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I SUMMARY 
 

1. This Application is made on behalf of the Canadian Alliance of Publicly-owned 

Telecommunications Systems (CAPTS) pursuant to section 62 of the Telecommunications 

Act and Part VII of the CRTC Telecommunications Rules of Procedure to review and vary 

Regulatory framework for small incumbent telephone companies, Decision CRTC 2001-756, 

dated 14 December 2001 (Decision 2001-756) and Revised regulatory framework for small 

incumbent local exchange carriers, Telecom Decision CRTC 2006-14, dated 29 March 2006 

(Decision 2006-14). 

 

2. It is CAPTS’s view that there is substantial doubt as to the correctness of the original 

determinations made by the Commission in the referenced Decisions, and therefore this 

submission should be considered as a Review and Vary Application. 

 

3. CAPTS requests that the Commission review and vary these Decisions by varying the proxy 

subsidy rates per NAS for tax-exempt companies contained in these Decisions in order to 

reflect the impact of a more equitable calculation of the effect of income tax costs on the 

subsidy calculation for tax-exempt companies. 

 

4. On 1 February 2007, as part of an interrogatory issued by the Commission to CAPTS and 

related to the previous submission on this matter, the Commission outlined the method it had 

used to calculate the subsidy for tax-exempt companies and provided the supporting data 

associated with the subsidy calculation for Band E. 

 

5. It is CAPTS view that the Commission method does not result in a fair and equitable 

calculation of the subsidy for tax-exempt companies relative to tax-paying companies in that 

the subsidy calculation for tax-exempt companies results in a substantially lower contribution 

to the recovery of the tax-exempt company fixed and common expenses even though these 

would be reasonably expected to be the same as those of a tax-paying company.   

 

6. CAPTS submits that the only fair and accurate method to calculate the subsidy amount for 

tax-exempt companies is to first calculate the subsidy amount for tax-paying companies and 



 
subsequently remove the tax component from that subsidy to establish the subsidy amount 

for the tax-exempt companies. 

 

7. CAPTS accordingly submits that there are grounds on which there is substantial doubt as to 

the correctness of Decision 2001-756, as confirmed by Decision 2006-14, with respect to the 

calculation of the tax-exempt subsidy.  CAPTS contends that the Commission incorrectly 

calculated the effect of income tax costs on the tax-exempt subsidy calculation by failing to 

consider the fact that the 15% mark-up used in the calculation of the subsidy for tax-paying 

companies is restricted to making a contribution to the recovery of fixed and common 

expenses of the tax-paying company and accordingly would not be impacted by a company’s 

tax paying status.   

 

8. CAPTS has now been provided information on the method as well the assumptions used for 

the calculation of the subsidy amounts for both tax-paying and tax-exempt companies for one 

of the wire centre classifications, namely Band E.  CAPTS is not in a position to definitively 

calculate the correct subsidy amounts for the other bands since it does not have needed 

information on the capital cost component of the total national weighted-average costs per 

NAS of these other bands, this capital component being the cost element which attracts 

income taxes under Phase II.  Further, CAPTS notes that it is not in a position to assess the 

reasonableness of the Commission estimated tax impact of 20% on the national proxy capital 

costs, since no supporting information was provided to CAPTS  on this matter. 

 

9. Nonetheless, CAPTS requests that Decisions 2001-756 and 2006-14 be varied to include the 

following subsidy amount for Band E (changed amount displayed with an overstrike) and 

that the subsidy amounts for the remaining bands be modified to reflect the subsidy 

calculation method detailed in this application, with the input data used by the Commission 

in its  subsidy calculation in Decision 2001-756. CAPTS would request that such input data 

be made available to it as part of this proceeding. 

 

 

 

 

 

 



 
 

 

Wire centre classification Tax-paying 
company 

Tax-exempt 
company 

Band E  (0 to 1,500 NAS) $16.57 $9.97$8.98 

Band F-1 (1,501 to 2,500 NAS) $15.93 $tbd$8.46 

Band F-2 (2,501 to 4,000 NAS) $14.35 $tbd$7.17 

Band F-3 (4,001 to 6,000 NAS) $12.12 $tbd$5.37 

Band F-4 (6,001 to 7,999 NAS) $8.31 $tbd$2.27 

Band G (Remote NAS) $37.87 $tbd$27.30 

 

10. CAPTS further requests that the above subsidy changes for Band E, and the other Bands as 

calculated, be made effective 1 January 2002, concurrent with the introduction of the new 

subsidy regime for SILECs, as established by Decision 2001-756. 

