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Please provide Dr. Roycroft’s view as to whether Call-Net’s proposal, as outlined at paragraph 116 of its submission, to restrict the determination of historical ILEC TFP to the price cap period, would address the concerns he outlines at paragraph 31 of his testimony.

Reply
Paragraph 116 of Call-Net’s proposal would mitigate concerns expressed by Dr. Roycroft in paragraph 31 of his testimony.  Dr. Roycroft believes that a stretch factor continues to be an appropriate consideration when using data from a price-cap-regulated period to determine TFP growth.  The scope of the industry productivity study and potential differences across firms in the industry could make the addition of a stretch factor appropriate for a subset of firms in the industry under these circumstances.
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Please provide Dr. Roycroft’s view as to whether, if the Commission decides not to restrict the calculation of ILEC TFP to the experience during the price cap regime, a stretch factor should be included in the determination of the X factor.

Reply
Yes, a stretch factor would be appropriate.
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In paragraph 15 of his Testimony, Dr. Roycroft states that "As ILEC markets are not subject to sufficient competitive forces, especially among residential customers, productivity gains should be distributed by regulators."  It is noted that competitors such as Call-Net are also significant customers of the ILECs.  To the extent that services leased by competitors are not subject to "sufficient" competitive processes, is it Dr. Roycroft's view that productivity gains should be distributed to these services?

Reply
If prices for inputs are to be based on cost, updates to cost studies rather than price cap regulation would be preferred.  If prices for inputs are based on discounts off of retail prices, then productivity gains would presumably flow through as retail rates were adjusted.
