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In April 2000, TELUS requested forbearance for services provided in geographic areas outside its ILEC territory.  In its application, TELUS submitted that the split rate base (SRB) and Phase III cost allocations were some of the competitive safeguards that would ensure against cross-subsidies from Utility services to out-of-territory services.  Reconcile this position to the company’s proposal, in the response to interrogatory TELUS(CRTC)16Mar01‑403, to eliminate Phase III/SRB reporting.
ANSWER

As a preliminary comment, TELUS submits that ultimately, the most effective safeguard against potential anti-competitive cross-subsidization practices is provided by the discipline of competitive market forces.  The Commission itself appears to share this view in the following passage from Decision 98-4:  

52.
The Commission notes that there are fewer incentives and opportunities for anti-competitive cross‑subsidization as more telecommunications markets become subject to competition and there are fewer sources of monopoly revenues.

TELUS would further note that the long-term desirability of having a fully competitive market for all telecommunications services is also enunciated in the Telecommunications Act, which states as one of its objectives (section 7):

(f) to foster increased reliance on market forces for the provision of telecommunications services and to ensure that regulation, where required, is efficient and effective.

Where a market segment is not yet fully competitive, price cap regulation of the services in that segment offers potentially the least intrusive regulatory framework and one that comes closest to providing the discipline of competitive market forces.  As stated by TELUS in its May 31, 2001 Evidence (Appendix A, Price Cap Regulation And Accommodative Competitive Entry Policies, paragraph 4), price cap regulation “is a superior regulatory regime that provides incentives for efficiency and investment that closely emulate those of a competitive marketplace.”  One of the competition-emulating features of price cap regulation is that it contains certain inherent safeguards that, as the Commission put it in Decision 94-19 (pp. 55-56):

… reduce incentives and opportunities for companies to over-invest or misallocate costs ... [and] reduce opportunities to cross-subsidize or engage in anti-competitive pricing, because price changes in one basket cannot be offset by changes in other baskets ...

TELUS notes that in the proceeding initiated under Public Notice 2000-98 (Seeking Comments On Telcos' Forbearance Outside Their Traditional Territories) to consider TELUS’ April 2000 out-of-territory forbearance application, the Company in its response to TELUS(CRTC)10Apr01-1(e) has expressed this same view with respect to Phase III/SRB reporting: to wit, price cap regulation effectively makes Phase III/SRB reporting and monitoring redundant.  Indeed (as noted in TELUS(CRTC)16Mar01‑401), when the Commission in Decision 97-9 decided to retain Phase III/SRB monitoring, it did so, not to safeguard against unauthorized cross-subsidies, but because Phase III/SRB results would be needed for the purpose of reviewing the magnitude of the contribution requirement remaining at the end of the first price cap period (cf. para. 216, Decision 97-9).

Thus, under price cap regulation, Phase III/SRB reporting no longer plays the role it did under rate base/rate-of-return regulation as an essential safeguard against inappropriate cross-subsidies.  Phase III/SRB now serves merely to provide an extra layer of redundancy in that regard.   In its April 2000 out-of-territory forbearance application, TELUS’ citation of Phase III/SRB monitoring as “one of the safeguards” against cross-subsidies from Utility services to out-of-territory services, was made with a view to being exhaustive with respect to the kinds of safeguards currently in place, and was not intended to (nor did it) ascribe any “essential safeguard” attribute to that process. 

The Company respectfully submits that with the price cap mechanism now firmly established, the redundancy offered by Phase III/SRB as a safeguard against cross‑subsidies is no longer necessary.    