 

II BACKGROUND 
 

Public Notice 2001-61 
 

11. The Commission first proposed establishing proxy subsidy rates per NAS for both tax-paying 

and tax-exempt SILECs in New regulatory framework for small incumbent telephone 

companies and related issues, Public Notice 2001-61, dated 30 May 2001 (P.N. 2001-61). 

The subsidy calculation proposed in P.N. 2001-61 was described at paragraph 11 of the 

public notice: 

 

“11. As stated in paragraph 2 of this public notice, in Decision 2000-745, the 

Commission determined that the TSR for ex-Stentor companies will consist of 

four basic components. When extending the methodology to quantify the TSR for 

each CITC's HCSA territory, a proxy could be determined on the following basis: 

 

a) the use of a national weighted average monthly residential PES rate, based on 

the residential network access service (NAS) and monthly revenue by band 

provided by ex-Stentor companies for HCSAs during the proceeding that led to 



 
Decision 2001-238, and fixed at $22.75, for the duration of the transition period, 

if any;  

  

b) the use of national average monthly residential PES costs (based on HCSAs of 

the ex-Stentor companies) as a Phase II proxy for the cost component. This 

national average cost proxy takes into account the CITCs' tax status;  

 

c) a 15% mark-up on the PES cost component;  

 

d) a fixed monthly amount of $5 per residential NAS as an implicit contribution 

amount generated by other local services; and  

 

e) no subsidies extended to single-line business service provided in HCSAs.” 

 

Decision 2000-745 
 

12. As noted in P.N. 2001-61, the basic components of the proposed subsidy calculation for 

SILECs had been defined by the Commission in Changes to the contribution regime, 

Decision CRTC 2000-745 dated 30 November 2000 (Decision 2000-745) related to the 

subsidy requirements of the large ILECs.   

 

13. In Decision 2000-745, at paragraph 65, the Commission determined as follows on the matter 

of the 15% mark-up component of the subsidy calculation for the large ILECs: 

 

“65. The Commission considers that the ILECs' Phase II costs includes the 

obligation to serve. In pricing certain services, the Commission has in the past 

applied a 25 percent mark-up on the Phase II costs to consider the recovery of 

both a) the company's fixed and common costs and b) differences between Phase 

III (embedded) costs and Phase II (current) costs. In the context of calculating the 

TSR, the Commission does not consider it appropriate to include the latter 

component.” 

 



 
14. In P.N. 2001-61, by reference to Decision 2000-745, the Commission viewed the 15% mark-

up component of the subsidy calculation to be restricted to the recovery of fixed and common 

costs. 

 

Decision 2002-34 
 
15. In another proceeding before the Commission, on the matter of mark-ups for ILEC 

competitor services, the Commission enunciated its understanding of what the mark-up 

component addresses. In Regulatory framework for second price cap period, Telecom 

Decision CRTC 2002-34, dated 30 May 2002 (Decision 2002-34), the Commission stated as 

follows at paragraph 202: 

 

“202. Historically, the level of mark-up used in respect of rates for Category I 

Competitor Services has been generally designed to provide a contribution to the 

recovery of two broad categories of costs. The first category is fixed common 

expenses, such as the ongoing corporate overhead costs that do not vary with the 

company's offering of services and that are therefore not included in a Phase II 

cost study. The second category is the embedded cost differential. These costs 

include annualized capital costs not included in Phase II studies, such as service 

start-up capital costs that are not incurred to provide a specific service or changes 

in the costs of given equipment over time. In addition, this differential reflects the 

fact that embedded costs reflect a mix of newer and older technologies, whereas 

Phase II costs reflect growth technologies. This differential is a sunk cost and is 

therefore not included in the Phase II cost study (emphasis added).” 

 
16. The Commission’s statements in Decision 2002-34 confirm that it viewed fixed and common 

costs to refer to fixed and common expenses and it viewed the embedded cost differential as 

annualized capital costs not included in Phase II studies.  

 
 
 
 
 
 
 



 
Decision 2001-756 
 
17. The Commission established the proxy subsidy rates per NAS for both tax-paying and tax-

exempt SILECs in Decision 2001-756. The subsidy formula determined in Decision 2001-

756 was consistent with the formula used in Decision 2000-745 for the ILECs, as proposed 

by the Commission in P.N. 2001-61: 

  

a. a national weighted-average monthly residential PES cost component based on 

the high-cost serving areas (HCSAs) of the large ILECs; 

 

b. an upward adjustment to the national proxy PES cost component of 7.5%; 

 

c. a mark-up of 15% on the cost component;  

 

d. a national weighted-average monthly residential local rate component of $22.75 

based on the local rates in HCSAs of the large ILECs; and 

 

e. a $5 per month deemed revenue component from other local services. 

