companies have adopted the proactive 
practice of network conditioning all the access facilities in a distribution area where they 
plan on making high-speed services available.  This approach is not only cost-effective 
but also customer-focused as service can be activated more quickly for the end-user, be 
they retail and wholesale.  In developing the costs of  their wholesale residential FTTN 
access services, the Companies included a portion of the cost associated with network 
conditioning performed prior to July 2011 in areas where high-speed services would be 
introduced at a future date as well as a portion of  their network conditioning costs 
incurred from July 2011 onwards in their cost studies.  The portion that was included 
represents the portion that was causal to wholesale residential FTTN access services.3  
However, the Commission disallowed the inclusion of any network conditioning costs 
that the Companies incurred prior to July 2011 in their cost studies.  The Companies 
submit that this determination was incorrect and leads to rates that are not just and 
reasonable.

8. The Companies re-iterate that the undisputable fact is that network conditioning is a 
prerequisite to being able to offer FTTN services.  As such, the Companies must incur 
the costs to condition the access facilities in order for FTTN services to be made 
available on those facilities.  The causality of  these costs to FTTN services, be it 
ultimately retail or wholesale, results from the fact that the Companies have no choice 
but to incur these costs in order to make such services available.  Furthermore, since 
wholesale customers' end-users benefit from the network conditioning activities 
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3  Calculated based on the wholesale residential demand forecast,  expressed as a percentage of  total retail and 
wholesale demand, at the end of 2015.



performed on the access facilities that will be used by them then the monthly access 
service prices for wholesale customers must reflect a fair allocation of  the costs incurred, 
whether they were incurred before or after July 2011.  To do otherwise would result in the 
Companies' retail customers subsidizing wholesale customers and would result in rates 
that are not just and reasonable.

2.1 The Commission has  already recognized that network conditioning must be 
performed to offer high-speed access services

9. MTS Allstream states that the Companies' "purported occurrence rates" for bridge tap 
removal are exaggerated4  and that only a small portion of  [High Speed Internet] HSI 
installations will require removal of end taps.5   These claims are based on MTS 
Allstream's assumption that the Companies' copper access facilities were provisioned 
using the "dedicated plant" technique which virtually eliminates new  deployment of 
bridge tap.6   MTS Allstream also claims that bridge taps are "a relic of  the 1970s or 
earlier" and are no longer found on the Companies' copper facilities which would have 
been replaced during normal maintenance.7   Finally, MTS Allstream argues that the 
Companies should not have included the cost of replacing Network Interface Devices 
(NIDs) as part of their network conditioning costs since these devices are causal to the 
provision of primary exchange services, not HSI.8

10. As for Vaxination, it states that the Companies started bridge tap removal in the late 
1990s in order to improve copper line quality to introduce, now  legacy, DSL services 
using ADSL1 technology (now  considered lower speed legacy DSL).9   According to 
Vaxination, any line being used for legacy DSL services is already conditioned for FTTN 
DSL services.10  Vaxination's comments also imply that as part of  regular maintenance 
the Companies replace old or damaged segments of copper cable using "current 
techniques and parts" which "means the new  cable is already conditioned when installed 
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4  MTS Allstream's Intervention re The Companies' Part 1 Application to Review and Vary  TRP 2011-703, 
2 April 2012, (MTS Allstream 2 April 2012 Intervention), paragraph 9.

5  MTS Allstream 2 April 2012 Intervention, paragraph 12.

6  MTS Allstream 2 April 2012 Intervention, paragraph 13.

7  MTS Allstream 2 April 2012 Intervention, paragraph 14.

8  MTS Allstream 2 April 2012 Intervention, paragraph 15.

9  Vaxination's Intervention re the Companies' Part 1 Application to Review and Vary  TRP 2011-703, 2 April 2012, 
(Vaxination 2 April 2012 Intervention), paragraph 10.

10  Vaxination 2 April 2012 Intervention, paragraph 28.



because none of the old techniques such as bridge taps are used."11  Vaxination further 
states that conditioning is part of normal copper plant maintenance and that the 
associated costs are already recovered in the rates for local exchange and dry-loop 
services and therefore should not be included in the wholesale residential FTTN monthly 
access rates.12 Finally, Vaxination questions the Companies' statements that bridge taps 
can be removed on inactive copper loops at the time of a systematic upgrade since the 
Companies would not know  where the copper loops might be needed in the future13 and 
thus concludes that new  customers cannot benefit from network conditioning and should 
only pay for those costs at installation time.

11. These parties seem to question the validity of  including any network conditioning costs in 
the Companies' costs studies.

12. At the outset, the Companies submit that MTS Allstream's and Vaxination's comments 
are out of context as they are focused on refuting the requirement for the Companies to 
perform, or to have performed, any manner of  network conditioning activities, before or 
after July 2011, in order to make FTTN access services available.  These parties seem 
to have misunderstood that the Commission has already recognized that network 
conditioning must be performed in order for the Companies to offer FTTN access 
services and consequently determined in TRP 2011-703 that the wholesale-related 
portion of the network conditioning costs that the Companies incurred from July 2011 
onwards14 should be included in developing the costs underlying the monthly wholesale 
residential FTTN access rates.

13. These parties fail to recognize that the issue in the Companies' Application is the 
Commission's exclusion of  the network conditioning costs incurred by the Companies 
prior to July 2011 from their cost studies that are attributed to wholesale services.  It is 
neither whether network conditioning needs to be performed nor the exclusion of 
wholesale-related network conditioning costs incurred post July 2011.
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11  Vaxination 2 April 2012 Intervention, paragraph 14.

12  Vaxination 2 April 2012 Intervention, paragraph 15.

13  Vaxination 2 April 2012 Intervention, paragraph 22.

14  At paragraph 131 of  TRP 2011-703, the Commission approved 50% of  the network conditioning costs incurred by  
the Companies from July  2011 onward in their cost study  to recognize that the Bell companies incur network 
conditioning activities to permit the simultaneous offering of retail Internet and IPTV services.



14. In light of the above, the Companies submit that MTS Allstream and Vaxination fail to 
address the issue raised in the Companies' Application and their comments should be 
disregarded, as should suggestions that network conditioning costs should not be 
included in the Companies' cost studies at all.

15. With respect to MTS Allstream's and Vaxination's questioning the rate of  occurrence and 
the need for removal of bridge taps in the Companies' copper access network, it appears 
these claims are due to a basic misunderstanding of  how  the Companies design their 
network and how  they perform network replacement.  The Companies deem it 
necessary to address MTS Allstream's and Vaxination's allegations by clarifying the 
characteristics of their access network.  The following are the key points to note in this 
regard:

- First, the vast majority of the Companies' current access network consists of copper 
facilities that were deployed over the past 30 plus years with both lateral and end bridge 
taps to maximize the usage of copper cable pairs to provide voice services.  Contrary to 
Vaxination's claim, the removal of  bridge taps did not start with the deployment of  ADSL1 
technology since it was unnecessary to remove bridge taps in order to provide the lower 
speed DSL services.  Until recently,15  the Companies never had a practice in place to 
remove bridge taps and therefore, these bridge taps remained in the Companies' 
networks even as DSL services were provisioned.  However, in order to provide 
increasingly higher and stable DSL speeds, it became necessary to remove bridge taps 
from the Companies' access facilities and thus a network conditioning program was 
launched in 2010.

