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1.0 PURPOSE of the study

1. The purpose of this study is to support the Companies' Application for revisions to their respective General Tariffs (GTs) in their Ontario and Québec serving areas, namely Bell Aliant CRTC 21560, Item 5440 – Gateway Access Service-Fibre to the Node, applicable within Bell Aliant-Central Region, and Bell Canada CRTC 6716, Item 5440 – Gateway Access Service-Fibre to the Node.  Specifically, the Companies are seeking approval of the introduction of the Gateway Access Service-Fibre to the Node (GAS-FTTN) No Access service charge and the GAS-FTTN Aborted Installation service charge in their respective Ontario and Québec serving areas (the Bell Aliant portion being referred to as the Bell Aliant-Central Region).  This study report discusses the development of the Phase II costs associated with these proposed service charges.  The Appendix to this report provides the results of the cost studies related to these items.

1.1 Background and Overview

2. In Telecom Regulatory Policy CRTC 2011-703, Billing practices for wholesale residential high-speed access services (TRP 2011-703) and Telecom Regulatory Policy CRTC 2011-704, Billing practices for wholesale business high-speed access services (TRP 2011-704), both dated 15 November 2011, the Commission gave final approval to the Companies' service charge associated with the installation of GAS-FTTN accesses which was set at $90.65.  This service charge is a cost-based rate where a small portion of the cost is associated with the costs incurred by the Companies when scheduled installation appointments cannot be completed due to the inability of technicians to access the ISPs' end-customer's side of the Network Interface Device (NID) within that customer's premises (hereafter referred to as the costs associated with "no access").  This "no access" situation associated with GAS-FTTN services is quite prevalent in the Companies' serving area in Ontario and Québec.  It is a regular occurrence each month in Bell Canada's serving area, and occurs frequently in the Bell Aliant – Central Region also.  Last year, the Companies' technicians could not get access to the ISPs' end-customer's premises in the case of       # of the total number of scheduled installations across their Ontario and Québec serving areas (       # in the case of Bell Canada and       # in the case of Bell Aliant), and the number of "no access" situations increased over the year, for example, from        # in Q1 to          # in Q4 for Bell Canada.
3. The Companies are concerned that including the costs of "no access" in the installation charge provides no incentive for GAS-FTTN customers to strive to avoid these costs.  As such, the Companies submit that it is better to have a separate charge for those situations when this charge applies and reduce the costs of installations, and the associated rate, accordingly.

4. In order to provide a financial incentive for ISPs to minimize or eliminate the occurrence of the "no access" situation, which may involve the ISPs conveying to their end-users the importance of granting the Companies' technicians access to the end-users' premises as per the scheduled installation appointments, the Companies propose to lower the $90.65 service charge in GT Item 5440 to $86.31 by removing the portion of that rate that is related to the costs associated with "no access" (i.e., $4.34), and to create a new stand-alone cost-based service charge, referred to as the GAS-FTTN No Access service charge, set at $35.92 per occurrence of "no access", that would serve to recover the cost per occurrence associated with "no access" with the same mark-up that is embedded in the currently approved service charge, namely 30%.
# Filed in confidence with the CRTC.

5. The detailed calculations associated with the derivation of the revised service charge of $86.31 are provided in Attachment 1 of the filing package associated with the Companies' related tariff filing (TN BA435 and BC7380) dated 26 March 2012.

6. In addition to the GAS-FTTN No Access service charge, the Companies are proposing to introduce an additional service charge to discourage other delays related to the GAS-FTTN installation process which may occur as a result of the Companies' technicians not being able to complete GAS-FTTN installations for reasons outside the Companies' control.  These situations are discussed in more detail below and are referred to as "aborted" installations.  Such situations also occur on a regular basis in Bell Canada's and Bell Aliant's Ontario and Québec serving areas.  For example, in Bell Canada's serving territory, the Company's technicians could not complete        # of the total number of scheduled GAS-FTTN installations for reasons beyond their control in 2012, and the number of such uncompleted installations increased each quarter from    # in Q1 to      # by Q4.  The percentage of uncompleted installations in Bell Aliant's serving territory was similar, at        #.  On average across the two serving areas, aborted installations in 2012 represented         # of the total number of scheduled installations.
7. To mitigate the occurrence of the situations discussed above, the Companies propose to introduce a GAS-FTTN "Aborted Installation" service charge.  This charge is also based on a cost study and is set at $59.87 per occurrence of "aborted installations".  The rate reflects the cost plus a 30% mark-up.