 

18. The Commission calculated proxy subsidy rates per NAS were published in Decision 2001-

756 and are detailed below. 

 

Wire centre classification Tax-paying company Tax-exempt company 

0 to 1,500 NAS (Band E) $16.57 $8.98 

1,501 to 2,500 NAS (Band F-1) $15.93 $8.46 

2,501 to 4,000 NAS (Band F-2) $14.35 $7.17 

4,001 to 6,000 NAS (Band F-3) $12.12 $5.37 

6,001 to 7,999 NAS (Band F-4) $ 8.31 $2.27 

Remote NAS (Band G)  $37.87 $27.30 

 

19. In Decision 2001-756 the calculated proxy subsidy rates per NAS reflect separate 

calculations for each band.  In the Commission’s interrogatory dated 1 February 2007 related 

to this proceeding,  the Commission detailed the subsidy calculation it had used in Decision 

2001-756 for Band E, including the cost component data for that band. In accordance with 



 
the Commission interrogatory, for tax-paying companies, the subsidy calculation for Band E 

in Decision 2001-756 was as follows: 

 

a. Obtain the national weighted-average monthly residential PES capital cost per 

NAS based on the high-cost serving areas (HCSAs) of the large ILECs for Band E 

(as computed by the Commission from the Phase II PES costs of the large ILECs, 

including the tax component of 20% of the capital cost): 

67.30$  

 

b. Add the national weighted-average maintenance expenses per NAS (capped at 

10% of capital cost): 

( ) 34.33$67.2$67.30$ =+  

 

c. Add the national weighted-average FOE per NAS (capped at $ 2.50 per NAS): 

( ) 84.35$50.2$34.33$ =+  

 

d. Make an upward adjustment of 7.5% of the PES cost from c. above. 

( ) 54.38$075.0184.35$ =+×  

 

e. Add a mark up of 15% to the PES cost of d. above.  

( ) 31.44$15.0154.38$ =+×  

 

f. Deduct the marked up PES cost calculated in e. above, from the sum of the 

national weighted-average monthly residential local rate of $22.75 and the $5 per 

month deemed revenue from other local services. 

( ) 56.16$00.5$75.22$31.44$ =+−  

 

 

 

 

 

 



 
20. With respect to the subsidy calculation for Band E for tax-exempt companies in Decision 

2001-756, the method was as follows:   

 

a. Obtain the national weighted-average monthly residential PES capital cost per 

NAS based on the high-cost serving areas (HCSAs) of the large ILECs for Band E 

(as computed by the Commission from the Phase II PES costs of the large ILECs, 

including the tax component of 20% of the capital cost): 

67.30$  

 

b. Deduct the income tax component evaluated at 20% of the capital cost:  

( ) 54.24$13.6$67.30$ =−  

 

c. Add the national weighted-average maintenance expenses per NAS (capped at 

10% of capital cost): 

( ) 21.27$67.2$54.24$ =+  

 

d. Add the national weighted-average FOE per NAS (capped at $ 2.50 per NAS): 

( ) 71.29$50.2$21.27$ =+  

 

e. Make an upward adjustment of 7.5% of the PES cost from d. above. 

( ) 93.31$075.0171.29$ =+×  

 

f. Add a mark up of 15% to the PES cost of e. above.  

( ) 72.36$15.0193.31$ =+×  

 

g. Deduct the marked up PES cost calculated in f. above, from the sum of the 

national weighted-average monthly residential local rate of $22.75 and the $5 per 

month deemed revenue from other local services. 

( ) 97.8$00.5$75.22$72.36$ =+−  

 

 



 
Decision 2006-14 
 
21. On 19 August 2005, the Commission issued Review of the regulatory framework for the 

small local exchange carriers, Telecom Public Notice 2005-10, (P.N. 2005-10), inviting 

comments on establishing a new regulatory framework for the small incumbent local 

exchange carriers (SILECs) that would go into effect in 2006. 

 

22. As part of the process initiated by P.N. 2005-10, CAPTS submitted that the tax-exempt 

national weighted-average Phase II PES costs used to determine their subsidy requirements 

be adjusted upward because, in CAPTS view, the impact of income taxes had been 

overstated.  

 

23. As part of the same proceeding CAPTS was asked an interrogatory by the Commission 

(Interrogatory 700) on the specific issue on the calculation of the tax-exempt proxy costs 

under Phase II1. The CAPTS response and related arguments did not sway the Commission, 

as the CAPTS request for an upward adjustment to the tax-exempt proxy costs was denied in 

the follow up decision to the proceeding, Revised regulatory framework for the incumbent 

local exchange carriers, Telecom Decision CRTC 2006-14, dated 29 March 2006. (Decision 

2006-14). 