- Second, the vast majority of the Companies' access network has not been designed or 
upgraded using the "dedicated plant" technique referred to by MTS Allstream.  
Dedicated plant, also referred to as pre-encapsulated buried wire, does not use bridge 
taps.  Each pair (or couple of  pairs) is assigned only to a specific address.  While this 
technique was more commonly used in the Companies' networks during the 1970s and 
1980s, this deployment technique was discontinued in the early 1990s because of its 
high costs to repair or provide additional pairs since the buried plant had often been 
placed along the rear side of customers' properties.  The Companies confirm that pre-
encapsulated network along with other facilities (such as end of run terminals with no 
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15  The Companies introduced a design without bridge taps in 2007 for copper cable deployments in new areas 
(Greenfields).  The areas where the design was applied represent  a very  small portion of  the entire copper 
network.



laterals and inside terminals) that do not require network conditioning were not included 
in the Companies' network conditioning program.  As a related matter, MTS Allstream 
also argues that the Companies should not have included the cost of replacing NIDs as 
part of network conditioning costs since these devices are causal to the provision of 
primary exchange services, not HSI.  The Companies note that MTS Allstream is 
incorrect, as network conditioning costs do not reflect any costs associated with the 
replacement of NIDs.  As described in the Attachment to the Companies' Application, the 
Companies' network conditioning program does include replacement of obsolete or 
damaged Ready Access terminals.

- Third, when copper cable is repaired in order to address the effects on the network that 
"birds, squirrels and in some cases, urban raccoons" can have,16  which Vaxination 
comments upon, generally only the affected portion of cable is replaced using the same 
design as the network already in place (i.e., like-for-like).  Although, in some 
neighborhoods the network can become damaged beyond repair and must be 
completely replaced (using a new  design without bridge taps), this situation occurs rarely 
in the entire network.  Therefore, bridge taps continue to exist on a majority of the 
Companies' copper facilities in their access network.

- Fourth, as mentioned above, Vaxination states that network conditioning costs are 
already recovered in the rates for local exchange and dry-loop services and therefore 
should not be included in the wholesale residential FTTN monthly access rates.  This 
claim is incorrect.  The Companies note, as outlined in their respective tariffs for 
unbundled loops, that they offer carriers ordering unbundled loops the choice of  having 
bridge taps removed.  However, contrary to what Vaxination claims, these costs are not 
included in the loop rates but are charged separately based on the actual amount of time 
it takes to remove the bridge taps and the cost of  the materials that are required to do 
this.  Notwithstanding this, the Companies' unbundled loop service is separate from the 
Companies' wholesale aggregated high-speed service (i.e., Gateway Access Service 
(GAS)).  In the case of unbundled loops, carriers lease these facilities in conjunction with 
their own DSL equipment whereas, in the case of GAS, carriers make use of  the 
Companies' DSL equipment.  Therefore, network conditioning costs are not already 
recovered through the unbundled loop rate and in any event, the provision of  loops is 
separate from the provision of GAS.
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16  Vaxination 2 April 2012 Intervention, paragraph 13.



- Fifth, the Companies wish to specifically address Vaxination's comments with respect to 
the removal of  bridge taps from inactive copper loops at the time of  a systematic 
upgrade.  Vaxination's statements aim to cast doubt on whether it is even possible to 
remove bridge taps from inactive loops at the time of an upgrade, because, according to 
Vaxination, the Companies would not know  where the copper loops might be needed in 
the future.  Based on this incorrect assessment, Vaxination then also incorrectly 
concludes that new  customers cannot benefit from network conditioning.  The 
Companies submit that Vaxination's explanation of  bridge taps,17  in and of itself, is 
fundamentally incomplete which suggests a limited understanding on the part of 
Vaxination of bridge taps in general and, more specifically, of the Companies' network 
conditioning program.  In its comments, Vaxination provides the following diagram  
related to bridge taps:

However, this diagram only illustrates end taps, which are bridge taps created when the 
pair serving a customer continues past the customer's home.  While Vaxination correctly 
identifies the existence of end taps, it fails to even mention lateral taps, which are bridge 
taps created when the copper pair serving a customer is accessible on another street 
and potentially multiple streets (which MTS Allstream did mention in its comments18).  
Lateral taps can be a serious impediment to providing higher speed DSL services, 
perhaps even more detrimental than end taps in some cases.  Leaving bridge taps in 
place can mean that some customers do not qualify at all for the higher speed services.  
In the diagram below, the Companies illustrate the end tap and lateral tap that can affect 
the service of Customer A:
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17  Vaxination 2 April 2012 Intervention, paragraphs 5 to 9.

18  MTS Allstream 2 April 2012 Intervention, paragraph 10.



Both types of bridge taps are removed when the Companies condition their network in 
an area.  First, the lateral bridge taps are removed.  Contrary to Vaxination's claim, this 
operation takes more than five minutes because the Companies' cable repair technicians 
must open splices to sever cables and perform cable and pair transfers.  As for the 
removal of end taps, the pairs serving the existing customers are cut at each terminal.  
As for inactive pairs (for homes that are not equipped with high-speed services at the 
time of network conditioning), a specific amount of pairs are dedicated or left at the 
terminal for future use.  The end taps for these reserved pairs are removed.  Therefore, 
clearly, network conditioning benefits existing customers as well as new  customers.  
Network conditioning will also enable further speed upgrades which the Companies 
expect DSL technology will deliver in the years to come.

16. To conclude, the Companies submit that MTS Allstream's and Vaxination's claims with 
respect to network conditioning are simply incorrect conjectures that should be 
disregarded.

2.2 Excluding the Network Conditioning Costs incurred prior to July 2011 that are 
attributed to Wholesale FTTN access services from the Companies' cost study 
understates the Companies' costs of providing wholesale  FTTN access services 
and the associated rates

17. Primus states that the Commission properly excluded the network conditioning costs the 
Companies incurred prior to July 2011 (or the pre-July 2011 costs) from the Companies' 
cost study as these costs are historical in nature and were incurred prior to the 
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introduction of wholesale residential high-speed access services.  Primus notes that 
accepting the Companies' request to include these costs would disregard a fundamental 
premise of regulatory costing, namely that historical costs are excluded and would 
artificially increase the rates paid by competitors.19   Primus also characterizes the 
Companies' reasoning that fairness and symmetry is needed in setting retail and 
wholesale rates as questionable, stating that the "concepts of  equity are not based on 
established costing principles" and that "the acceptance of Bell's arguments in this 
regard would result in rates that are not cost-based."20  Primus re-iterates the statements 
it made in its final comments in the proceeding that led to TRP 2011-703 that "…
competitors are not imposing any network conditioning costs on Bell", and that "…
network conditioning costs have been and will be incurred for Bell's retail FTTN 
services."21

18. It is noteworthy that had the Commission not mandated the provision of  wholesale high-
speed access services then the Companies would have been in a position to recover all 
the network conditioning costs from their retail high-speed services (and wholesale 
services provided on a voluntary basis).  However, with the introduction of mandated 
wholesale high-speed access services and the highly competitive nature of the high-
speed services market, it is highly likely that a portion of  the Companies' current and 
forecast retail high-speed customers will switch to a mandated wholesale customer's 
high-speed service.  Once this happens, the same access facilities that were used to 
provide service for the Companies' retail customer will be used to provide service to that 
same customer once the customer chooses to become a mandated wholesale 
customer's end-user.  It logically follows that the costs associated with preparing those 
access facilities and the services delivered using those facilities have to be recovered 

from each user of the access facilities.  For example, assume all the lines in Toronto 

were conditioned prior to July 2011.  If  in 2012, the Companies' residential retail FTTN 
customer in Toronto switches to an ISP's service in Toronto and that ISP is the 
Companies' wholesale residential FTTN customer, the current wholesale FTTN access 
rates do not allow  the Companies to recover the costs to condition the access facilities 
that will be used.  Basically, the Companies have lost the ability to recover these costs 
because the rate being paid by the ISP for that access does not reflect the full cost of 
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19  Primus' Intervention re The Companies' Part 1 Application to Review and Vary  TRP 2011-703, 2 April 2012, 
(Primus 2 April 2012 Intervention), paragraphs 10 to 12.