8. This study report (labeled as Attachment 2 of the Companies' submission associated with the tariff filing for the proposed service charges – TN BA435 and BC7380) and the associated Appendix address the development and the results of the cost studies associated with the introduction of the GAS-FTTN service charges for both the "No Access" and "Aborted Installation" situations.
1.2 Rationale for Introducing a Separate "No Access" Service Charge

9. In order to provide the proper financial incentives to ISPs to minimize or eliminate the "no access" situations from arising, the Companies are proposing to introduce a new one-time service charge of $35.92 in GT Item 5440 which will apply to the wholesale ISP in each case where one of its end-users fails to grant the Companies' technicians access to the premises which then prevents a scheduled installation from being successfully completed.  This proposed GAS-FTTN No Access service charge is based on the Companies' most up-to-date "no access" costs, which are lower than the original "no access" costs embedded in the $90.65 approved service charge.

10. The Companies note that the reduction in the "no access" costs reflects the fact that since the time the Companies filed their original cost studies in the proceeding that led to the approved installation rate, the Companies have selected a third-party supplier who handles the installations and the charge they pay that supplier for each occurrence of "no access" is lower than the projected amount they included in their original cost study that was filed in the proceedings which culminated in TRP 2011-703 and TRP 2011-704.  The benefit of this cost savings will be passed on to the Companies' wholesale customers with the tariff revisions proposed herein.
# Filed in confidence with the CRTC.
1.3 Rationale for Introducing a Separate Service Charge for GAS-FTTN Aborted Installations

11. As already noted, in addition to the issue of "no access" to the end-users' premises, the Companies found that even when the technician does gain access to the customer premises, some installations cannot be completed for reasons that are not related to either the Companies' technicians or any of the physical conditions on the customer-facing side of the NID for which the Companies are responsible.  Such incomplete installations are referred to as GAS-FTTN Aborted Installations.
12. GAS-FTTN Aborted Installations occur for a variety of reasons.  For example, the wholesale customer may have failed to deliver the modem required for service prior to the arrival of the Companies' technicians at the scheduled installation appointment.  Alternatively, the modem provided to the end-user by the wholesale customer (and not the Companies) may be defective.  Unusual modifications surrounding the end-users NID which prevent it from being located by the Companies' technicians is another example of the physical conditions on the customer-facing side of the NID that might cause a GAS-FTTN Aborted Installation to occur.
13. The costs incurred by the Companies as a result of GAS-FTTN Aborted Installations were not originally anticipated and were not included in the costs that were used to set the current, cost-based GAS-FTTN installation charge of $90.65.  However, similar to the proposed GAS-FTTN No Access service charge, the Companies wish to discourage the occurrence of aborted installations by introducing a separate one-time cost-based service charge that will be charged to wholesale customers for each such installation.  The proposed cost-based charge, referred to as the GAS-FTTN Aborted Installation service charge, is $59.87, which includes the same mark-up that the Companies propose to apply in the case of the GAS-FTTN No Access service charge.
14. The GAS-FTTN Aborted Installation service charge is higher than the No Access service charge because more work is undertaken, as the installation is partially completed before it is stopped.  Therefore, the Companies' cost for an aborted installation, which represents the third-party vendor charge, is higher than the cost associated with No Access.
15. To be clear, the proposed GAS-FTTN Aborted Installation service charge would not apply to installations that could not be completed because of a particular fault on the part of the Companies' technicians or as a result of the physical conditions on the customer-facing side of the NID for which the Companies are responsible.  However, the charge would apply in situations where equipment to be provided by the wholesale customer is either missing or defective and in situations where the installation cannot be completed as a result of the physical conditions on the customer-facing side of the NID for which the Companies are not responsible for.
1.4 Service Characteristics

16. Occurrences of "no access" or "aborted installations" in the context of the Companies' residential and business GAS-FTTN services will be subject to the GAS FTTN No Access service charge or GAS FTTN Aborted Installation service charge and may occur in the following instances:

· New GAS-FTTN installations;

· Migration from Legacy to FTTN service; and

· Migration from one FTTN speed to a new FTTN speed if specific criteria apply, specifically:

· FTTN 25 Mbps service or above where the Companies' modem is required;

· Optional upload speed is purchased.

