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Q1.
Assume that an X-factor should be established by company, i.e., Aliant, Bell, MTS, and SaskTel

a) Provide the Companies views on the appropriateness of setting an X‑factor by company.

b) Based on the Companies proposal, provide the X‑factor targets for each company, detailing the explanations and assumptions used.

c) Assume that the X-factor should apply to the Utility segment, and that the X‑factor methodology outlined in Decision 97-9 should be used.  Provide, by company, the total factor productivity (TFP), by year, for the period 1988 to 2000.  Provide detailed explanations and assumptions used for any data that differs from previous TFP data submitted in this proceeding or the proceeding that led up to Decision 97-9.

d)
Provide the X-factor, by company, based on the methodology outlined in c) above.

A. a) 
The following response presents the views of SaskTel only.  The position of Aliant Telecom, Bell Canada and MTS is contained within The Companies' response to this undertaking.


As a preliminary matter, SaskTel wishes to clearly indicate that it supports The Companies' position that a productivity offset should not apply to the prices of any basket or sub-basket of services under the new regime, nor to the Utility segment as a whole.


The Companies have proposed that a productivity offset should apply only to the costs of residential primary exchange service in high-cost serving areas (HCSAs).   It is SaskTel’s submission that this productivity offset should be set at 0%, on an industry-wide basis.   SaskTel’s rationale for proposing a 0% offset is contained in Section 3 of its 31 May 2001 submission, with further justification provided in SaskTel Exhibit #1.  In summary, this rationale includes: 

· the existing calculation of the total subsidy requirement (TSR) already includes very challenging productivity targets for HCSA operations;

· there are limited opportunities to achieve productivity improvements in HCSAs; and

· other regulatory agencies have established a 0% productivity offset for high-cost areas within their jurisdictions.


Although SaskTel does not support applying a productivity offset to Utility services over the next price cap period, it wishes to make clear its position on company-specific offsets.  It is SaskTel’s general view that X-factors should be independent of any one company’s actions.  SaskTel has no reason to believe that the opportunities to achieve productivity gains vary significantly among differing high-cost areas of Canada.  As a result, SaskTel supports the concept of an industry-wide offset for HCSAs.  Similarly, SaskTel has no reason to believe productivity opportunities vary significantly between regions in non high-cost areas.  (SaskTel would note however that it has not conducted any studies to gather the empirical evidence needed to support this supposition).  Thus, if the Commission were to adopt productivity offset to apply in non high-cost areas, a prospect that SaskTel does not support, SaskTel believes that an industry-wide offset could be adopted.


However, there is general consensus that achievable productivity gains are lower in high-cost, than in non high-cost areas.  In addition, the proportion of customers in high-cost versus non high-cost areas varies dramatically between companies.  For example, in Bell Canada's serving territory, high-cost residence NAS represent only 11% (915K
 of 8,576K
) of the total residence NAS
.   In comparison, approximately 42% of SaskTel’s residential customers and 50% of SaskTel’s single-line business customers reside in HCSAs.
  Given the significant market differences between the companies, it is SaskTel’s position that any offset that is to be applied to services provided in both high-cost and non high-cost areas must be company-specific.


b)  
Industry-wide productivity estimates are not available for Utility services in high-cost and non high-cost areas.  SaskTel notes, however, that The Companies have developed and filed unit cost trends based on Bell Canada's total residential PES market and Bell Canada's combined residence and business PES markets, in The Companies(CRTC)16Mar01-102 PC  and The Companies(CRTC) 16Mar01-105 PC, respectively.  SaskTel also notes that, as previously discussed, high-cost NAS represent a minor portion of Bell Canada's total residential NAS.  In the absence of available industry-wide data, and given Bell’s size relative to the other ILECs, SaskTel considers an X-factor derived from Bell's total residential market would be an appropriate proxy for the industry-wide offset to be applied to residential service in non high-cost-areas. Similarly, SaskTel would be supportive of adopting Bell Canada’s business PES offset as an appropriate proxy for the industry-wide offset for business services in non high-cost areas, if such an offset were required.



Within high-cost areas, SaskTel proposes establishing the offset at 0%, for both residential and, where applicable, business services.
  SaskTel would again reiterate that it does not support the adoption of productivity offsets for non high-cost areas, or the adoption of an aggregated offset for both high-cost and non high-cost.  However, if the Commission were to adopt such a concept, company-specific offsets could be easily calculated by weighting each offset by the proportion of total capped revenues earned in high-cost, versus non high-cost areas.  

c)&d) Refer to the Companies' response to this undertaking.

*** END OF DOCUMENT ***

� 	The Companies(CRTC)27Apr01-700 Attachment 3, Page 2 of 6.


� 	Shareholder Report - BCE Inc. Second Quarter 2001.


� 	Equivalent information for TELUS is not available because TELUS discloses only total NAS in its financial reports.


� 	Price Cap Review and Related Issues, submission of SaskTel, 31 May 2001, para 7.


� 	SaskTel has proposed that single-line business service in high-cost bands be assigned to a basket separate from other business PES services.  See SaskTel's 31 May 2001 Evidence.