20  Primus 2 April 2012 Intervention, paragraphs 12 and 13.

21  Primus 2 April 2012 Intervention, paragraph 14.



provisioning the access for FTTN service.  This can neither be the intention of the 
Commission's determinations in TRP 2011-703 nor the intention of regulatory costing. 

2.3 Network Conditioning Costs incurred prior to July 2011 were made in anticipation 
of future high-speed service demand

19. Primus cites comments made by the Companies that, in its view, make it difficult to 
accept that the Companies' network investments were made in "anticipation of 
wholesale demand, that these investments were required to make services available to 
wholesale customers, or that Bell took wholesale customers into consideration when 
making such investments."22

20. The Companies submit that Primus has twisted the Companies' statements in their 
Application regarding the pre-July 2011 network conditioning costs that the Companies 
incurred in anticipation of future demand.  Contrary to Primus' claim, nowhere in their 
Application did the Companies state that these investments were made in anticipation of 
wholesale demand, that these investments were required to make services available to 
wholesale customers, or that the Companies took wholesale customers into 
consideration when making these investments.  Rather, at paragraph 15 of  their 
Application, the Companies stated:

The fact that some of  the network conditioning was done prior to July 2011 is not 
relevant in determining the causality of the associated costs, since it is clear that 
some of the accesses that are in areas where the Companies had completed 
their network conditioning prior to July 2011 in anticipation of future demand will 
be used to provide wholesale residential high-speed access services.

21. It was clear from the Companies' comments that the network conditioning performed 
prior to July 2011 was in anticipation of future total demand.  However, the point is that 
the accesses that were conditioned prior to July 2011 will be used by both retail and 
wholesale customers.

22. Since wholesale FTTN services can only be provisioned on an access that has been 
conditioned, it is reasonable for the wholesale FTTN monthly access rate to take into 
account the costs that were incurred to make the access ready for use, including the 
network conditioning costs, and in this case, the portion of  those costs attributed to 
wholesale FTTN access services.  As noted above, it logically follows that the costs 
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22  Primus 2 April 2012 Intervention, paragraph 18.



associated with preparing those access facilities have to be recovered from each user of 
those facilities.

2.4 The Companies have satisfied the criteria required for a review and vary 
application

23. Both Primus and CNOC claim that the Companies' arguments requesting the inclusion of 
the pre-July 2011 costs are not new  as these same arguments were provided by the 
Companies in the proceeding that led to TRP 2011-703.  As a result, in their view, the 
Companies have not demonstrated that any of the criteria for a review  and vary 
application are satisfied and, therefore, the Companies' request to include these costs in 
their cost studies should be denied.

24. The Companies acknowledge that they did address the network conditioning costs they 
incurred prior to July 2011 in the proceeding that led to TRP 2011-703.  However, in the 
Companies' view, the Commission erred in having excluded the network conditioning 
costs at issue from the costs that were used to set the wholesale residential FTTN 
access rates, thereby artificially lowering those rates to the benefit of ISPs.  In their 
Application, the Companies have attempted to shed additional insight into the concept of 
causality of cost and the requirement to include the share of those costs that are related 
to the services at issue in their cost study.  The Companies noted that in developing the 
cost of  a service, all the capital costs and expenses incurred to ensure the service 
operates as it should need to be reflected.  The fact that the cost and the resultant rate 
will be higher when the pre-July 2011 network conditioning costs are included in the cost 
study does not mean that the cost is wrong or overstated.

25. Clearly, with the exclusion of those costs, the approved rates are not just and 
reasonable.  This error satisfies the Commission's well-established "substantial doubt" 
test and warrants the review and variance of the rates approved in TRP 2011-703.

2.5 The Companies' consideration to change their network conditioning practice  to 
the "on demand" approach is not regulatory gaming

26. Both Primus and CNOC claim that the Companies' statement about the Companies' 
preparedness to consider changing their practice to perform network conditioning 
activities using an "on-demand" approach (individually for each customer who orders a 
FTTN-based service), rather than conditioning an entire distribution area in advance of 
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demand, represents regulatory gaming and would lead to inflated costs.23  Furthermore, 
CNOC claims that it is highly unlikely that if  the Companies adopt a more expensive 
network conditioning practice that they will raise their own retail rates to charge their 
retail customers to reflect on-demand network conditioning.  Additionally, CNOC claims 
that, under this "on-demand" network conditioning approach, the Companies would be 
giving up the 50% of network conditioning costs approved in TRP 2011-703.24

27. The Companies re-iterate that network conditioning costs cannot be treated differently in 
terms of cost recovery from those of other network providers, irrespective of the practice 
used.  In TRP 2011-703 the Commission did approve the network conditioning costs that 
were projected to be incurred by other providers, including Bell Aliant in its Atlantic 
region, which reflect the practice of performing network conditioning as demand for 
FTTN arises, as opposed to the Companies' practice of conditioning an entire area.

28. As already noted, the undisputable fact is that network conditioning is required to 
prepare each access for high-speed service.  As such, the associated costs should be 
recovered from each access that is used for high-speed service.  However, disallowing 
the pre-July 2011 network conditioning costs has led to understated costs and rates that 
are not cost-based.  In effect, the Companies are being financially punished for having 
conditioned accesses prior to the directive requiring them to offer wholesale FTTN 
access services.  This is despite the fact that some of the accesses that were 
conditioned prior to July 2011 will be leased by wholesale customers, as already 
explained.  The Commission's exclusion of the Companies' pre-July 2011 network 
conditioning costs from the costs that were used to set the Companies' access rates 
while allowing other network providers' access rates to reflect network conditioning costs 
that are incurred as demand arises represents an incentive for the Companies, and 
potentially other network providers, to use less cost-effective and less efficient 
provisioning approaches in order to fully recover costs.

29. Also, CNOC is mistaken in its assumption that the Companies would be forfeiting half of 
the network conditioning costs approved in TRP 2011-703.  As the Companies' 
estimated cost for the "on demand" network conditioning approach is developed on a per 
access basis, this cost reflects all the costs incurred to network condition an access, 
irrespective of  whether the access is used for a retail or wholesale customer.  Therefore, 
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23  Primus 2 April 2012 Intervention, paragraph 30, and CNOC 2 April 2012 Intervention, paragraphs 22.

24  CNOC 2 April 2012 Intervention, paragraph 21.



the removal of  any portion of  this cost would not be warranted.  The network conditioning 
cost per access, as estimated by the Companies, would be included in its entirety in the 
cost per access, and would therefore be captured in the resultant rate per access.

