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Refer to the response to interrogatory The Companies (CRTC)16Mar01-105, page 4 of 4 revised, and the Companies’ evidence, Appendix 2, page 183.  The Companies proposed to use a 3.0% target productivity offset factor to be used only for the Phase II calculation of the TSR calculation.

Provide comments on the Companies’ proposed methodology for determining the appropriate target productivity offset factor, contrasting that with TELUS’ proposal to apply an X-factor of 3% to its proposed capped services, which includes contribution.  Provide detailed calculations, assumptions and any additional evidence to support the company’s comments.

ANSWER

TELUS does not have sufficient understanding of the Companies’ proposal to provide comments on the Companies’ proposed methodology.

TELUS’ proposal is based on the concept that the sum of the rates paid by residential customers and the subsidies received (from the contribution paid by customers on eligible services and from the implicit contribution from optional local services) is equivalent to a fully rebalanced rate. This fully rebalanced rate is intended to be equal to the cost of providing the service. However, with the changes to Phase II costs ordered by the Commission, as well as the 15% mark-up, this is not the case.  If the objective is to ensure that revenues (rates plus contribution) are sufficient to compensate the ILECs for providing primary exchange services, Phase II costs and the mark-up must be adjusted upward.

Under the TELUS proposal, the application of the X-factor in the TSR calculation is equivalent to the application of the I-X price cap constraint to a basket containing the rates paid by residential customers and the subsidies received (from the contribution paid by customers on eligible services and from the implicit contribution from optional local services).