 

24. In Decision 2006-14, the Commission stated that it considered that a Phase II estimate of tax 

costs is required to appropriately adjust the Phase II proxy residential PES cost estimates 

contained in the subsidy formula for tax exempt companies and that the accounting-based 

income tax cost adjustment methodology proposed by CAPTS did not provide an appropriate 

estimate that is consistent with the Phase II tax cost calculation. As stated by the Commission 

in paragraphs 77 and 78 of Decision 2006-14: 

 

“77.  The Commission notes that the definition and calculation of taxes payable 

used to determine the causal incremental Phase II costs are very different from the 

accounting-based income tax expense definition and calculation used to develop a 

company's annual financial statement. The Commission also notes that the 

                                            
1 See Interrogatory P.N. 2005-10, The Canadian CITC Joint Task Force (CRTC)19Sept05-700. 



 
SILECs' Phase II proxy costs are based on the Phase II costs of the large ILECs in 

similar bands. 

 

78. The Commission considers that a Phase II estimate of tax costs is required to 

appropriately adjust the Phase II proxy residential PES cost estimates contained in 

the subsidy formula. The Commission, therefore, considers that, contrary to 

CAPTS's submission, the proposed accounting-based income tax cost adjustment 

methodology will not provide an appropriate estimate that is consistent with the 

Phase II tax cost calculation.” 

 
 

III DISCUSSION 
 

Introduction 
 
25. Following Decision 2006-14, CAPTS requested and was granted an opportunity to obtain 

additional information on how the Phase II estimate of tax costs was calculated for purposes 

of the subsidy. Information requested by the Commission during the P.N. 2005-10 

proceeding, specifically Interrogatory 700, indicated that a Phase II formula had been used 

by the Commission to calculate the tax effect on the subsidy. 

 

26. CAPTS was subsequently provided with some details of the Phase II formula used by the 

Commission in a series of follow up meetings and conference calls with Commission staff.  

As part of these discussions, CAPTS became aware that the Phase II formula used by the 

Commission to calculate the subsidy costs under Phase II was the same formula contained in 

the Commission’s Interrogatory 700. However, the formula in itself was insufficient to assess 

the reasonableness of the Commission’s calculations of the tax effect without the related 

details on the input parameters used by the Commission for both tax-paying and tax-exempt 

companies. 

 

27. Commission staff subsequently provided some additional information on the input 

parameters used in by the Commission in its calculation. However, CAPTS was still not in a 

position to assess the reasonableness of the Commission subsidy calculation for tax-exempt 

companies since it did not have information on the specific cost components of the ILEC 



 
proxies used as the basis of the subsidy calculation. And to this day, CAPTS does not have 

access to the information used by the Commission in estimating the tax impact of 20% on the 

ILEC proxy capital costs, in order that the reasonableness of this amount can be confirmed. 

Nonetheless, CAPTS filed a Part VII Application on 21 December 2006 on the matter of the 

reasonableness of the tax-exempt subsidy calculations, using the information it had access to 

at that time.   

 

28. On 1 February 2007, in its interrogatory to CAPTS related to the Part VII Application, the 

Commission disclosed the details of the method it had used in Decision 2001-756 to calculate 

the SILEC subsidies for Band E, for both tax-paying and tax-exempt SILECs. The method 

used by the Commission is described in the previous section of this submission beginning at 

paragraph 17. 

Why the adjustment to the subsidy for tax-exempt companies is inequitable 
 
29. As outlined earlier, the subsidy calculations for tax-paying companies in Decision 2001-756 

and by extension 2006-14, rely upon previous determinations made by the Commission in 

Decision 2000-745 and related to the subsidy requirements of the large ILECs.  

 

30. The Commission relied upon its determinations made in Decision 2000-745 in developing 

the subsidy formula for the SILECs. The Commission used the national weighted-averages of 

the large ILECs associated with the monthly residential PES cost component ($30.67 for 

Band E) and the monthly residential local rate component ($22.75), as well as the identical 

deemed monthly revenue component ($5) and mark-up component (15%).  

 

31. The main adjustment made by the Commission in Decision 2001-756 was to increase the 

calculated national weighted-average monthly residential PES cost component by 7.5% in 

recognition of the lack of cost advantages and/or savings available to SILECs  in comparison 

to the large ILECs.  