3.0 THE EXCLUSION OF FTTN DEVELOPMENT COSTS FROM THE COMPANIES' 
COST STUDIES RESULTS IN UNDERSTATING THE COMPANIES' COSTS THAT 
NEED TO BE RECOVERED THROUGH FTTN ACCESS RATES

30. Primus notes that "FTTN costs are simply not causal to the requirement to provide 
wholesale speed matching services and, therefore, FTTN development costs should be 
excluded from the cost study, consistent with the Commission's Phase II costing 
principles".25   CNOC argues that FTTN development costs are historical in nature and 
that the Companies have not provided any evidence justifying a deviation from the long-
established principles of  excluding such costs from Phase II cost studies.  CNOC also 
states that "[i]t is clear based on the Bell Companies multi-year opposition to offering 
wholesale customers speed-matching via FTTN facilities that the Bell Companies did not 
develop FTTN for the benefit of wholesale customers."  This leads CNOC to conclude 
that the Commission's ruling to exclude FTTN development costs from the Companies' 
cost studies was consistent with Phase II principles and the Companies' past conduct 
and should be upheld. 26

31. In response, as in the case of network conditioning costs, FTTN development costs 
necessarily had to be incurred in order to offer FTTN services, be they retail or 
wholesale.  Given the Commission requirement that the Companies must offer 
wholesale residential FTTN services, the undeniable fact remains that FTTN 
development activities permitted such services to be offered to the benefit of wholesale 
customers.  The fact that the Companies opposed the need to offer wholesale customers 
speed-matching via FTTN facilities on a mandated basis is not relevant in assessing 
whether the FTTN development costs are causal to wholesale services or not, contrary 
to CNOC's assertion.  What is relevant is that once the Companies had to offer FTTN 
services to wholesale customers on a mandated basis, then those customers had 
equally benefitted from the FTTN development costs that the Companies had to incur.  
As such, the portion of  those costs attributed to wholesale demand, which is the portion 
the Companies included in their cost studies, is causal to the provision of wholesale 

- 14 -

25  Primus 2 April 2012 Intervention, paragraph 14.

26  CNOC 2 April 2012 Intervention, paragraph 24.



FTTN services, and must therefore be captured in the costs that are used to set the 
monthly cost-based FTTN access rates.
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4.0 THE COMMISSION'S ASSUMPTION THAT CAPITAL UNIT COSTS FOR ACCESS-
DRIVEN EQUIPMENT WILL DECLINE EACH YEAR BY 5% IS UNSUPPORTED, 
CONTRARY TO THE CLAIMS PUT FORWARD BY CNOC AND PRIMUS

32. CNOC and Primus disagree with the Companies' position that the Commission erred in 
imposing a 5% annual reduction in the Companies' capital unit costs for access-driven 
equipment instead of using the Companies' estimates and that this adjustment should 
not be made.  CNOC states that the Commission's ruling is logical in light of  its finding 
that the Incumbent Local Exchange Carriers' (ILECs') capital unit costs have decreased 
over the last four years by a greater amount than the annual capital unit cost changes 
they used in their cost studies.27   It also notes that historical price changes for this 
equipment were not available when the Commission previously approved the 
Companies' Capital Increase Factors (CIFs), but were provided as part of the proceeding 
that led to TRP 2011-703, and enabled the Commission to develop service-specific 
capital unit cost changes.28  Primus shares this view  and notes that Bell's suggestion 
that it is not reasonable for the Commission to take historical price changes into account 
is "nonsensical".29  Primus also points to Bell Canada's filing of  updated CIFs with the 
Commission in a letter dated 29 November 2010 and notes that in the cover letter 
attached to that filing, Bell Canada stated its CIFs have been updated in part to reflect 
historical actuals for the period 2006 to 2009, and to reflect updated long term forecasts.  
This, in Primus' view, demonstrates that historical price changes play a role in 
developing the CIFs.30  Primus also notes that the CIFs the Companies used in their cost 
studies were never approved by the Commission as they were filed with the Commission 
the same day that the Companies filed their FTTN cost studies.31

33. In response, the Companies submit that in the case of the access-driven equipment at 
issue here, historical price changes associated with legacy equipment are indeed 
inappropriate to rely on as a proxy for future price changes, contrary to the claims made 
by CNOC and Primus.  As the Companies explained in various interrogatory responses, 
the historical price changes they provided on the record were for specific types of legacy 
equipment such as the Alcatel 7300.  Since this equipment was approaching the end of 
its life cycle, the average historical price change for this equipment or other similar types 
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of legacy equipment was totally inappropriate to take into account in determining future 
price changes for any replacement or growth technology, which is what the CIF is 
intended to capture.

34. What the Commission failed to take into account by simply relying on the limited year-
over-year historical unit cost changes that were placed on the record to arrive at its 
service-specific CIF is the shift towards growth configurations.  However, this is a key 
factor that affects the CIFs.  As the mix of available configurations of  equipment changes 
over time, the price changes associated with one configuration will not affect the overall 
price change across all configurations to the same extent as they did in the past.  For 
example, if the price drops significantly for a piece of equipment and the overall demand 
for that piece of equipment decreases and is expected to continue to decrease, then this 
would not affect the Companies' average price for that type of  equipment going forward 
in any significant way in the future, as the weight of  that piece of  equipment in the total 
mix will become increasingly smaller.  This is especially the case if the Companies no 
longer purchase that piece of equipment in which case its weight in the mix will be zero.

35. In the case of the equipment at issue, the historical annual price changes are heavily 
weighted by the changes in price for legacy configurations, and therefore, such price 
changes should not be considered in isolation in forward-looking cost studies.  The 
relevant capital unit cost changes in such studies are those which reflect the expected 
forward-looking average price changes, i.e., the expected price changes, for growth 
technology, not legacy equipment.  It is those price changes that are measured by the 
Companies' forward-looking long term forecast CIFs.

36. The Companies also reiterate their disagreement with the Commission's reasoning 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."32  Based on the Companies' experience with each 
generation of new  DSL technology, the equipment cost per port33 has increased due to 
the increasingly smaller physical size of the equipment and the need for increased 
service speeds, contrary to the annual capital unit cost decrease that was imposed by 
the Commission for this type of equipment.  For example, the Alcatel ADSL-based 
DSLAM, which was used to provide high-speed service in the early 2000s, was a large 
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piece of equipment located in the Companies' central offices (COs).  By the mid-2000s, 
AMAS34 technology had been introduced, which enabled the equipment to be placed in 
remote huts.  With the equipment located closer to customer locations, higher DSL 
speeds could be offered.  However, since each remote DSLAM was smaller in size, then 
there were fewer ports than the DSLAM equipment in the CO.  Therefore, the cost per 
port for a remote DSLAM was higher than the cost per port under the CO configuration.  
The size of  DSLAMs became increasingly smaller over time which enabled the 
equipment to be installed even closer to customer locations, such as in a street-mounted 
cabinet, but again the smaller physical size of the equipment meant a smaller number of 
ports per DSLAM and therefore an increase in the cost per port.  Today, with FTTN, the 
physical nature of  the copper loop and short distance restrictions for higher speed FTTN 
require smaller DSLAM equipment to be placed closer to the customers' premises, which 
further increases the cost per port.

37. Based on the above, the assertion put forward by CNOC and Primus that historical price 
changes of legacy equipment are appropriate to use for developing the annual cost 
changes for the growth technology equipment that is used in the Companies' FTTN cost 
studies has no merit.

38. It is also important to note that the Companies use the same CIFs for both regulatory 
cost studies as well as their own internal business cases.  As such, contrary to Primus' 
claim,35  the Companies have no incentive to overestimate the CIFs, as the use of 
incorrect CIFs would prevent them from making sound business decisions.

39. The Companies note as well that when they file updated long-term forecasts for CIFs 
with the Commission they also provide updates of  their historical unit cost changes, as 
Primus notes in reference to Bell Canada's November 2010 filing.  However, the CIF 
forecasts are not developed on the basis of the historical price changes for legacy (or 
non-growth) technology.  Rather, the CIFs are based strictly on the expected price 
changes for growth technology equipment.  While the historical CIFs that are filed with 
the Commission do reflect actual average unit cost changes the Companies have 
experienced over the past, those CIFs are not used in a forward-looking cost study.  In 
those studies, only the CIF forecasts are used, which the Companies refer to as the 
"long-term forecasts" in their filings with the Commission.
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40. Given the above, the Companies submit that neither CNOC nor Primus provided any 
compelling evidence that would suggest that the Companies' request in the context of 
the Commission's adjustment of the capital unit cost changes used in their cost studies 
should be rejected.  Indeed, for the reasons set out in the Companies' Application and in 
this reply, the Commission's assumption is not appropriate and the costs should be 
restated based on the Companies' projected capital unit cost changes (which, in part, 
reflect the Companies' CIF forecasts).  The Companies therefore urge the Commission 
to approve their request.