1.5 Service Benefits

17. The introduction of the GAS-FTTN No Access service charge and the GAS-FTTN Aborted Installation service charge will provide the proper financial incentive for ISPs to minimize or eliminate the "no access" and "aborted installation" situations from arising.

1.6 Marketing Considerations

18. The target market for the GAS-FTTN No Access service charge and the GAS-FTTN Aborted Installation service charge consist of ISPs.

2.0 TARIFF CONSIDERATIONS

2.1 Tariff Components

19. The GAS-FTTN No Access service charge and the GAS-FTTN Aborted Installation service charge for both Bell Canada and Bell Aliant-Central are provided below:

	
	Service Charge

	$ per occurrence of GAS-FTTN No Access

$ per occurrence of GAS-FTTN Aborted Installation
	$ 35.92

$ 59.87


2.2 Rate Determination Principles

20. The GAS-FTTN No Access service charge and the GAS-FTTN Aborted Installation service charge are based on the underlying Phase II costs plus a mark-up of 30% which is the same as the mark-up applicable to the Wholesale Residential and Business High Speed Access Services-Service Charge of $90.65, identified in TRP 2011-703 and TRP 2011-704.

2.3 Proposed Service Commencement Date

21. The Companies are requesting an effective date for the charges set out herein that coincides with the date of the Commission's approval.

3.0 price floor TEST

22. The price floor test associated with the GAS-FTTN No Access service charge and the GAS-FTTN Aborted Installation service charge has been met in accordance with the price floor test methodology as set out in the November 1998 Commission letter which was subsequently amended by Issues related to imputation test methodology - Rebanding decision follow-up, Telecom Decision CRTC 2001-737, Review of price floor safeguards for retail tariffed services and related issues, dated 29 November 2001, Telecom Decision CRTC 2005-27, Review of price floor test and certain wholesale costing methodologies, dated 29 April 2005, Telecom Regulatory Policy CRTC 2009-80, Review of the price floor test and certain wholesale costing methodologies, dated 19 February 2009, and other relevant decisions or orders.

23. Tables 1 and 2 in the Appendix of this study report provide the results of the price floor test for the GAS-FTTN No Access service charge and the GAS-FTTN Aborted Installation service charge.  Table 1 provides the total present worth (PW) of revenues and costs over the study period and Table 2 provides the revenues and costs per occurrence.

4.0 DEMAND AND REVENUE INFORMATION

4.1 Forecast Assumptions and Methodology

4.1.1 "No Access"
24. The demand forecast for "no access" GAS-FTTN installations for each year of the study period, from 1 June 2013 to 31 December 2015 (which is the remaining portion of the study period the Companies used for developing the cost associated with the approved GAS-FTTN service charge) is based on the actual occurrence of "no access" installations in 2012.  That is, for purposes of their study, the Companies assumed that in each month of the study period, the number of "no access" situations would be equal to the average number of "no access" installations per month that occurred in 2012.

25. The Companies note that all costs associated with "no access" are per occurrence (that is, there are no one-time service costs) and are linear with demand.  The cost associated with "no access" on a per occurrence basis is also constant over the study period as the underlying cost represents a third-party contracted cost for each such situation which is assumed not to change over the study period.  Therefore, the demand forecast used it the study has no significant impact on the rate.

4.1.2 "Aborted Installation"
26. The demand forecast for "aborted installations" associated with GAS-FTTN for each year of the study period, from 1 June 2013 to 31 December 2015 (which is the remaining portion of the study period the Companies used for developing the cost associated with the approved GAS-FTTN service charges) is based on the actual occurrence of such installations in 2012.  That is, for purposes of their study, the Companies assumed that in each month of the study period, the number of "aborted installations" would be equal to the average number of such installations per month that occurred in 2012.

27. The Companies note that all costs associated with "aborted installations" are per occurrence (that is, there are no one-time service costs) and are linear with demand.  The cost associated with "aborted installations" on a per occurrence basis is also constant over the study period as the underlying cost represents a third-party contracted cost for each such situation which is assumed not to change over the study period.  Therefore, the demand forecast used in the study for such installations has no significant impact on the rate.