 

32. As discussed earlier, beginning at paragraph 13, the Commission determined in Decision 

2000-745 that the 15% mark-up component of the subsidy calculation for large ILECs was to 

be restricted to the recovery of fixed and common expenses and not include any amount for 

the recovery of the embedded capital cost differential. 

 



 
 

 

33. Further, as noted in Decision 2006-14, the Commission determined that in order to make the 

adjustment to the subsidy for tax-exempt companies, a Phase II estimate of tax costs is 

required which is then used to adjust the Phase II proxy residential PES cost estimates 

contained in the subsidy formula.  

 

34. In other words, in the Commission’s view, the way to adjust the subsidy for the tax-exempt 

companies is not to remove the tax-component from the subsidy amount calculated for the 

tax-paying company, but to directly apply a downward adjusted Phase II cost for the tax-

exempt company to the subsidy formula. Therein lies the problem with the Commission’s 

method. The Commission method implicitly assumes that the subsidy calculated for tax-

paying companies contain income tax effects attributable to the mark-up applied to the Phase 

II costs, which is not the case. 

 

35. The Commission described the basis of the calculation of income tax for tax-paying 

companies under Phase II in its interrogatory to CAPTS in this proceeding as follows: 

 

“Footnote 1.  Under Phase II costing principles, expenses are fully tax-deductible 

at the time of occurrence and have no tax implication under the revenue 

assumption (revenues are assumed to equal costs). In contrast, capital costs are 

not fully tax-deductible at the time of occurrence; instead the capital cost 

allowances (CCA) are tax-deductible over a span of time. Under the revenue 

assumption, this creates tax implications over a span of time which is recognized 

and included as part the capital costs.” 

 

36. In other words, under Phase II, only capital costs attract income tax and expenses do not in 

recognition of the revenue assumption.  

 

37. The method used by the Commission leads to the inequitable treatment of the tax-exempt 

companies relative to tax-paying companies by implicitly assuming that the mark-up 

component of the tax-paying subsidy calculation was set to recover both the imbedded 

capital cost differential and fixed common expenses. The Commission clearly stated in 



 
Decision 2000-745, that for subsidy calculation purposes, the mark-up component was set to 

make a contribution to the recovery of only  fixed and common expenses.   

 

 

38. Under the Commission’s subsidy formula for the calculation of the subsidy for tax-paying 

companies, the 15% mark-up is applied to the total Phase II causal costs, including the 

income tax component. In the case of the tax-exempt company, the 15% mark-up is also 

applied to Phase II causal costs of the tax-exempt company. Accordingly, for the same  

subsidy calculation, the contribution to the recovery of fixed and common expenses, the 

rationale for the mark-up, is set at a lower amount for the tax-exempt companies because the 

tax-exempt companies do not have tax component in their Phase II causal costs.  It may 

appear that this approach is fair and reasonable, however it is not.  The reason it is not is that 

the mark-up was set to make a contribution to the recovery the fixed and common expenses 

of both the tax-paying and tax-exempt companies yet under the Commission method for the 

calculation of the subsidy for the tax-exempt company, the tax-exempt company receives a 

significantly lower contribution to its fixed and common expenses even though it is 

reasonable to assume that, in the context of the subsidy, both the tax-paying and the tax-

exempt companies would have the same level of fixed and common expenses to recover. 

 

39. Under the Commission method used to calculate the subsidy, the tax-paying companies 

receive a larger contribution to the recovery of their fixed and common expenses than do the 

tax-exempt companies because the latter calculation attracts additional income tax effects 

related to the mark-up.   

 

40. If the 15% mark-up had been set to recover both fixed and common expenses as well as the 

capital cost differential, then one could reasonably argue that the tax-paying companies 

should receive a larger contribution to the recovery of those capital costs since they would by 

definition be higher then those of the tax-exempt companies under Phase II, due to the tax 

effect associated with the capital cost differential. However, in the case where the mark-up is 

set to only make a contribution to the recovery of fixed and common expenses, that argument 

doesn’t hold.   

 

41. Accordingly, and consistent with the Commission’s explanations and determinations related 

to the issue of the mark-up and the subsidy, one would have expected the Commission  



 
methodology for the calculation of the subsidy for tax-exempt companies to provide for an 

equivalent and equitable contribution to the recovery of the tax-exempt companies’ fixed and 

common expenses, as is the case in the subsidy calculation for tax-paying companies. 

 
42. The Commission method, as detailed in the interrogatory to CAPTS, does not take this 

approach. The Commission method unfairly penalizes the tax-exempt companies relative to 

tax-paying companies by providing the tax-exempt companies a smaller contribution to the 

recovery of their fixed and common expenses than is the case for the tax-paying companies.  