5.0 THE COMMISSION ERRED IN ADJUSTING THE COMPANIES' FTTN DSLAM COSTS 

41. Only two parties, namely CNOC and Primus, address the Companies' request that the 
Commission remove the impact of the two adjustments it made to the labour component 
of the Companies' FTTN DSLAM costs in TRP 2011-703.  Neither party supports the 
request.  The two adjustments at issue are the capping of the labour component of those 
costs at 40% of  the total36 and the adjustment of the civil work portion of the Companies' 
DSLAM labour costs to reflect a life estimate of  18 years, rather than the life estimate of 
the DSLAM equipment itself, which is the life estimate the Companies used.  The 
Companies address the Primus and CNOC comments below  and show  that neither party 
provides any compelling argument as to why it would be inappropriate for the 
Commission to approve the Companies' request.

5.1 Neither Primus nor CNOC Provide Any Compelling Arguments to Refute the 
Companies' Position that the Capping of the Labour Component of the 
Companies' Capital Unit Cost for the FTTN DSLAM Has No Merit

42. In their Application, the Companies noted that the Commission erred in imposing the cap 
on the labour component of their FTTN DSLAM costs37 for the following reasons:

- the imposition of the cap amounts to assuming that the costs of two other ILECs (namely 
Saskatchewan Telecommunications (SaskTel) and Telus Communications Company 
(TCC)), with the lowest costs, are the appropriate values for the Companies' labour 
costs, some of which reflect billed amounts by external vendors;
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- by imposing the cap, the Commission has disregarded the detailed cost information on 
the record of the proceeding provided by the Companies related to the FTTN DSLAM 
equipment;

- the Commission imposed the cap by noting that the cost at issue was based on input 
from subject matter experts (SMEs), which is not the case; and

- the capping of costs that were developed using the approved costing methodologies is 
inappropriate and inconsistent with Telecom Order CRTC 2008-237, Regulatory 
Economic Studies Manuals – Follow-up proceeding to Telecom Decision 2008-14 
(Order 2008-237), 25 August 2008.

43. Primus addresses and attempts to dismiss each one of  these reasons, while CNOC only 
comments on some of these reasons.

44. First, Primus notes that it is not uncommon for the Commission to use other ILECs' costs 
where a cost used in a study appears unreasonable which, in its view, is the case in the 
context of the Companies' DSLAM costs as compared to the costs of  SaskTel and 
TCC.38  CNOC makes similar statements, noting that the costs incurred by other ILECs 
are relevant to the Commission's quantification of  what is reasonable to include in the 
Companies' cost studies.39

45. In response, the Companies submit that it is inappropriate to assume that the levels of 
the labour costs incurred by SaskTel or TCC are more appropriate to use for the 
Companies than their own company-specific costs, some of which reflect the prices the 
Companies must pay based on third-party contracts.  As well, as the Companies noted 
in their Application, the capping of  their labour costs based on the costs submitted by 
these ILECs is contrary to the methodology set out in the Companies' Regulatory 
Economic Studies Manual (or the Manual), which encourages the use of company-
specific values, and which the Companies followed to estimate their labour costs.

46. In addition, there is no discussion in TRP 2011-703 (or by Primus or CNOC either) as to 
why the SaskTel and TCC costs are more appropriate to use than the Companies' own 
estimates.  Is it because SaskTel's and/or TCC's costs are lower?  And, could it not be 
the case that it is the Companies' cost estimates that are correct, and perhaps those 
estimates should be used as the benchmark for other ILECs?  Clearly, if  the Commission 
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makes cost adjustments, it must provide full rationale for those adjustments, and that 
was not the case here.

47. As noted in TRP 2011-703, FTTN DSLAM labour costs consist of costs for various 
engineering and installation activities, including a number of civil work activities such as 
building copper cable splices, trenching, site excavation, concrete pad construction, 
electrical power installation, and inspection.40   In developing labour costs, the 
Companies, as well as other ILECs, take into account multiple factors, including the 
contract prices negotiated with vendors who perform installation activities.  These factors 
could lead, and indeed have in this case led, to differences in labour costs across the 
ILECs.

48. Second, Primus attempts to dismiss the Companies' concern that the Commission has 
disregarded the detailed FTTTN DSLAM cost information the Companies placed on the 
record, by stating that Bell's real complaint appears to be that that detailed information 
was not compelling enough to be accepted by the Commission.41

49. In response, the Companies note that in their Application they referenced a number of 
interrogatory responses where they, in fact, provided detailed information on the 
DSLAM-related labour costs, explaining in part that some of the labour costs were based 
on third-party billing and others were based on detailed time and cost estimates, using 
the labour unit costs that were filed and approved in their Manual.  This information was 
not referenced at all in the Commission's decision.

50. Also, contrary to Primus' suggestion that the information was not compelling enough, the 
Companies note, for example, that billed amounts for labour through third parties 
represent actual costs that the Companies have to incur and nothing could be more 
compelling than amounts which reflect predetermined prices that are the result of 
negotiated contracts with vendors.  The Commission, however, appears to have just 
ignored even this information.

51. Third, Primus takes issue with Bell's statement that the Commission's observation that a 
significant portion of the FTTN DSLAM labour costs is based on estimates from SMEs is 
not correct, and notes that Bell filed extensive evidence stating that it used SME input in 
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the case of costs related to engineering and installation.42  Primus specifically notes that 
the Companies' statements that Expertech information derived from the Companies' 
SAP system records is available "for each configuration of DSLAM technology" whereas 
for "engineering work performed by the Companies' own staff, only the total amount of 
labour associated with the Engineering DSLAM equipment is tracked within the 
Companies' SAP database".43  Given this, Primus concludes that Bell relied heavily on 
SME estimates for FTTN DSLAM installation costs and for estimates of  time for each 
engineering activity identified in the interrogatory responses referenced by Bell.

52. In response, the Companies submit that Primus is simply wrong.  As already noted in 
their Application, the Companies' estimates of labour costs were based on an analysis of 
actual installation jobs and billed amounts from external suppliers.  The input from SMEs 
was only used to apportion the labour costs that were included in the cost studies across 
various activities, which is information that the Commission requested in one of the 
interrogatories.

53. More specifically, in The Companies(CRTC)06Apr11-1 TRP 2010-632, the Commission 
asked the Companies to provide a detailed breakdown of their DSLAM unit costs into 
various components, such as material costs, engineering, installation and other, and also 
asked about the activities that are performed within some of  these components.  The 
Companies note that for their cost study, for engineering, which is one of  the categories 
Primus focuses on, the Companies only needed to make use of the total costs, and the 
total cost is tracked within their SAP system.  Hence, no SME input was required.  For 
installation, which is the other category Primus identifies, the Companies did not need 
any SME input to develop the costs either, since the installation activities are contracted 
out to third-parties and the Companies pay the predetermined rates.

54. The Companies note that since the interrogatory had asked the Companies to list the 
activities that were associated with the engineering function, SME input was used, but 
only to apportion the time and amount included in the unit cost by activity, as requested.  
In the case of the installation function, while a similar list was requested, that list was 
available through the vendor contracts, and hence no SME input was needed.
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55. The above demonstrates that, contrary to Primus' claim, the Companies did not rely on 
SME input to develop their cost estimates for either the engineering- or the installation-
related activities.