4.2 Estimates of Demand Quantities

28. The estimated demand quantities used in the cost studies for "no access" and "aborted installations" are provided in Table 3 in the Appendix of this study report.  The Companies reiterate, as mentioned above, that the demand forecasts have no significant impact on the rates.  The costs are per occurrence (there are no one-time service costs), are linear with demand, and the underlying costs represent third-party contracted costs per occurrence which, in each case, are assumed not to change over the study period.

5.0 PHASE II COSTS

29. The Phase II costs are determined in accordance with the Phase II costing principles set out in Telecom Decision CRTC 79-16, Inquiry into Telecommunications Carriers' Costing and Accounting Procedures – Phase II: Information Requirements for New Service Tariffs Filings, dated 28 August 1979, excluding cross-effects as per Decision 94-19, and Telecom Order CRTC 2008-237, Regulatory Economic Studies Manuals – Follow-up proceeding to Telecom Order 2008-14, dated 25 August 2008, and as amended by subsequent Commission decisions.

30. Unless otherwise noted, all of the study assumptions and inputs used to develop the costs associated with both the "no access" and "aborted" installations situations are the same.  These assumptions and inputs are discussed in the sections that follow.

5.1 Study Assumptions

31. All results are in 2013 dollars.

32. Expense increase factors (EIFs) and productivity increase factors (PIFs) were not applied within the study period since the costs for GAS-FTTN No Access service charge and the costs for GAS-FTTN Aborted Installation service charge are based on contracted third-party vendor fees.

33. Capital increase factors (CIFs), technology cost factors (TCFs) and structure cost factors (SCFs) are not applicable as there are no capital costs included in the study.

5.2 Study Period

34. The study period is from 1 June 2013 to 31 December 2015.

5.3 Financial Parameters and Tax Rates

35. The financial parameters and tax rates used in the study are provided in Table 4 in the Appendix of this study report.  These parameters and tax rates were filed with the Commission on 19 April 2012 while the revenue charge was approved in Telecom Decision CRTC 2012-619, Final 2012 revenue-percent charge and related matters, dated 8 November 2012.

5.4 Cost Inclusions

36. Detailed descriptions of the cost inclusions in each category are provided in the sections below.  The cost inclusions are the same for each of GAS-FTTN No Access service charge and for GAS-FTTN Aborted Installation service charge.

5.4.1 Expenses Causal to the Service

37. There are no expenses causal to the service included in this study.

5.4.2 Capital Causal to the Service

38. There are no capital costs causal to the service included in this study.

5.4.3 Capital Causal to Demand

39. There are no capital costs causal to demand included in this study.

5.4.4 Expenses Causal to Demand

40. This expense category includes one-time and ongoing costs associated with maintenance, service provisioning, advertising, sales management and billing, and other operational activities, including those associated with the incorporation of 3rd party services into the service.

41. Cost inclusions by expense cost category are as follows:

· Maintenance

There are no maintenance expenses included in this study.

· Service Provisioning

Service provisioning expenses for GAS-FTTN No Access service charge and for the GAS-FTTN Aborted Installation service charge consist of the contracted third-party vendor fees the Companies incur for these activities per occurrence. The contracted third-party vendor fees are as follows:


No Access vendor fee ($ per occurrence):
#


Aborted Installation vendor fee ($ per occurrence):
#

# Filed in confidence with the CRTC.
· Advertising & Sales Management

There are no advertising & sales management expenses included in this study.
· Billing

There are no billing expenses included in this study.

· Other

This expense category consists of costs associated with bad debt.  Bad debt is calculated as a percentage of the study costs based on historical bad debt data for wholesale GAS and HSA services.  This bad debt percentage is the same as the bad debt percentage that was used in the calculation of the "no access" component embedded in the approved service charge rate of $90.65 for the installation of GAS-FTTN accesses.  This bad debt percentage is used to develop the costs associated with both the "no access" and the "aborted installations".

5.4.5 Phase II Cost Summary

42. The Detailed Summary of Phase II Costs for the GAS-FTTN No Access service charge is provided in Table 5A in the Appendix of this study report and the detailed summary of Phase II Costs for the GAS-FTTN Aborted Installation service charge is provided in Table 5B in the Appendix of this study report.  These tables report the Phase II costs excluding 3rd party acquisition costs and excluding costs associated with the underlying Competitor Services classified as Essential, Conditional Essential, Interconnection or Public Good services.

6.0 3rd PARTY ACQUISITION COSTS AND Imputed costs based on tariff rates

43. The 3rd party acquisition costs in this category represent 3rd party costs procured from other telecommunication service providers and are shown in Tables 1 and 2 in the Appendix of this study report under the category "Causal Acquisition Costs:  3rd-party Services".