 

43. For example, under the subsidy calculation for Band E detailed by the Commission in its 

interrogatory to CAPTS, the contribution to the recovery of fixed and common expenses for 

the tax-paying company is $5.78 per NAS per month, while in the case of the tax-exempt 

company the amount is $4.79 per NAS per month. The difference of  $0.99 is directly 

attributable to the fact that the Commission method implicitly assumes that there is a tax 

effect associated with the mark-up of 15% used in the calculation of the subsidy for tax-

paying companies, which there is not. 

 

44. There is no reason why the contribution to the recovery of fixed common expenses should be 

higher for the tax-paying company than the tax-exempt company. The fixed and common 

expenses of both the tax-paying and tax-exempt companies can be reasonably assumed to be 

the same. There is no difference in these fixed and common expenses due to income taxes. 

 

45. CAPTS therefore submits that the fair and equitable method to calculate the subsidy amount 

for tax-exempt companies is to first calculate the subsidy amount for the tax-paying 

companies and then subsequently remove the tax component of the tax–paying companies 

subsidy to establish the tax-exempt companies subsidy amount. In this way, the contribution 

to fixed and common expenses for the tax-exempt companies is identical to that amount 

calculated for the tax-paying companies, as it should be. 

 
46. This method is illustrated below using the input data and calculations for Band E detailed in 

the Commission interrogatory.  



 
 

The appropriate method to use for the calculation of the subsidy for the tax-exempt 
companies 
 
47. Step 1. For the tax-paying companies, and for each of the three cost components of the 

residential PES cost per NAS, i.e., capital cost per NAS (including the tax component), 

maintenance expenses per NAS, and FOE per NAS, a national weighted-average cost per 

NAS is calculated based on the individual ILEC’s cost per NAS of each component weighted 

by their respective NAS amounts, as illustrated below: 

 

- National weighted-average capital cost per NAS  
 (including the tax component)                                                   $30.67 
-            Capital component net of taxes                                        $24.54
-            Tax component at 20% of capital                                     $6.13
- National weighted-average maintenance expenses per NAS  
 (capped at 10 percent of capital cost)                                       $2.67 
- National weighted-average FOE per NAS  
 (capped at $2.50 per NAS)                                                       $2.50 
- Total national weighted-average residential PES cost per $35.84 

 

48. Step 2. For the tax-paying companies the total national weighted-average residential PES 

cost per NAS is then adjusted upwards by 7.5 percent (as per Decision 2001-756 to recognize 

the cost differences between small and large ILECs), as illustrated below: 

 

- Upward adjusted national weighted-average capital cost per  
 (including the tax component)                                                   $32.97 
-            Upward adjusted capital component net of taxes             $26.38
-            Upward adjusted tax component                                      $6.59
- Upward adjusted national weighted-average maintenance  
 expenses per NAS (capped at 10 percent of capital cost)        $2.87 
- Upward adjusted national weighted-average FOE per NAS  
 (capped at $2.50 per NAS)                                                       $2.69 
- Upward adjusted total national weighted-average residential   
 PES cost per NAS                                                                     $38.53 

 

49. Step 3. For the tax-paying companies, the total national weighted-average residential PES 

cost per NAS is then marked up by 15% for the recovery of fixed and common expenses, as 

illustrated below: 

 

- Marked up total national weighted-average residential PES  
 cost per NAS, $ 38.53 * (1+0.15)                                              $44.31 

 
 



 
50. Step 4. For the tax-paying companies, the subsidy amount is calculated by deducting the 

monthly residential local rate of $22.75 and deemed revenue from other local services of 

$5.00 from the marked up national weighted-average residential PES cost per NAS from Step 

3 as illustrated below: 

 

- Marked up total national weighted-average residential PES  
 cost per NAS from Step 3                                                         $44.31 
- Deduct monthly residential local rate                                        $22.75 
- Deduct deemed revenue from other local services                  $5.00 
- Subsidy amount for tax-paying companies                               $16.56 

 

51. Step 5. For the tax-exempt companies, the total marked-up national weighted-average 

residential PES cost per NAS is calculated by removing the tax component from the tax-

paying companies total marked-up national weighted-average residential PES cost per NAS 

as illustrated below. 

