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Executive Summary 
 
ES1. On 22 June 2007, Louise Thibault, Member of Parliament for the Rimouski-Neigette-

Témiscouata-Les Basques riding, on behalf of herself and a number of local signatories 

(collectively referred to as the Petitioner), filed with the Governor in Council a Petition requesting 

the Governor in Council to reverse Telecom Decision CRTC 2007-27, Price cap framework for 

large incumbent local exchange carriers, issued 30 April 2007, because it establishes different 

pricing rules for basic local residential service in high cost serving areas (HCSAs) than it does in 

non-high cost serving areas (non-HCSAs). 

 

ES2. While lacking any substantive arguments or factual support, the Petitioner alleges that 

since the Incumbent Local Exchange Carriers (ILECs) are permitted to increase the price of 

basic residential local service in HCSAs by the rate of inflation each year, but are not permitted 

to increase the prices for the same services in non-HCSAs, Decision 2007-27 creates a 

distortion between rural and urban populations.  The Petitioner suggests that this undermines 

the efforts of community leaders to develop rural areas and encourage occupation of the 

territory.  As discussed herein, Bell Aliant and Bell Canada disagree with the Petitioner's 

presumptions, and believe that the Governor in Council should support the Commission's 

determinations and uphold Decision 2007-27, as it is consistent with the guidance provided by 

the government in its Policy Direction of 14 December 2006, wherein it instructs the 

Commission to rely on market forces to the maximum extent possible. 

 

ES3. In reality, Decision 2007-27 achieves the complex balance required between the need to 

reduce and eventually eliminate market-distorting subsidies and the need to ensure that rates 

continue to remain affordable.  Indeed, Decision 2007-27 is a far-reaching and wide-ranging 

determination that sets out the pricing rules for regulated retail services in accordance with the 

Policy Direction which will apply until such time as market forces can be relied upon exclusively 

to protect the interests of customers.   

 

ES4. By permitting ILECs to increase the rates for basic local residential service in HCSAs by 

the rate of inflation each year, the Commission is allowing these rates to be moved closer to 

cost in a manner that ensures they remain affordable.  Indeed, this pricing constraint ensures 

that these rates will not change in real terms.   
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ES5. In addition, the Decision ensures that the subsidies that are provided in HCSAs for basic 

residential local service will be reduced each year.  As such, even if an ILEC were to implement 

the permitted rate increases in HCSAs, it will not generate any additional revenues, as the 

revenue that would result from those increases will be more than offset by the reduction in the 

amount of subsidy each year.  

 

ES6. Decision 2007-27 sets the stage for prices for basic residential local service in HCSAs, 

which are typically more rural areas, to move in a gradual manner to sustainable levels, while 

ensuring that subsidies are reduced over time.  Collectively, these determinations will enable 

competition to take root at a faster pace than otherwise might occur in HCSAs.  The benefits 

that can accrue to customers as a result of the Commission's determinations will thus be similar 

to those that urban customers are already enjoying:  benefits of increased choice, value and 

flexibility.  Rural Canadians deserve the same opportunity to accrue those benefits, and the 

Commission, through Decision 2007-27, has established a framework that would allow those 

benefits to emerge. 

 
ES7. The Companies note as well that ILECs have – and will continue to – invest heavily in 

wireline, wireless and broadband infrastructure to best serve their customers in HCSAs.  An 

example is the Service Improvement Programs that many ILECs have recently undertaken to 

bring telecommunications service to rural and remote locations.  For Bell Aliant and Bell Canada 

the total investment over 5 years was more than $100 million. 

 

ES8. Given the above, the Companies respectfully request the Governor in Council to uphold 

the Commission's determinations in Decision 2007-27, and reject the Petitioner's request to 

rescind Decision 2007-27.   

 



Introduction 
 

1. In accordance with section 12(1) of the Telecommunications Act (the Act) and the 

procedures set out in Canada Gazette Part I, Vol. 141, No. 35, 1 September 2007, Notice 

No. DGTP-005-07, Petitions to the Governor in Council Concerning Telecom Decision 2007-27, 

the following is the response of Bell Aliant Regional Communications, Limited Partnership (Bell 

Aliant) and Bell Canada (Bell Canada), (collectively, the Companies) to the Petition to the 

Governor in Council concerning Telecom Decision CRTC 2007-27, Price cap framework for 

large incumbent local exchange carriers, 30 April 2007 (Decision 2007-27) filed by Louise 

Thibault, MP for Rimouski-Neigette-Témiscouata-Les Basques, on behalf of herself and 

signatories (collectively, the Petitioner), on 22 June 2007. 

