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303. In a price cap regime excess utility profits could be considered as an indicator that competition is insufficient to provide adequate pricing discipline in the market place or that the ILECs have taken advantage of unforeseen loopholes in the price cap mechanism.  If it were determined that the ILECs were generating excess Utility segment profits:

a) What steps could the Commission take to promote viable competition? 

b) Since lowering retail prices to end customers would lower excess profits but at the same time deter competition, would the ILECs consider lowering carrier rates and/or providing volume discounts to competitors a viable solution?  Explain.

c)
Should improving service quality to competitors be a mandated requirement?

ANSWER

a) & b)
The Commission could promote viable competition by accepting the TELUS proposal for Price Regulation.  The TELUS proposal promotes viable competition irrespective of the levels of ILEC profits.  In a price regulation regime and in markets opened to competition, there is no such thing as excess Utility profits.  Even if such a conclusion could be drawn, there are many reasons why such an outcome could occur such as superior efficiency gains, improved marketing, increased demand, etc.  It may also be the case that competition is providing adequate pricing discipline but the conception of what is an “excess” utility profit is wrong or out of date.  Therefore, once the market is opened to competition, rates should not be lowered to manufacture a level of earnings.

TELUS does not believe that the Commission should subsidize competitive entry to promote competition in local telephone markets.  The result would be the promotion of inefficient competition by fostering a dependency by competitors on the regulatory process and entrenching regulation rather than competition.  TELUS would consider volume and term discounts for competitors in the market if TELUS were satisfied that cost savings arose from the volume and term commitment.  Of course, the Commission would have to scrutinize the tariffs because of the potential that such contracts could, themselves, be anti-competitive.

c)
No.  Please see interrogatory response TELUS(GT)26Jun01-7 B).







