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In its response to interrogatory TELUS(CRTC)27Apr01-802, TELUS submitted that it is important to retain the 25% mark-up on the Phase II costs of competitor services.  TELUS submitted that competitors will otherwise have the advantage of purchasing services from the ILECs that are below the underlying costs of the service, while the ILECs must ensure that all costs (including embedded costs) are fully recovered through rates in non-HCSAs and through rates and portable subsidies in HCSAs.

a)
The current imputation test and the possible modification to the test set out in Decision 2001-238 incorporate, for essential bands, a component for the difference between local loop embedded costs and current costs, through the use of tariff rates for local loops.  For non-essential bands this component is excluded as the test relies only on current costs.  Provide the company’s comments, from a competitive equity perspective, as to why pricing of local loops provided to competitors should include a contribution to the difference between current and embedded costs whereas pricing of the company’s local exchange services in non-essential bands should not be required to include any contribution to the difference between current and embedded costs.

b)
Provide, for the year 2001, the revenue reduction that would result if the mandated mark-up of 25% for all competitor services subject to this mark-up had been reduced to 15% effective 1 January 2001.

c)
Provide the information requested in part b) solely for local loops.

ANSWER

TELUS is filing portions of this interrogatory response in confidence with the Commission pursuant to section 39 of the Telecommunications Act.  This interrogatory response contains competitively sensitive information that is confidential and that is consistently treated in a confidential manner by TELUS.  The release of this information would provide the Company’s existing and potential competitors with sensitive marketing information not otherwise available to them which would reveal the size of the competitive market allowing competitors to gauge their share of the market in relation to TELUS and other competitors..  The release of this information can reasonably be expected to prejudice the Company's competitive position thereby causing it direct and specific harm.  TELUS therefore requests the Commission neither publish nor reveal this confidential information to any other person.  An abridged version of this interrogatory response is being provided for the public record.

Before addressing this interrogatory, TELUS would note that it had agreed to accept a 25% mark-up before the Company undertook an analysis of the level of mark-up in the June 8 filing, as directed by the Commission, in the follow-up proceeding initiated by Restructured bands, revised loop rates and related issues, Decision CRTC 2001-238, 27 April 2001 (“Decision 2001-238”).  That filing (the “June 8 filing”) shows that in the event that the Commission allows ILECs to use their actual full Phase II costs, the average Utility segment mark-up is 31.8% for TELUS.

a) Part a) asks:

The current imputation test and the possible modification to the test set out in Decision 2001-238 incorporate, for essential bands, a component for the difference between local loop embedded costs and current costs, through the use of tariff rates for local loops.  For non-essential bands this component is excluded as the test relies only on current costs.  [emphasis added] 

In Changes to the contribution regime Decision CRTC 2000-745, 30 November 2000 (“Decision 2000-745”), the Commission said at paragraph 65:

In pricing certain services, the Commission has in the past applied a 25 percent mark-up on the Phase II costs to consider the recovery of both a) the company's fixed and common costs and b) differences between Phase III (embedded) costs and Phase II (current) costs. In the context of calculating the TSR, the Commission does not consider it appropriate to include the latter component. 

In this decision, the Commission drew a distinction between fixed and common costs, on one hand, and embedded costs on the other.  In its June 8 filing, TELUS calculates the level of mark-up as the difference between Phase II costs and Phase III costs and makes no distinction between “fixed and common costs” and “embedded” costs.  TELUS assumes that the Commission’s question asks whether the mark-up should be included in the imputation test in non-essential bands regardless of how the purpose of the mark-up is described.  

The mark-up should be included in the imputation test in essential bands.  In these geographical areas, by definition, competitors have no choice but to buy the essential facility loops from the ILEC.  Therefore, it is competitively equitable for mark-up to be included in the imputation test.  In non-essential bands, however, it would not be equitable for the ILEC to be required to include a mark-up in the imputation test because to do so would amount to the Commission specifying the amount of mark-up that a potentially competitive service (the loop) must recover.  While all competitors (ILECS and CLECs) will seek to recover a mark-up on all of the services they provide, they must be permitted to recover their costs in the most efficient way possible. Forcing ILECs to include a specified amount of mark-up in the imputation test would only serve to create a regulated price umbrella and guaranteed margin to competitors entering non-essential bands using competitively supplied loops.

b), c)
If the mandated mark-up of 25% for all competitor services subject to this mark-up had been reduced to 15% effective 1 January 2001, TELUS estimates the resulting revenue reduction for 2001 would be   #.

If the mandated mark-up of 25% for local loops had been reduced to 15% effective 1 January 2001, TELUS estimates the resulting revenue reduction for 2001 would be   #.

The course of action implied by these two questions would further destabilize TELUS’ rate structure.  This instability will magnify over the next price regulation period and decrease the likelihood that the new regime will be sustainable.







