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Refer to TELUS’ evidence, section 3, pages 28 and 29, where TELUS proposed a target productivity offset (X-factor) of 3.0% that would be used to calculate the total subsidy requirement (TSR).  Also refer to the response to interrogatory The Companies(CRTC)16Mar01-105, page 4 of 4 revised, where the Companies indicated that, in the alternative, one could combine the productivity offset appropriate to Bell Canada with estimates of other incumbent local exchange carriers (ILECs) to create an industry-wide measure of the offset.
a)
Given that the company's proposed X-factor is determined, in part, by looking at the historical marginal cost growth rate of the "regulated industry", indicate whether the company views its proposed X-factor as being an "industry-wide" target in the sense suggested by the Companies.  If not, and should the Commission decide to have an industry-wide target productivity offset, provide the appropriate weighted-average measure that the Commission should use to calculate the industry-wide offset.  The response should include the company's best estimate of an industry-wide offset, including all supporting documentation, calculations and assumptions.
b)
With reference to table 3.2 of the company's evidence, provide, for each of the years 1999 to 2001, all detailed calculations, assumptions and explanations as to how the marginal cost growth rates, for both the economy and regulated industry, were determined.  The response should include the sources of all data used to determine these marginal cost growth rates for each of these years, and should clearly define what the company means by the terms "Economy" and "Regulated Industry".

c)
Outline in detail any other methodologies that the company considered as possible alternatives in estimating the appropriate X-factor for the Phase II cost component of the TSR calculation.  The response should include the pros and cons associated with each of these possible methodologies, along with the company's rationale as to why the approach it has chosen is the most appropriate to be used in the context of determining the target X-factor.  For each alternative, the company should provide, if available, what the target X-factor would be if it were determined using data for the years 1989 to 2001 i.e., the same time period used by the company in determining the target X-factor of 3.0%.  Include all calculations, assumptions and detailed explanations. 

ANSWER

TELUS is filing parts of Attachment 1 to this interrogatory response in confidence pursuant to section 39 of the Telecommunications Act.  Parts of Attachment 1 contain sensitive commercial and financial information, or data that can be used to derive such information, that is confidential and that is consistently treated in a confidential manner by TELUS and the Commission.  The release of this information would provide TELUS’ existing and potential competitors with sensitive cost information not otherwise available to them from which they could develop more effective business and marketing strategies.  The release of this information can reasonably be expected to prejudice TELUS’ competitive position thereby causing the Companies direct and specific harm.  TELUS therefore requests that the Commission neither publish nor reveal this confidential information to any other person.  An abridged version of Attachment 1 is being provided for the public record.

a) The X factor of 3.0% presented in TELUS’ evidence, section 3, pages 28 and 29 is the proposed industry-wide offset.  TELUS also notes that based on its own unit cost data presented in Attachment 1 page 5, the offset is 2.2%.  This figure is derived from the marginal cost growth rate in the economy, 1.8% (from 1996-2001) minus the TELUS marginal cost growth rate of -0.43% (from 1996-2001).  Thus 2.2% {=1.8%- (-0.43%)}  

b) The marginal cost growth rate for the economy is the change in the chain-weighted GDP-PI, presented on page 23, Table 3.1, and again on page 29, Table 3.2 of TELUS’ evidence.  The source is Statistics Canada. 

The marginal cost growth rate for the regulated industry pertains to residence PES and consists of the following: (1) The marginal cost growth rate for Bell Canada over the period 1989-1995, (2) The marginal cost growth rate for Bell Canada over the period 1996-2001, combined with the marginal cost growth rate for TELUS Alberta (or TCI AB) over the same period.  Over the period 1996-2001 the marginal cost growth rates were combined into a weighted average by using the residential NAS for Bell Canada and for TCI AB.    

Bell Canada and TELUS developed their own marginal cost growth rates. The explanation and data relating to the marginal cost growth rates for TELUS AB are provided in Attachment 1.  TELUS has performed a detailed analysis to measure the marginal cost trend of residence primary exchange service in Alberta using a marginal cost time series for the period of 1995 to 2001 extracted from Resource Cost Studies conducted by the former AGT Limited and TELUS Communications Inc. (TCI).

c) TELUS did not consider any other methodologies to construct an industry X Factor.  The data required to apply other methodologies were unavailable.   








