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INFORMATION REQUESTED BY


CANADIAN RADIO-TELEVISION AND TELECOMMUNICATIONS COMMISSION











Q.	Refer to the Companies’ evidence, section 6.3.1.1, in which MTS proposed to raise the monthly rates for basic residence individual line service in non high-cost Band D at the same pace as the increases proposed for the new high-cost bands E and G.  Refer also to paragraph 13 of Price cap review and related issues, Public Notice CRTC 2001-37, 13 March 2001, which indicated that a revenue requirement assessment of the company’s Utility segment results would be warranted if a company proposed rate increases at the outset of the next regime other than those which would reduce the subsidy requirement in HCSAs.  





a)	Explain why the local rate increases which would be implemented under MTS’ proposal should not be considered essentially equivalent to a re-initialization of rates in the next price regulation period, which should accordingly be dealt with in the context of a revenue requirement assessment.





b)	Assuming the Commission were to determine that MTS’ proposal should warrant a revenue requirement assessment, provide a revised proposal to the extent necessary to obviate the need for such an assessment under the intent of paragraph 13 of PN 2001-37.  Alternatively, file revised evidence in support of a revenue requirement assessment of Utility segment results, including justification for the appropriate return on equity (ROE) level to be used.





A.	





The Company has not proposed any specific rate increases at the outset of the next price regulation period. In Price cap regulation and related issues, Telecom Decision CRTC 97-9 ("Decision 97-9"), the Commission determined that the period of the current price cap regime would be four years commencing 1 January 1998.  The Company has not proposed any price increases be effective January 1, 2002. 


In Price cap review and related issues, Public Notice CRTC 2001-37 ("PN 2001-37"), the Commission initiated this proceeding and invited comments concerning any elements on which determinations should be made, including what parameters and pricing flexibility should be applied to capped services under the next price regulation regime. 
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In section 6.3.1.1 of the Companies evidence, and in response to the Commission's interrogatory The Companies(CRTC)16Mar01-204 PC, the flexibility and pricing constraints proposed by each Company for each of the years 2002 to 2005,  as well as proposed annual limits on any price changes that might be proposed for residence primary exchange services by band were identified and discussed.  


MTS did not propose any specific increases be implemented, but only the degree of flexibility that should be provided for under the new regime for both High Cost and various non-High Cost areas.  The Company proposed no specific increases.


In the case of MTS's Band D, the Company suggested that future constraints for Band D be different than for MTS's other non-High Cost Bands, as well as other Companies. 


The Company submitted that this is required to recognize the reality that, unlike other companies, the rate for residential primary exchange service in its Band D is significantly below cost and non-compensatory.  Indeed, one need only look to the Commission's costs of residential service recently disclosed by the other Companies to realize the anomaly and need for different treatment for MTS's Band D.  


Different treatment for Band D is also justified in the future given the historical relationship between rates in rural Manitoba. It would be desirable to move towards a more simplified uniform rate in rural areas in order avoid customer confusion that might otherwise arise by different rates for different rural exchanges. This is reasonable given the price for all exchanges in rural areas are below cost. The only difference being a matter of the degree, and that only those in Bands E and G would be eligible for subsidy under the Commission's new subsidy regime.  


MTS notes that its proposal for Band D limits any increases to $2.00 which is less than the current 10% limit under the existing regime. At current rates there is little incentive for competitors to enter that market. It is important that flexibility be provided to permit those rates to move closer to underlying costs in an orderly manner to provide conditions necessary for the development of local competition in those areas 


For all the above reasons, it should be clear that MTS has not proposed any increases at the outset of the new price regulation regime, and that its proposal concerning future treatment and different flexibility for rates in its Band D is also justified.  
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	b)


The Company believes that the explanation provided in part a) clarifies and establishes that MTS has not proposed any specific increases.  





MTS has no alternative to its proposal that would provided as effective a solution in addressing the issues identified with its Band D. 





MTS submits its proposal is consistent with providing appropriate flexibility for the future. The Company's proposal supports the Commission's objectives of continuing to move rates that are below cost towards their underlying cost, simplifying existing rate structures, reducing recognized barriers to competitive entry and providing incentives for investment in these areas.  To treat Band D on the same basis as other non-High Costs Bands would ignore the realities associated with MTS's Band D being significantly below cost and other issues discussed in part a) which MTS's proposal is designed to address.  Should the Commission wish to treat MTS's Band D similar to other non-High Cost Bands, the Commission may wish to consider exempting Band D from any revenue charge assessments under the new subsidy regime given Band D is non compensatory yet not receiving the benefit of any subsidy from the National Fund. It would seem inappropriate for revenues that do not recover their underlying cost in such circumstances to be taxed under the Commission's new regime.   
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