 

2. In its Petition, the Petitioner requests the Governor in Council to rescind 

Decision 2007-27 wherein the Commission established the price cap regulatory regime and the 

specific pricing rules that will apply to the regulated retail services of the major Incumbent Local 

Exchange Carriers (ILECs)i effective 1 June 2007.  The specific issue that is the subject in the 

Petition is the pricing rule that was established for basic residential local services in high-cost 

serving areas (HCSAs). 

 

3. The Petitioner claims that the Commission's determination that basic residential local 

service rates in HCSAs are permitted to increase by the rate of inflation each year would hinder 

the regional development efforts undertaken by various local entities in the Petitioner's riding.  

The Petitioner also claims that since basic residential local service rates in rural areas are 

permitted to increase, while those in urban areas are capped at current levels, the regime 

established in Decision 2007-27 creates a distortion between rural and urban populations. 

 

4. Respectfully, the Companies disagree with the Petitioner, and request that the Governor 

in Council uphold the Commission's determinations in Decision 2007-27. 

 

The Dawn of a New Era in Telecommunications in Canada 
 

5. 2006-2007 marks a turning point for Canadian telecommunications.  Starting with the 

federal government's landmark Telecommunications Policy Review (TPR), and the TPR Panel's 

final reportii, to the Order Issuing a Direction to the CRTC on Implementing the Canadian 

Telecommunications Policy Objectivesiii (the Policy Direction) issued by the Governor in Council 

which came into force on 14 December 2006, the government of Canada has ushered in a new 

era in telecommunications in Canada for the benefit of all customers. 
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6. In the Policy Direction, the government set out specific guidelines that the Commission 

should follow in order to achieve the telecommunications policy objectives set out in the Act.  

Specifically, the government directed the Commission to: 

 
(i) rely on market forces to the maximum extent feasible as the means of 

achieving the telecommunications policy objectives; and  
(ii) when relying on regulation, use measures that are efficient and 

proportionate to their purpose and that interfere with the operation of 
competitive market forces to the minimum extent necessary to meet the 
policy objectives. 

 

7. These directives are critical in any assessment of the direction of telecommunications 

regulation in Canada today. 

 

8. In addition to the TPR final report and the Policy Direction, which established the 

principle of greater reliance on market forces as a mainstay of Canadian telecommunications 

regulation, the government modified the Commission's forbearance test set out in Forbearance 

from the regulation of local retail services, Telecom Decision CRTC 2006-15, 6 April 2006 

(Decision 2006-15).  The Order varying Telecom Decision CRTC 2006-15, Order in Council 

P.C. 2007-532, issued 5 April 2007 (the Forbearance Order), among other things, replaced the 

Commission's forbearance test based on market share loss with one that emphasizes the 

presence of competitive infrastructure. 

 

9. Broadly speaking, there are now two sets of rules for local exchange services in 

Canada:  one set of rules for regulated services, and another for "unregulated" services.  In 

areas where the forbearance test has not yet been met for local exchange services, the prices 

of these services remain regulated under the regime established in Decision 2007-27. 

 

10. Where the Commission continues to regulate, the government's Policy Direction outlines 

how regulation is to be imposed.  Indeed, regulation, where necessary, must be consistent with 

the Policy Direction.  Decision 2007-27 reflects the Commission's commitment to comply with 

these directives. 
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Decision 2007-27 - Overview 
 

11. In order to ensure efficient regulation, the Commission determined that a regime with 

predetermined pricing rules for regulated services would be the mechanism by which it would 

ensure prices in regulated areas remain just and reasonable.  The specific pricing rules that 

would apply under this framework, known as the price cap framework, from 1 June 2007 

onwards are outlined in detail in Decision 2007-27. 