 

- Marked up total national weighted-average residential PES   
 cost per NAS for tax-paying companies                                   $44.31 
- Deduct the upward adjusted tax component from Step 2 for     
 tax-paying companies                                                               $6.59 
- Marked up total national weighted-average residential PES  
 cost per NAS for tax-exempt compnies                                    $37.72 

 

52. Step 6. For the tax-exempt companies, the subsidy amount is calculated by deducting the 

monthly residential local rate of $22.75 and deemed revenue from other local services of 

$5.00 from the marked up national weighted-average residential PES cost per NAS from Step 

5 as illustrated below: 

 

- Marked up total national weighted-average residential PES  
 cost per NAS from Step 5                                                         $37.72 
- Deduct monthly residential local rate                                        $22.75 
- Deduct deemed revenue from other local services                  $5.00 
- Subsidy amount for tax-paying companies                               $9.97 

 



 

What is the impact on the subsidy for tax-exempt SILECs , if the modified method for the 
calculation of the subsidy is used 
 

53. CAPTS has now been provided information on the method  as well  the assumptions used for 

the calculation of the subsidy amounts for both tax-paying and tax-exempt companies for 

only one of the wire centre classifications, namely Band E. CAPTS is not in a position to 

definitively calculate the correct subsidy amounts for the other bands since it does not have 

needed information on the capital cost component of the total national weighted-average 

costs per NAS of these other bands, this capital component being the cost element which 

attracts income taxes under Phase II. CAPTS is not in a position to assess the reasonableness 

of the Commission estimated tax impact of 20% related to the national proxy capital costs, 

since no supporting information was provided to CAPTS on this matter. 

 

54. CAPTS requests that Decisions 2001-756 and 2006-14 be varied to include the following 

subsidy amount for Band E (changed amount displayed with an overstrike) and that the 

subsidy amounts for the remaining bands be modified to reflect the subsidy calculation 

method detailed in this application and the input data used by the Commission in its subsidy 

calculation in Decision 2001-756. CAPTS would request that such input data be made 

available to it as part of this proceeding. 

 

Wire centre classification Tax-paying 
company 

Tax-exempt 
company 

Band E  (0 to 1,500 NAS) $16.57 $9.97$8.98 

Band F-1 (1,501 to 2,500 NAS) $15.93 $tbd$8.46 

Band F-2 (2,501 to 4,000 NAS) $14.35 $tbd$7.17 

Band F-3 (4,001 to 6,000 NAS) $12.12 $tbd$5.37 

Band F-4 (6,001 to 7,999 NAS) $8.31 $tbd$2.27 

Band G (Remote NAS) $37.87 $tbd$27.30 

 

55. CAPTS further requests that the above subsidy changes for Band E, and the other Bands as 

calculated, be made effective 1 January 2002, concurrent with the introduction of the new 

subsidy regime for SILECs, as established by Decision 2001-756. 



 
COMMISSION'S TEST AND CRITERIA FOR APPLICATIONS TO REVIEW AND 

VARY 
 

56. In Guidelines for Review and Vary Applications, Telecom Public Notice CRTC 98-6, dated 

20 March 1998 (Public Notice 98-6), the Commission prescribed guidelines to govern its 

consideration and determination of review and vary applications made under section 62 of 

the Act. The Public Notice 98-6 guidelines encompass both the criteria to be used to 

determine whether an application should be treated by the Commission as a new application 

or an application to review and vary, as well as the criteria to be applied by the Commission 

to determine whether to exercise its power to review and vary its telecommunications 

decisions. 

 

New Application or Review and Vary Application 
 

57. In determining whether an application should be treated as a new application or as an 

application to review and vary a decision, the Commission commented in Public Notice 98-6 

that: 

 

"Where an application raises substantial doubt as to the correctness of the original 

decision at the time it was made, the Commission will generally consider the 

application to be a review and vary application. However, where the application 

essentially relates to the continuing correctness of a decision rather than its 

original correctness, the application will generally be treated as a new 

application." 

 

58. CAPTS submits that there is substantial doubt as to the correctness of the original 

determinations made by the Commission in Decision 2001-756 and Decision 2006-14.  

Accordingly, having regard to Public Notice 98-6, CAPTS submits that this Application 

ought to be considered by the Commission as a review and vary application and not as a new 

application. 



 
 

Timeframe for a Review and Variance of a Decision 
 

59. In Public Notice 98-6, the Commission indicated that, given the public interest in regulatory 

certainty, applications made pursuant to section 62 of the Act should generally be filed within 

six months of the Commission's original decision; however, the Commission also indicated 

that review and vary applications made after that time would also be considered in 

exceptional circumstances and where the Commission is satisfied that there are good reasons 

for the delay.  