44. For "no access" and "aborted installation", there are no 3rd party acquisition costs procured from other telecommunication service providers.  Therefore, there are no costs reported in the category "Causal Acquisition Costs: 3rd-party Services".

45. For "no access" and "aborted installation", there are no imputed costs based on tariff rates.

7.0 CONFIDENTIALITY CLAIM

46. Certain cost information contained in this study report and associated Appendix is being provided in confidence to the Commission pursuant to section 39 of the Telecommunications Act and the directions provided by the Commission in the Appendix to Broadcasting and Telecom Information Bulletin CRTC 2010-961, Procedures for filing confidential information and requesting its disclosure in Commission proceedings (Information Bulletin 2010-961), taking into account the modifications to those directions in Telecom Regulatory Policy 
CRTC 2012-592, Confidential of information used to establish wholesale service rates (TRP 2012-592), dated 26 October 2012.

47. The Companies note that the cost studies associated with both the GAS-FTTN No Access and the GAS-FTTN Aborted Installation service charges reflect the costs that are or will be charged to the Companies by the third party supplier that handles the installations for the Companies in the circumstances at issue.  This is the cost element that is shown under the cost category titled "service provisioning".  The only other cost element in the studies is the cost associated with bad debt that the Companies project they will incur in the context of these charges.  The Companies note that in TRP 2012-592, the Commission determined that it would not be appropriate to require the disclosure of costs associated with third-party supplied services (unless the costs are sufficiently aggregated so that individual costs are not revealed), as such disclosure could result in direct harm to the incumbent carriers who disclosed this information:

39. The Commission notes that disclosure of unit costs for labour, equipment, and third-party supplied services directly provides information to competitors about contracts, either labour or supplier-based, and therefore could result in direct harm to the incumbent carriers in disclosing this information.

40. However, the Commission considers that potential harm is minimized if third-party service acquisition costs are sufficiently aggregated, such that the individual unit costs are not revealed.

48. Consistent with this determination, the Companies submit that the charges levied by the third-party for the installations at issue, which are shown under service provisioning for each cost study, are confidential, as is the bad debt related cost associated with the installations at issue, as release of the latter would permit deriving the level of the third-party costs.  In addition, information related to the actual percentage of scheduled FTTN installations that are associated with the "no access" or "aborted installations" or the actual occurrence of such situations is also confidential as it represents company-specific proprietary data.  Overall, release of the cost information would provide existing or potential competitors with information that could be used by them to deduce the charges that the third-party vendor charges the Companies' for the installations at issue which, based on the determinations in TRP 2012-592, is confidential.  The release of such information, as well as information about the actual incidence of no access and aborted installations, could prejudice the Companies' competitive position, result in material financial loss and cause specific direct harm to the Companies.  An abridged version of this study report and the related Appendix is provided for the public record.
*** End of Document ***
� 	Other decisions or orders pertaining to the imputation test (now called the price floor test) methodology include Telecom Decision CRTC 94-13, Review of regulatory framework – Targeted pricing, anti-competitive pricing and imputation test for telephone company toll filings, dated 13 July 1994; Telecom Decision CRTC 94-19, Review of regulatory framework, dated 16 September 1994 (Decision 94-19); the Commission's letter dated 15 December 1994 re:  Stentor Resource Centre Inc. Proposal on the information requirements for service filings (post Telecom Decision CRTC 94-19) - subsequently approved on an interim basis on 16 January 1995; Telecom Decision CRTC 97�8, Local competition, dated 1 May 1997; Telecom Decision CRTC 98-4, Joint marketing and bundling, 24 March 1998; and Telecom Order CRTC 2001-616, Introduction of dedicated access services, dated 2 August 2001.


� 	Telecom Letter Decision CRTC 93-1, Bell Canada – Costing of Interoffice Fibre Cable, dated 27 January 1993 (regarding the costing of interoffice fibre cable based on fibre cost factors); Telecom Decision CRTC 98-22, Final Rates for Unbundled Local Network Components, dated 30 September 1998 (regarding the end-of-study terminal value calculation); and Decision CRTC 2001-238, Restructured bands, revised loop rates and related issues, dated 27 April 2001 (regarding the costing of percent revenue charge costs).