 

12. It is noteworthy that price cap regulation was originally implemented effective 

1 January 1998, and the initial price cap framework applicable to the four-year period from 1998 

to 2001 was established in Telecom Decision CRTC 97-9, Price cap regulation and related 

issues, 1 May 1997.  The price cap regulatory regime applicable for the period 1 June 2002 to 

31 May 2006 was determined in Telecom Decision CRTC 2002-34, Regulatory framework for 

second price cap period, 30 May 2002 (Decision 2002-34), and was extended an additional year 

to 31 May 2007, under the same rules, in Telecom Decision CRTC 2005-69, Extension of the 

price regulation regime for Aliant Telecom Inc., Bell Canada, MTS Allstream Inc., Saskatchewan 

Telecommunications and TELUS Communications Inc., 16 December 2005.  In 

Decision 2007-27, the Commission has now put in place the regulatory framework applicable to 

retail services that will apply to the third price cap period, starting 1 June 2007.  This framework, 

as already noted, is consistent with the Policy Direction, and adopts regulatory measures that 

are "efficient", "proportionate to their purpose", and "interfere with the operation of competitive 

market forces to the minimum extent necessary". 

 

13. The cornerstone of the price cap framework set out in Decision 2007-27, having regard 

for the Policy Direction and the objectives under the Act, is the service baskets and pricing rules 

that apply to the services in those baskets.  Specifically, in the case of ILECs' basic residential 

local services, the Commission determined that the following pricing rules will apply effective 1 

June 2007:  

 
(i) prices for basic residential local services in non-high cost serving areas 

(non-HCSAs) would be capped at their existing levels; and  
(ii) prices for basic residential local services in HCSAs would be permitted to 

increase each year by the rate of inflationiv. 
 

14. At issue in the Petition is that different rules apply to basic residential local service prices 

in HCSAs relative to non-HCSAs, and more specifically, that the latter are permitted to increase 

while the former are capped at current levels.  HCSAs are, by their very definition, areas where 
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the cost of providing basic residential local service is well in excess of the cost of serving other 

areas.  In addition, the prices at which these services are provided are generally below cost.  In 

these areas, the Commission-established contribution regime provides subsidies to local 

exchange carriers to maintain affordable basic residential local service, and to provide 

incentives for competitive entry. 

 

15. In the Petitioner's view, the fact that ILECs are permitted to increase basic residential 

local service prices in HCSAs by the rate of inflation each year, while basic residential local 

service prices in non-HCSAs are capped at their current levels, is problematic for the following 

reasons: 

 

- it creates a distortion between rural and urban populations; 

- residents in HCSAs frequently have to pay long distance charges and already pay higher 

rates for telephone services; and 

- this measure goes against efforts being made to develop rural areas and encourage 

occupation of the territory. 

 

16. These presumptions demonstrate a lack of understanding of the complex issues that the 

Commission must take into account in determining the appropriate regulatory framework and 

the appropriate interrelationship or balance between the various elements of that framework 

given the objectives that must be met.  In fact, the Petition lacks any discussion of such issues, 

and is barren of any substantive facts or argument.  Further, the Petitioner requests the 

Governor in Council to reverse a landmark and wide-ranging decision in totality, rather than 

focusing on the Petitioner's one area of concern, which in itself is unfounded as discussed 

below.  Respectfully, the Companies submit that to reverse Decision 2007-27, or any part 

thereof, would be imprudent and contrary to the government's Policy Direction. 

 

17. At first blush, one can see how it would appear, especially to those unfamiliar with the 

underlying complexities of the regulated telecommunications market, that the pricing rules set 

out for basic residential local service in Decision 2007-27 could create different market 

conditions in HCSAs and non-HCSAs.  One might even think that HCSAs would appear less 

attractive to businesses and investment, as basic residential local service rates may be slightly 

higher than in non-HCSAs.  Further, one may believe that slightly higher rates for basic 

residential local service may make residential customers reconsider locating in rural areas. 

 



- 5 - 
 
 

 

18. The reality, however, is the opposite:  as explained in further detail below, these rules 

are needed to ensure that basic residential local service prices can move closer to their costs in 

HCSAs which, together with the subsidies that are provided for basic local service in HCSAs, 

will provide more incentives for competitors to enter such markets.  This will ultimately lead to 

more choice and value for residential customers in these areas, similar to the case in non-

HCSAs.  In addition, the gradual pace at which basic residential service rates are permitted to 

rise in HCSAs, namely by the rate of inflation each year, ensures that these rates will not 

change in real terms, and will continue to remain affordable. 