 

60. In the current case, CAPTS notes that following the rendering of Decision 2001-756, CAPTS 

attempted, on several occasions, to obtain more detailed information on the Commission 

calculations associated with the tax-exempt subsidy amounts published in that Decision, 

however such information was not forthcoming. CAPTS further notes that the currently 

available set of information needed to assess the reasonableness of the Commission 

calculations related to tax-exempt proxy subsidy was only made available to CAPTS on 1 

February 2007, as part of Commission interrogatory to CAPTS. 

 

61. CAPTS submits that it is entirely reasonable to allow CAPTS to obtain needed information to 

fully assess the reasonableness of a decision before bringing forward an application to review 

and vary.  

 

62. For the above reasons, CAPTS submits that this is an appropriate case for the Commission to 

review its decision beyond its six-month guideline for review associated with Decision 2001-

756 and Decision 2006-14. 

 

Criteria to Determine Whether to Review and Vary a Decision 
 

63. In determining whether to exercise its power to review and vary its telecommunications 

decisions, the Commission stated in Public Notice 98-6 that it will require applicants to 

demonstrate that there is substantial doubt as to the correctness of the original decision.  In 

Public Notice 98-6, the Commission identified four examples of circumstances in which 

there may be substantial doubt as to the correctness of a decision: 

 



 
 

"Accordingly in order for the Commission to exercise its discretion pursuant to 

section 62 of the Act, applicants must demonstrate that there is substantial doubt 

as to the correctness of the original decision, for example due to: 

i) an error in law or in fact; 

ii) a fundamental change in circumstances or facts since the decision; 

iii) a failure to consider a basic principle which had been raised in the original 

proceeding; or 

iv) a new principle which has arisen as a result of the decision." 

 

Grounds for substantial doubt 
 
64. CAPTS submits that there are grounds on which there is substantial doubt as to the 

correctness of Decision 2001-756, as confirmed by Decision 2006-14, with respect to the 

method used to calculate the subsidy for tax-exempt companies. 

 

65. As was discussed earlier in this submission, the method used by the Commission to calculate 

the subsidy for tax-exempt companies implicitly assumes that there is a tax effect associated 

with the mark-up of 15% used in the subsidy calculation for tax-paying companies, which 

there is not. Accordingly, the Commission method to calculate the subsidy for tax-exempt 

companies unfairly penalizes the tax-exempt companies relative to tax-paying companies by 

generating a subsidy result for the tax-exempt companies which makes a significantly smaller 

contribution to the recovery of the tax-exempt companies’ fixed and common expenses, even 

though the level of fixed and common expenses for both tax-paying and tax-exempt 

companies would be reasonably expected to be the same.  

 

66. CAPTS submits that the Commission failed to consider this fact in the design and application 

of its subsidy formula for tax-exempt companies in Decision 2001-756. 

 
 
 
 
 
 
 
 



 
CONCLUSION AND ORDER SOUGHT 
 

67. For all of the reasons set out in this Application, CAPTS respectfully requests that the 

Commission review and vary paragraph 99 Decision 2001-756 and paragraph 66 of Decision 

2006-14 to reflect the tax-exempt subsidies calculated under the modified method of 

calculation of the subsidy for tax-exempt companies detailed in this submission.. 

 

68. CAPTS has only been provided information on the method as well the assumptions used for 

the calculation of the subsidy amounts for both tax-paying and tax-exempt companies for one 

of the wire centre classifications, namely Band E. CAPTS is not in a position to definitively 

calculate the correct subsidy amounts for the other bands since it does not have needed 

information on the capital cost component of the total national weighted-average costs per 

NAS of these other bands, this capital component being the cost element which attracts 

income taxes under Phase II. 

 

69. CAPTS requests that Decisions 2001-756 and 2006-14 be varied to include the following 

subsidy amount for Band E (changed amount displayed with an overstrike) and that the 

subsidy amounts for the remaining bands be modified to reflect the subsidy calculation 

method detailed in this application and the input data used by the Commission in its subsidy 

calculation in Decision 2001-756. 

 

Wire centre classification Tax-paying 
company 

Tax-exempt 
company 

Band E  (0 to 1,500 NAS) $16.57 $9.97$8.98 

Band F-1 (1,501 to 2,500 NAS) $15.93 $tbd$8.46 

Band F-2 (2,501 to 4,000 NAS) $14.35 $tbd$7.17 

Band F-3 (4,001 to 6,000 NAS) $12.12 $tbd$5.37 

Band F-4 (6,001 to 7,999 NAS) $8.31 $tbd$2.27 

Band G (Remote NAS) $37.87 $tbd$27.30 

 
***********************END OF DOCUMENT********************************** 

 
 