56. CNOC states that the Companies' concern that they had no SME evidence on FTTN 
DSLAM labour costs is misplaced, since "the subject-matter experts referenced, while 
not those of  the Bell Companies, would have still provided evidence that was relevant for 
the Commission to take into account in setting caps on labour costs for all ILECs".44

57. It is unclear from CNOC's intervention which SMEs CNOC is referring to.  If  it is referring 
to the other ILECs as being those experts then CNOC is clearly wrong.  In the 
Companies' view, no other ILEC can provide relevant evidence regarding the 
Companies' company-specific costs which are actually based on company-specific 
systems and processes and company-specific inputs, as well as reflecting company-
specific operating circumstances, as no other ILEC follows the same approaches, and 
has the same inputs, and each has its own unique operating conditions.  Thus, the only 
SMEs that can provide expert evidence regarding company-specific costs and cost 
inputs are those who work with that information within the Companies.

58. Also, CNOC's contention that the Companies' concern that they had no SME evidence is 
misleading and has no relevance, as the Companies did not express such a concern.  
What the Companies noted was that the Commission in imposing the cap on their labour 
costs stated that one of  the reasons for doing so is that the estimates were developed 
based on SME input and that that observation was simply not true.  The Companies did 
not rely on SME input for those costs, as explained earlier.

59. Finally, Primus notes that the Commission has, on a number of occasions, replaced 
costs developed from the ILECs' Manuals, and the Companies' contention that the 
Commission erred by doing so is not correct.45 

60. In response, the Companies note that the Commission-approved processes and inputs 
in their Manuals were developed following a very lengthy process which led to Telecom 
Decision CRTC 2008-14, Review of certain Phase II costing issues (Decision 2008-14).  
Furthermore, the ILECs were directed by the Commission to use those approved 
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processes and inputs in all regulatory economic studies.  As discussed in their 
Application, the Companies followed the Commission's methodology that was set out in 
the Manuals to develop their labour costs, and the capping of those costs is therefore 
not warranted.

5.2 Neither Primus Nor CNOC Provide any Compelling Evidence to Show that 
Assigning a Longer Life  Estimate to a Portion of the Labour Component of the 
Capital Unit Cost for the FTTN DSLAM is Justified

61. CNOC and Primus disagree with Companies' request that the Commission reverse the 
adjustment it made to the life estimate for the civil work portion of the labour component 
of the Companies' capital unit cost for the FTTN DSLAM to reflect 18 years, as opposed 
to the life estimate of the DSLAM equipment itself.  However, neither of these parties 
provides any compelling arguments as to why the request should be rejected.  CNOC 
simply notes that contrary to the Companies' assertion, the costs and equipment lives of 
other ILECs, which is what the Commission relied on to make the adjustment, are 
relevant in determining what is reasonable for the Companies to include in their cost 
studies.  It also states that the Companies' claim that the civil work portion of  DSLAM 
labour costs are unlikely to exceed the life estimates of the equipment itself  since new 
DSLAMs are likely to be placed at different locations than old DSLAMs is purely 
speculative and not consistent with claims made by other ILECs.46   Primus states that 
the Commission is under no obligation to adhere to the methodology set out in the 
ILECs' Manuals and is not prohibited from using other ILECs' estimates, when, in its 
judgment, the estimates are more reasonable than Bell's.47

62. The Companies reiterate that the only rationale the Commission provided for its 
adjustment was that the life estimate used by the Companies was shorter than the 18-
year life estimate MTS Allstream used for similar activities.  While the Commission is 
"not prohibited from using other ILECs' estimates when in its judgment those estimates 
are more reasonable than Bell's", as Primus notes, in this case the Commission has 
made an error.  The life estimate the Companies used for the civil work portion of 
DSLAM labour represents the approved life estimate of  the DSLAM equipment itself, 
which is set out in the Companies' Manual.  As noted in the Companies' Application, 
those life estimates were developed using the processes which were approved after a 
lengthy proceeding in Decision 2008-14.  Primus' contention that the methodologies and 
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approved values in that Manual can simply be ignored by the Commission without the 
appropriate due process (which, in the case of asset lives, is actually documented in 
Decision 2008-14 at paragraphs 133 to 136) has no merit.  The Manual reflects 
extensive input from all industry participants throughout a multi-year process, and the 
ILECs have been directed to use the methodologies and values, like equipment lives, 
that are documented therein in their costing studies, as already noted.  The Manual 
would simply have no value, if as Primus notes, the Commission is at liberty to ignore its 
content in its assessment of the ILEC cost studies, without sufficient justification.  The 
Companies submit that in this case, the Commission did not provide sufficient 
justification for using the MTS Allstream life estimate instead of the Companies' 
approved life estimate, and did not follow  the prescribed process set out in the Manual 
for reassessing the life estimate at issue.

 
63. In addition, it is odd that the Commission did not refer at all, or adjust, the corresponding 

life estimates used by SaskTel or TCC, if the MTS Allstream estimate was judged to be 
the appropriate estimate for the civil work portion of  DSLAM labour costs.  Thus, 
contrary to CNOC's assertion, based on the decision, the Commission appears to have 
only relied on the MTS Allstream life estimate for DSLAM labour, and not the life 
estimates used by any other ILEC, in assessing the reasonableness of  the 
corresponding life estimate used by the Companies.

64. The Companies also submit that CNOC's assertion that the Companies' claim that the 
life estimate of the civil work portion of the Companies' DSLAM labour costs is unlikely to 
exceed the life estimate of the equipment itself  since new  DSLAMs are likely to be 
placed at different locations than old DSLAMs is purely speculative and not consistent 
with claims made by other ILECs is not substantiated.

65. First, while CNOC states that the Companies' claim is not consistent with the claims of 
other ILECs, it fails to identify those claims, or provide any reference to them.  Second, 
CNOC's assertion that the Companies' statement that the benefit of  the civil work portion 
of the Companies' DSLAM labour costs48  will not exceed the life applicable to the 
DSLAM equipment is purely speculative is not correct.  The Companies based their 
statement on their knowledge of how  DSLAM technology has evolved.  Prior to 2003, 
Bell Canada's DSLAMs were almost entirely CO-based, and it was not until AMAS 
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technology was introduced in the 2003 timeframe that remote DSLAMs started to be 
utilized.  The placement of  remote DSLAMs brought the equipment closer to customer 
locations and deeper into the network.  However, these same locations are not locations 
where FTTN equipment is being placed.  As well, as other techniques start to be 
employed to get equipment closer to customer locations, it is highly unlikely that the new 
equipment will simply replace the FTTN DSLAMs at the locations where they are 
currently placed.  The fact that the investments the Companies made for implementing 
the AMAS platform could not be used to put in place the FTTN platform is indicative of 
the fact that as technology evolves, the new  equipment that will be needed for 
provisioning will not be placed at the same location as the existing equipment that is 
used at a point in time to deliver high-speed access services.

66. In addition, the design of the growth technology equipment at the time replacement is 
required will most likely have changed, such that the layout of  the existing site will not 
accommodate the new  equipment.  For example, the new  equipment and cabinet may 
not mount correctly, or accommodate the layout of existing ducts carrying copper and 
fibre optic outside plant cables and electrical power cables.  As well, the new  equipment 
will likely have different power capabilities and may be heavier in weight requiring 
concrete of different density to be placed to provide adequate support.  For these 
reasons, new civil work activities will be required to install the replacement technology.

67. Based on the above, it is evident that the benefit of the civil work portion of the 
Companies' DSLAM labour costs will not be 18 years, as the Commission assumed, but 
will instead be equal to the life applicable to the DSLAM equipment.  Neither Primus nor 
CNOC has provided any compelling arguments to refute this conclusion. 

6.0 THE COMPANIES' REQUEST TO CHANGE THE STUDY PERIOD USED IN THE 
COMPANIES' COST STUDIES FROM 10 TO 5 YEARS IS FULLY JUSTIFIED

68. In their intervention, CNOC, Primus and Shaw  address the Companies' request that the 
Commission change the 10-year study period it approved for the Companies' wholesale 
residential FTTN access cost studies to 5 years, which is the length of the study period 
the Companies proposed in their original submission.