 

The Role of Subsidies in HCSAs 
 

19. In Decision 2007-27, the Commission notes specifically that its general policy is to move 

rates closer to costs provided these rates remain just and reasonable.  Further, the Commission 

indicates that, "[it] considers that allowing ILEC residential rates to increase in HCSAs would 

move rates closer to costs and reduce the amount of the National Contribution Fund."v 

 

20. The National Contribution Fund (NCF) was established by the Commission in Telecom 

Decision CRTC 2000-745, Changes to the contribution regime, 30 November 2000, in order to 

subsidize the provision of basic residential local service in HCSAs where prices are below cost.  

However, as the Commission has consistently recognized through numerous regulatory 

framework and competition decisions, subsidies distort economic incentives and market forces.  

In other words, subsidies undermine the very objectives the Commission is seeking to achieve 

through market forces.vi  Thus, the Commission has consistently held that industry-generated 

subsidies should be minimized and that the regulatory regime must continue the progress 

toward reducing subsidies to the extent that doing so does not harm achievement of other policy 

objectives and rates continue to remain affordable.  In Decision 2000-745, the Commission 

stated specifically that it "…agrees that the NSR [National Subsidy Requirement] should be 

reduced over time.  Further rate increases may be necessary to move rates closer to costs."vii  

The Commission also noted that any additional rate rationalization would be determined in the 

proceedings to review price caps and stated that ILECs should be allowed to make proposals to 

increase residential primary exchange service rates.viii 

 

21. Decision 2007-27 has taken the next step by permitting the ILECs to implement price 

increases equal to inflation, but also providing an incentive, in the form of reduced subsidies, to 

the ILECs to implement this rate rationalization.  This additional incentive, which penalizes an 
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ILEC if it does not increase its basic residential service rates in HCSAs, as permitted, was put in 

place because of the Commission's view that "under the current subsidy regime [as established 

in Decision 2002-34] … there is little incentive for the ILECs to increase HCSA residential local 

rates since any rate increase would be entirely offset by a corresponding decrease in subsidy 

payments."ix 

 

22. Under the subsidy regime that applied prior to the regime that was established in 

Decision 2007-27, the amount of subsidy that was provided for each residential line in a given 

HCSA band was determined based, primarily, on the difference between the actual rate charged 

for the service and the cost of providing the service.  In calculating the amount of subsidy 

required each year, the cost was also assumed to decrease each year by a predetermined 

formula.x 

 

23. Under the current regime, Decision 2007-27 requires that in those HCSA bands that 

require a subsidy, and where the actual monthly rate for basic residential local service is below 

$30 per line, the amount of that subsidy be calculated using the difference between the cost of 

providing the service and an "imputed" rate that reflects the allowed rate increase, effective 

1 June each year, up to the point where that rate is equal to $30xi.  In practical terms this means 

that the amount of subsidy is reduced each year since the rate that is used to calculate the 

subsidy is assumed to increase each year, and therefore the difference between that rate and 

the cost, i.e., the subsidy, is reduced.  This approach is intended to accelerate the reduction in 

subsidies received from the NCF, whether the ILEC increases the prices of basic residential 

local service that are below $30 in HCSAs or not. 

 

24. Given the above, in cases where the monthly rate is below $30 per line and the ILEC 

does not implement the price increases permitted by the Commission, it will not be able to 

recover the cost of providing the service in HCSAs, as the rate together with the subsidy will be 

insufficient to cover that cost.  Indeed, in this case, the subsidy that would be made available to 

competitors and the rates that they could charge for basic residential local service in these 

areas would also be insufficient to incent them to offer such services in HCSAs. 

 

25. Further, even if an ILEC were to increase its prices by the rate of inflation each year, the 

amount of subsidy that it will receive will be lower each year as a result of the formula used for 

the subsidy calculation, until the NCF is gradually phased outxii.  Thus, the ILEC will not benefit 

from any additional revenues from this rate rationalization as the revenues associated with the 
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increased rates will be entirely offset by the reduction in the subsidy.  Therefore, it is evident 

that the permissible price increases are not intended to provide a financial benefit to ILECs. 

