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103. In describing the Marginal Cost Guideline in paragraph 64 of its evidence, TELUS notes that:

One implication of the marginal cost guideline is that if marginal costs for capped services grow at the same rate as the marginal costs of goods and services in the economy outside of the regulated industry, the price of services capped should rise at exactly the economy-wide rate of output inflation.  However, if marginal costs for capped services are expected to grow less (more) than the marginal costs of other goods and services in the economy outside of the regulated industry, then the rate of growth of capped service prices should be held below (allowed to exceed) the economy-wide inflation rate.

Explain whether or not this same guideline should apply to services within the Competitor services basket and, if so, whether a similar approach to that used by TELUS to determine a productivity offset for residential local services could also be applied to determining a productivity offset for Competitor services.

ANSWER

For the reasons discussed in section 2.2.3.4 of TELUS’ evidence, TELUS is not proposing to place competitor services under a price cap constraint.  Rather TELUS is proposing that a price constraint should apply to the rates for competitor services so that the rates for competitor services are set at Phase II costs plus a regulatory-approved mark-up.  The Commission’s current rules for changes to the rates for competitor services would also be maintained.  

For capped services, at the outset of the price cap period, rates are set.  During the price cap period, Phase II cost studies are not performed to establish whether the costs of providing the capped services have changed in order to change the rates.  Instead, the premise of the price cap constraint is that these costs change by inflation minus an offset.

For services that are not subject to the price cap constraint, such as competitor services, Phase II cost studies must be performed to support a price change and will reflect the currently applicable costs of providing these services.

The current Commission rules for changes to the rates for competitor services should be maintained because, under price caps, the ILEC guarantees that the productivity offset will accrue to consumers, whether or not the necessary productivity gains are achieved by the ILEC.  No such guarantee is extended to competitors, because doing so would not be competitively neutral.  If the actual productivity gains of the ILEC exceed the offset, then the rates for competitor services will be too high and the ILEC will be advantaged.  If the actual productivity gains are less than the offset, then competitor services will be priced below their true costs and ILECs will be disadvantaged.  Consequently, the current Commission rule, which requires that the price of competitor services be, based on Phase II costs plus a sufficient mark-up (i.e., at the ILECs actual costs) is competitively neutral.