69. As will be discussed in further detail below, Shaw  fully supports the Companies' request 
while Primus opposes the request and argues that the Companies failed to provide any 

compelling evidence that would warrant the requested change.  CNOC contends that 

- 26 -



most of  the Companies' objections to the use of a 10-year study period are simply 
reflective of the Companies' opinion which is not sufficient to warrant a change to that 
determination.  However, it also notes that the answer to the issue of  the speculative 
nature of 10-year forecasts, which it appears to agree with, is not to use a 5-year study 
period, as the Companies propose, but to hold annual reviews of the approved cost-
based rates and make changes to those rates at that time, as appropriate.

6.1 The goal of symmetry in rate setting for the ILECs and cable providers does not 
necessitate the use of a 10-year study period

70. In their Application, the Companies address and dismiss each of the reasons the 
Commission put forward for rejecting their proposed 5-year study period and choosing 
instead a study period of  10 years.  The Companies note that the fact that the 
Commission wanted to make the study period consistent between the cable providers 
and ILECs, which is one of the supporting reasons the Commission identified for its 
choice, does not mean that it had to choose the study period the cable providers used in 
their studies.  Consistency could have been equally achieved by selecting a 5-year study 
period.  In CNOC's view, this is just a matter of opinion and the Companies' argument 
does not constitute a basis for reversing the Commission's decision.49

71. In response, the Companies note that as part of  their Application, they viewed it 
imperative to address each one of the Commission's stated reasons for selecting the 10-
year study period over the 5-year period the Companies proposed.  The Commission's 
rationale included the fact that the Commission wanted to achieve symmetry between 
cable providers and the ILECs.  The Companies were simply pointing out that this 
rationale, in and of  itself, does not support the use of the 10-year study period, as 
symmetry could have been equally achieved by choosing a 5-year study period, as 
proposed by the ILECs.  While this is an opinion, as CNOC notes, it also demonstrates 
that symmetry, on its own, is not a sufficient reason on the part of  the Commission to 
adopt a 10-year study period.

6.2 There are no clear-cut rules regarding the length of a study period for services 
with significant start-up costs

72. Primus states that a 5-year study period would not capture the start-up costs associated 
with Bell's wholesale FTTN-based services introduced over a period in excess of 5 
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years.50   Consistent with its comments regarding the symmetry point raised by the 
Companies, CNOC notes that the Companies' disagreement with the Commission's view 
that a 10-year study period is required to permit the start-up costs to be spread over an 
appropriate life for these costs is simply a difference in opinion.51

73. The difference in opinion referenced by CNOC arises as a result of past Commission 
determinations related to a number of  wholesale and other studies with significant start-
up costs where the Commission has not required the use of a 10-year study period and 
approved a study period of  5 years.  While there are cost studies that have been 
approved that had longer study periods, as Primus points out,52  5 years is the typical 
period the Companies use for wholesale studies.  As well, the Commission's approval of 
several cost studies that used a 5-year study period and had significant start-up costs 
(as is the case for the services at issue here), demonstrates that there is no clear-cut 
rule that requires the use of a 10-year study period in all such cases.

74. With respect to Primus' contention that some of the studies that were cited by the 
Companies in support of this point may not be relevant for comparison to the cost 
studies at issue here (like the studies for SIP Trunking and Hosted IP Voice services, for 
example), the Companies note that all of the studies they referenced had significant 
start-up costs which, for rate setting or cost recovery purposes, were amortized over a 
period of  5, not 10 years.  Clearly, these studies are reasonable precedents, and there 
are more such precedents than the few  studies Primus cites which used a 10-year study 
period.

75. Based on the above, it is evident that there are no clear-cut rules that would, in all cases, 
unequivocally dictate the use of specific study periods for the Companies' regulated 
services with significant start-up costs.  The Companies' Manuals simply state that the 
study period should capture the service's major cash flows, including start up costs.  In 
the Companies' view, a 5-year study period is a sufficiently long period for capturing the 
major cash flows associated with the introduction of FTTN-based wholesale services for 
which the Companies are able to develop forecasts with a reasonable degree of 
accuracy.  In addition, as noted in the Companies' Application, rather than use a 10-year 
study period, an update of  the FTTN access costs at the end of  that 5-year study period 
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would more appropriately ensure that the access rates were just and reasonable, and 
that the Companies were able to recover the appropriate level of costs over the 10-year 
period, including any unrecovered start-up costs that may not have been recovered over 
the first 5 years.

6.3 The use of a 10-year study period will not lead to just and reasonable cost-based 
residential wholesale FTTN access rates 

76. While Primus does not support the Companies' request, it does not address the key 
rationale the Companies put forward for that request, namely that a 10-year time horizon 
is simply too long to be able to make meaningful projections of all of the cost study 
inputs.  The difficulty in this regard arises due to the continuously evolving marketplace 
that characterizes high-speed services, both in terms of the underlying technology, the 
level of  competition and customer demand.  As the Companies noted in their Application, 
a cost study based on a 10-year study period does not yield any meaningful or realistic 
results.  It is simply not feasible to develop any meaningful forecasts of demand, 
technologies and costs for the next 10 years for services, such as those at issue here, 
which will be influenced to a great degree by the rapid evolution of  technology in a highly 
competitive marketplace.  As well, it is entirely possible that none of the service speeds 
that the Companies modelled in the 10-year study they were requested to undertake will 
even exist over the duration of  that 10-year period since speed upgrades and rapid 
technological changes have proven to be the norm in the high-speed Internet services 
marketplace.

77. In their Application, the Companies provided further support for this view  and evidence 
which was not placed on the record of  the proceeding.  They noted, for example, that in 
the case of retail high-speed services in Ontario and Québec, the current downstream 
speeds offered by the Companies and other providers are significantly different than the 
speeds that they offered in early 2007 demonstrating that there are indeed significant 
changes in speed over time.  They also noted that over the past eight years, the highest 
downstream speed offered to the Companies' residential GAS customers in their Ontario 
and Québec serving areas has increased by 300%, from 1.5 Mbps in 2003 to 6 Mbps in 
2011.  With time, the service has been refined and simplified in terms of speed offerings, 
and currently only three GAS downstream speeds are offered for residential customers 
in those provinces:  640 Kbps, 2 Mbps and 6 Mbps.53
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78. Clearly, in light of the circumstances discussed above, the use of a study period of 5 
years, as the Companies had originally proposed, is much more appropriate to ensure 
that the wholesale residential FTTN access rates are just and reasonable than basing 
those rates on costs which are calculated using highly speculative projections over 10 
years that are not reliable.