 

26. Decision 2007-27 is an extension of the policy set out in successive Commission 

determinations with respect of the requirement to reduce the subsidies associated with the 

provision of basic residential local service in HCSAs over time, while ensuring that rates 

continue to remain affordable.  The Commission must maintain a complex balance between 

eliminating market-distorting subsidies, like the NCF, while protecting customers and ensuring 

that rates continue to remain affordable.  The Commission has achieved this balance in 

Decision 2007-27. 

 

Decision 2007-27 Ensures that Rates for Residential Basic Local Service in HCSAs 
Continue to Remain Affordable 
 

27. Decision 2007-27 ensures that rates for basic residential local service in HCSAs 

continue to remain affordable through a number of safeguards.  The first safeguard is the actual 

limit on price increases, namely the rate of inflation, which ensures that, in real terms, prices for 

basic local residential service will not change.  The second safeguard is that while ILECs are 

provided with the incentive to increase rates for basic residential local service in HCSAs, that 

incentive is only to move rates up to a maximum of $30 per line per month.  Once the average 

residential local rate in an HCSA band reaches this $30 target, only the rate increases actually 

implemented need to be reflected in the annual subsidy calculation.  As such, ILECs have little 

incentive to increase rates beyond that level, since any revenue gain from such increases will 

be entirely offset by a reduction in the subsidy receipts. 

 

28. It is also noteworthy that the Commission has already approved basic residential local 

rates in other ILEC serving areas that are in excess of $30 per line per month, or within the $30 

rangexiii which demonstrates that the $30 rate level is affordable, and indeed just and 

reasonable. 

 

Uphold Decision 2007-27 
 

29. Decision 2007-27 has established rules that will ensure the gradual phasing out of 

subsidies while permitting the ILECs to increase basic residential local rates in HCSA by the 

rate of inflation each year, thereby ensuring that rates continue to remain affordable.  In fact, 

these rates will not change in real terms. 
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30. Decision 2007-27 sets the stage for prices for basic residential local service in HCSAs, 

which are typically more rural areas, to move in a very gradual manner to sustainable levels, 

while ensuring that subsidies are reduced over time.  Collectively, these determinations will 

enable competition to take root at a faster pace than otherwise might occur in HCSAs.  The 

benefits that can accrue to customers as a result of the Commission's determinations will thus 

be similar to those that more urban customers are already enjoying: benefits of increased 

choice, value and flexibility.  Rural Canadians deserve the same opportunity to accrue those 

benefits, and the Commission, through Decision 2007-27, has established a framework that 

would allow those benefits to emerge. 

 

31. The Companies also note that ILECs have – and will continue to – invest heavily in 

wireline, wireless and broadband infrastructure to best serve their customers in HCSAs.  An 

example is the Service Improvement Programs that many ILECs have recently undertaken to 

bring telecommunications service to rural and remote locations.  For Bell Canada and Bell 

Aliant, the total investment over 5 years was more than $100 million. 

 

32. Respectfully, the Companies request the Governor in Council to reject the Petitioner's 

request to overturn Telecom Decision CRTC 2007-27.  Decision 2007-27 implements and 

reflects the government's own direction to the Commission with respect to regulation of 

telecommunications.  The Commission must maintain a complex balance between eliminating 

market-distorting subsidies while ensuring that rates continue to remain affordable.  The 

Commission has achieved this balance in Decision 2007-27. 
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i  The affected ILECs are Bell Aliant, Bell Canada, MTS Allstream Inc., Saskatchewan Telecommunications and 

TELUS Communications Company. 
ii  TPR Panel Final Report, 22 March 2006, <http://www.telecomreview.ca/epic/site/tprp-

gecrt.nsf/en/h_rx00054e.html>. 
iii  Order in Council P.C. 2006-1534, Order Issuing a Direction to the CRTC on Implementing the Canadian 

Telecommunications Policy Objectives, December 14, 2006 (the Policy Direction), published in the Canada 
Gazette, Part II, Vol. 140, No. 26, December 27, 2006. 

iv  At paragraph 103 of Decision 2007-27, the Commission noted that, "[t]o protect against any unexpected rise in 
the rate of inflation, a rate element constraint equal to the lesser of the annual rate of inflation or 5% will apply to 
the services in the Residential HCSAs Services basket."  This means that in any given year when the annual rate 
of inflation is in excess of 5%, the ILEC is only permitted to increase the rates that apply to basic residential local 
services in HCSAs by a maximum of 5%. 

