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104. On page 1 of Appendix B of TELUS evidence, Professor Bernstein notes that: 

The proper choice of an X factor is critical to preserve the ideal incentive properties of price cap regulation.  If too small an X factor is imposed, the regulated firm will earn excessive profit, if too large an X factor is imposed, the financial integrity of the regulated firm can be threatened.

Provide Professor Bernstein's views on the factors the Commission should consider, ex post, to assess whether a productivity offset factor may have been set too high or too low?

ANSWER

This answer was provided by Dr. Jeffrey I. Bernstein.

The above quote refers to the prospective, or ex ante determination of the X factor.  In order to preserve the efficiency properties of price cap regulation, X factors or offsets should not be assessed on an ex post basis.  The appropriate X factor for a set of capped services should not be based on an offset applicable to a previous price cap period.    