79. It is also noteworthy that Shaw  fully supports the Companies' position.  For a variety of 
reasons, as set out in its intervention and as summarized below, Shaw  also submits that 
the Commission has erred in imposing a 10-year costing study for wholesale Internet 
access services.  Consistent with the observations of the Companies, Shaw  notes that 
given the rapid deployment of new  technology and the inability to achieve reasonable 
traffic forecasts beyond 5 years, the most appropriate cost study length is 5 years.  
Shaw  also notes the risks associated with being required to undertake cost projections 
over a 10-year cost study:

Being forced to undertake cost projections over a 10-year costing study is 
extremely risky.  The risks are amplified when those projections are subject to 
extremely conservative traffic growth forecasts, as is currently the case under 
TRP 2011-703, notwithstanding that market realities and evidence support much 
higher traffic growth forecasts.  This highlights the manner in which an 
unreasonably long cost study will impair the carriers' ability to recover costs and 
invest in networks.54

80. On this basis, Shaw  agrees with the Companies that a 10-year costing study adopted by 
the Commission is inappropriate and results in artificially low  monthly rates for 
independent ISPs while impeding the carriers' ability to recover its costs.55

81. Shaw  clearly demonstrates the cycle of  under-recovery that could occur and which has, 
in fact, occurred in the case of  the approved Third Party Internet Access (TPIA) service, 
from mandating a 10-year study period for services like TPIA (and FTTN access) that 
are subject to ongoing technological advancements and rapid changes in network 
usage, and whose rates would, as a result, likely be the subject of  review  well before the 
end of that 10-year period.
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82. In the case of  TPIA, Shaw  notes that while the initial rates were based on a 10-year cost 
study, history has shown that those rates have not remained constant for the entire study 
period and have been reassessed several times by the Commission.  As such, the 
upfront costs that were incurred to provide TPIA which were initially spread over the 10-
year study period were then stranded with no chance of recovery over the remainder of 
that study period.  Shaw submits that:

This creates a cycle of under recovery perpetuated by a long term costing study 
put in place solely to reduce access costs for competitors. The cable carriers 
have never been able to recover their costs of  providing the service because 10-
year rates were set in 2000, revised in 2006 and again in 2011. This is evidence 
that a 10-year costing study is not appropriate as the rates do not grant the 
carrier the opportunity to recover costs let alone achieve revenue from the 
service.56 (emphasis added)

As Shaw correctly notes,

...adopting an unreasonably long costing study period threatens to result in 
artificially lowered rates, which, in turn, result in the ILECs and cable carriers 
subsidizing the independent internet service providers. This is an unacceptable 
outcome in today's highly competitive internet services market.57

83. Shaw  also points out that the TPIA cost studies tended to be reviewed at 5-year 
intervals, which suggests that Bell's proposal is much more consistent with the 
Commission's practice than using a study period of 10 years.58

84. The facts Shaw  references, as summarized above, cast significant doubt on the validity 
of Primus' claim that the use of  a 10-year study period is appropriate as it is consistent 
with the Commission's past determination in Telecom Order CRTC 2000-789, Terms and 
rates approved for large cable carriers' higher speed access service, (Order 200-789) 
that the cost studies for TPIA should be based on a 10-year study period.  While Primus 
reproduces the Commission's rationale for this determination from paragraph 83, namely 
that the 10-year study reflects "[the Commission's] view  of the access service's life 
expectancy",59 it fails to point out, as Shaw  has done, that despite this observation, the 
Commission had reassessed the TPIA cost studies on numerous occasions before the 
end of the approved 10-year period, and has revised the costs (and hence rates) each 
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time.  The Companies concur with Shaw  that this demonstrates that a study period of 10 
years for services such as TPIA and, in this case, the Companies' residential wholesale 
FTTN access services, is a period that is much too long to ensure that the associated 
rates are just and reasonable over that entire study period.

85. Overall, Shaw  agrees with the Companies and submits that the Commission must 
correct its error in having adopted the 10-year study period for the services at issue by 
reversing this requirement and adopting a 5-year cost study for both the ILECs and the 
cable carriers.

6.4 Annual cost reviews are inappropriate and CNOC's proposal to this  end in its 
Part 1 Application addresses the capacity-based rates, rather than the access 
rates, which are the rates at issue here

86. With respect to the speculative nature of a 10-year forecast, CNOC notes that the Bell 
Companies "complain" that a 10-year study period is too speculative with respect to 
specific annual changes in capital costs that may occur over such a long time horizon or 
the values of the other inputs that must be taken into account in the cost study.60  While 
CNOC does not explicitly disagree with this view, it states that the solution is not to use a 
shorter study period to set the rate, but to review  the costs that underlie the approved 
cost-based capacity rates automatically every year to ensure that the going-in 
assumptions used to determine those rates remain appropriate.61  In CNOC's view, such 
annual reviews will ensure that incumbents "are always [at] appropriate levels 
throughout the 10-year study period, neither being undercompensated, nor being 
overcompensated."62  CNOC also notes that it has already put this proposal forward as 
part of its application to review  and vary TRP 2011-703 and Telecom Regulatory Policy 
CRTC 2011-704 (the CNOC Part 1 Application).63

87. The impact of  CNOC's alternative proposal is that CNOC does, in fact, agree that a 10-
year study period is too long, but simply puts forward a different solution to this problem 
than the Companies.  For the reasons set out below, the Companies will explain why 
CNOC's proposed remedy is not appropriate and the Companies' remedy is the right 
solution.
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88. The Companies have already addressed CNOC's suggestion that the Commission 
should implement annual reviews of  the costs that underlie the approved capacity-based 
rates, in their intervention on CNOC's Part 1 Application.  It is important to note, though, 
that this proposal is not relevant at all in the context of the Companies' Application, as 
the Companies are not seeking any changes to the approved capacity rates.  The 
Companies' Application requests the Commission to review  and vary only the monthly 
residential wholesale FTTN access rates, and in that context, to reverse some of the 
adjustments the Commission had made to the costs the Companies submitted in support 
of their proposed cost-based access rates.

89. While CNOC only proposes annual reviews of  the costs that underlie the capacity rates, 
the Companies wish to note that it would not be appropriate to hold annual reviews of 
either the costs that underlie the capacity-based rates, or the wholesale FTTN residential 
access rates, for the same reasons.  As well, if  such reviews were held, the baseline 
rates, or the current rates, must first be restated to be based on a one-year study period, 
as the Companies pointed in their intervention on the CNOC Part 1 Application in the 
case of conducting annual reviews of the capacity-based rates:

… the Companies note that if  an annual review  of  [Capacity Based Billing] CBB 
rates were implemented in order to address the issue of  declining costs, the 
starting baseline rates prior to the review  would be very different (and 
significantly higher) than the current approved CBB rates.  If  rates are to be 
reviewed annually, the baseline costs would need to reflect in-year costs (i.e. 
current costs using a one-year study period).  Then, the rates would be reflective 
for one-year only and it would be appropriate to review  them annually.  This is not 
the case for the Commission-approved CBB rates.  The CBB rates represent an 
average cost over 10 years, including an annual decline of 10% in capital costs 
over the 10-year study period.  The average cost is meant to be reflective of  the 
costs over the next 10 years.  If reviews of costs and changes to rates are to be 
implemented annually, then the underlying cost study should not reflect the 
annual declines in capital unit costs over 10 years.  Instead, the current capital 
costs should be used.64

90. Based on this, if annual reviews of the access costs were to be held, the estimated 
access cost for this year must necessarily be restated.  Since the approved cost is an 
average over the mandated 10-year study period which reflects the Commission's 
annual 5% reduction in the capital unit costs over that period, the restated access costs 
will be much higher than the approved costs.
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91. However, since an annual review  process is much too cumbersome and contrary to the 
Policy Direction, it would be more appropriate to simply permit the use of a 5-year study 
period (which, for the reasons set out above, would be more appropriate in any event), 
and then re-review  the costs at the end of  that period.  This approach would be 
consistent with the Commission's practice in the case of  the TPIA rates, as pointed out 
by Shaw.

6.5 Summary

92. In summary, the Companies continue to submit that basing rates on an unreliable and 
meaningless 10-year forecast for services and/or speeds that are unlikely to last for 
more than a few  years, as the Commission has done, is not rational and the rates that 
are based on the resultant costs are therefore not just and reasonable.  Primus' 
arguments and attempted dismissal of the Companies' rationale for this request have no 
basis and should be rejected, as should CNOC's proposal that annual cost reviews be 
held instead of  changing the study period, as the Companies proposed.  The Companies 
continue to submit that the Commission's adjustment of  the proposed 5-year study 
period to 10 years should be reversed and the costs that underlie the monthly access 
rates at issue should be based on a study period of 5 years.

All of which is respectfully submitted this 12th day of April 2012. 

*** End of Document ***
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