v  Decision 2002-27, paragraph 102. 
vi  For example, in Telecom Decision CRTC 94-19, Review of Regulatory Framework, 16 September 1994, the 

Commission noted that improper pricing policies can result in the misallocation of resources, a reduction in 
choice of supply in certain markets and the suppression of demand in others, resulting in increased costs to 
information intensive enterprises and barriers to communications among Canadians. 

vii  Decision 2000-745, paragraph 138. 
viii  Decision 2000-745, paragraph 139. 
ix  Decision 2007-27, paragraph 224. 
x   The calculation of the subsidy requirement prior to the establishment of the current regime is described in 

Decision 2002-34.  As noted at paragraph 941 of that decision, "… the subsidy requirement consists of the sum 
of the average annual residential PES revenue and an annual implicit contribution target amount of $60 less the 
average annual PES costs, established on the basis of Phase II costs with an approved mark-up, per residence 
NAS in each high-cost band.  The TSR [Total Subsidy Requirement] for each ILEC territory is the total of the 
annual subsidy requirements for all residential NAS in all high-cost bands.  This TSR calculation methodology 
became effective 1 January 2002."  The Commission also noted, at paragraph 943 of the same decision, that the 
TSR would be recalculated each year, and that "[e]ach year, each ILEC is to modify its average cost component 
[of the TSR formula] using a pre-determined productivity adjustment and to ensure that the average revenue 
component reflects realized changes to the PES rates that occurred in the previous year."  The areas that would 
be considered high cost for the purposes of receiving subsidies were defined in Telecom Decision 
CRTC 2001-238, Restructured bands, revised loop rates and related issues, 27 April 2001, and were identified 
as specific costing bands in each ILEC territory. 

xi  Decision 2007-27, paragraph 228. 
xii  Decision 2007-27, paragraph 212.  In simplified terms, the amount of subsidy provided for basic residential local 

service in an HCSA band is equal to the difference between the costs and the revenues associated with those 
services, where in cases where the rate is below $30 per line per month, the revenues are calculated using an 
"imputed" rate.  The costs used in the subsidy calculation, however, are reduced each year by the difference 
between the rate of inflation and a 3.2% fixed productivity offset (see paragraph 164 of Decision 2002-27).  This 
means that if the rate of inflation is 2% in a given year, then the costs used in the subsidy calculation are 
assumed to decline by 1.2% in that year.  This adjustment results in a further reduction in the amount of subsidy 
in addition to the reduction caused by having imputed a rate increase equal to the rate of inflation in the 
calculation of the subsidy. 

xiii  For example, in Telecom Order CRTC 2006-188, the Commission approved monthly basic residential local 
service rates for certain bands within TELUS' serving area in Alberta that are at or above $29.15.  For example, 
the approved rates are $29.25 in TELUS' bands C3 and D2, $29.15 in TELUS' band D5, $30.53 in TELUS' bands 
E2 and F2, and $30.43 in TELUS' bands E5 and F5.  See 
http://about.telus.com/publicpolicy/tariffs/docs2/CRTC180_1/General_2/item425.pdf.  In Telecom Decision 
CRTC 2007-5, Price cap regulation for Northwestel Inc., 2 February 2007, the Commission approved a $2 
increase in the monthly residential primary exchange service (PES) rate for Northwestel effective 1 January 
2007.  With this increase, the monthly rate for residential PES in Northwestel's serving area is $31.33 per line.  
See http://www.nwtel.ca/personal/telephoneServices/resLocServRates.jsp.   
In Telecom Order CRTC 2006-88, the Commission approved a monthly rate of $31.50 for residential individual 
line service for Télébec, Société en commandite, applicable in its bands D1-c, E1-c, E2-c, and F2-c.  This rate 
excludes the rate for touchtone service, which is $2.80 per line per month.  See 
http://www.telebec.com/francais/general/propos_telebec/asp//tarifgeneral/versionelectronique.asp  
Also, in Telecom Order CRTC 2005-248, the Commission approved a monthly rate of $31.08 for residential 
primary exchange service for NorthernTel Limited Partnership which applies across its serving area.  See 
http://www.northerntel.ca/ntl@home/default_services.htm. 
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