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Refer to SaskTel’s evidence, section 3, pages 15 to 22.  SaskTel argued that the Commission has already incorporated several productivity requirements into the subsidy requirement.  SaskTel further stated that it does not consider it necessary, or appropriate, to further reduce the subsidy by including an additional productivity offset in the annual primary exchange services (PES) cost recalculation.
Provide comments on the appropriateness of SaskTel’s proposal.   

ANSWER

SaskTel makes a convincing case that the Commission has already reduced the subsidy requirement in high cost serving areas to the level that is not sustainable.  In paragraph 60, after reviewing the Commission’s recent costing determinations, SaskTel concludes:

Based on the above evidence, SaskTel submits that the PES costs and associated RSR established in Decisions 2000-745 and 2001-238 already incorporate very challenging productivity and revenue growth targets, and leave little if any economic incentive for a company to provide service in high-cost areas.   Reducing the subsidy level further by applying an explicit productivity offset will further hinder the development of a sustainable economic model with the appropriate incentives for competition in these areas. 

TELUS agrees with SaskTel’s analysis that the PES costs been deflated by the costing rules adopted in Decisions 2000-745 and 2001-238 for the purpose of calculating the RSR.  TELUS also agrees that this approach of deflating the PES costs and associated RSR is not sustainable.  One of the Commission’s goals is to encourage competition through its policies and allow the marketplace to generally regulate itself.  This policy will not succeed if PES costs for high-cost serving areas are set at unrealistically low levels.  The implication of making downward adjustments to lower these costs, which do not reflect the ILEC’s actual provisioning and operations, is that the ILEC must bear an implicit subsidy. Practically, no other entrants will bear the burden to pay the difference between the actual costs and the deflated costs.  As the telecommunications market becomes increasingly competitive, this implicit subsidy will not be sustainable.  An unsustainable implicit subsidy sows the seeds for future regulatory action to fix the problems caused by the distortions, including possible regulatory action to raise the RSR. 

SaskTel’s recommendation is that the Commission not include an additional productivity offset in the annual PES cost recalculation.  While this approach would help avoid the damage of reliance upon implicit subsidies to fund high-cost serving areas, TELUS is concerned that the actual full costs of providing service in these areas will be lost if there are too many countervailing accounting and productivity adjustments.  Deflating costs and then making broad stroke adjustments (such as increasing the level of mark-up and abandoning a productivity adjustment) runs the risk of burying the true costs, so that it is not known by whom and to what extent a subsidy is being borne.

Therefore, the better course of action is to begin with the actual incremental costs and actual required average mark-up.  If the result of that approach yields unacceptable results, by whatever test, the remedy can then be applied in a way that does not preclude future actions that recognize the actual full costs of providing services in high-cost areas.







