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Measuring Historical Changes in TCI’s Marginal Costs for Residence Primary Exchange Service

1. Introduction

TCI has measured trends in marginal costs for residence primary exchange service (PES) in Alberta over the period of 1995 to 2001.  Phase II costs for residence PES were not performed by TELUS prior to 1995.  The sections below document the data and methodology used in deriving the marginal cost trend.

2. Study Data

TCI has conducted prospective incremental Resource Cost studies since 1995 on residence PES.  For the purpose of estimating the marginal cost trend, a marginal cost time series was obtained from the residence PES Resource Cost studies.  Table 1 shows the 1995 to 2001 residential PES marginal costs derived in those Resource Cost studies as filed with the CRTC.

Table 1

TELUS (Alberta) Residence PES Costs Filed with CRTC

	Year
	Average Monthly Equivalent Cost

(MEC)  Per Unit

	1995
	$37.69 

	1996
	$35.78 

	1997
	$31.63 

	1998
	Not Filed 

	1999
	Not Filed

	2000
	#

	2001
	Not Filed


#  Provided to the Commission in confidence.

3. Addition of the City of Edmonton to the Cost Analysis

Prior to 1999 the residence PES Resource Cost studies for TELUS Communications Inc. had excluded the City of Edmonton.  With the merger of ED TEL and TELUS, the City of Edmonton was added to the PES Resource Cost study performed for 2000.  For consistency the percentage change in costs in 2000 arising from the inclusion of the ED TEL lines in the Alberta averages was determined and this percentage change was applied to the costs in earlier TELUS Resource Cost studies.

4. Study Methodology

Over the time period from 1995, when TCI first started conducting residential PES Resource Cost studies, to the latest residential PES Resource Cost study conducted in 2001, new cost estimation methodologies were developed and used.  In order for a time trend of costs to be meaningful, the same study methodologies would have to be used in every year.  To ensure consistency over time, adjustments were made to the original Resource Cost study results for the years prior to 2001.  These adjustments ensure the cost results are directly comparable to the 2001 cost results.  The various adjustments are described in the following sections.

Loop Capital Costs

The loop capital costs in each of the Resource Cost studies were based on surveys of loop characteristics that were performed in the 1995-2001 period.  The loop characteristics varied from one survey to the next.  In order to make the year over year comparison of loop costs meaningful, the effect of loop sample errors had to be eliminated.  For the loop cost comparisons in this analysis the baseline was taken to be the reference loop survey of 1,615 AGT loops used for loop cost development from 1997.  This particular set of loop samples replaced earlier loop samples that had been used to develop the loop costs prior to 1997.  The loop capital costs for 1995 and 1996 were recalculated from the 1997 loop capital costs using the Telecommunications Plant Price Indices (TPPI) as deflators.

The definition of the loop feeder working fill was changed in 1999 and as a consequence the average working fill factor increased.  The earlier cost study results were adjusted to reflect this higher working fill.

The drop utilization was also changed in 1999 to represent more lines per residence to account for second line penetration.  Adjustments were also made to earlier studies to reflect this change.

During the period of 1995 to 2001, the economic life of buried cable used in economic analyses varied because of changing life expectancies when the analyses were performed.  In order to develop a comparable time series of costs, economic studies for 1995-2000 were recast using the 2001 study economic life for buried cables.

Switch and Trunk Costs

For all years except 1995, the switch and trunk cost was estimated using the Local Services Costing System (LSCS).  The details of the original 1995 cost analysis cannot be recreated and the change in costing methodology introduced in subsequent studies using the LSCS model make comparisons of the 1995 switch and trunk cost estimate to subsequent cost estimates misleading.  To obtain a meaningful comparison of year over year changes it was necessary to recalculate the 1995 costs using the 1996 costs, adjusted by the TPPI.

The cost of building space was included in the switch costs prior to 1999.  However, the replacement of analog switches by digital switches was completed in 1995.  The outcome of this switch replacement program was a recovery of building floor space for equipment.  Currently, building space in existing equipment offices is expected to be available in Alberta for future expansion to meet the Company’s internal line growth demand, and so the incremental cost of building space is negligible.  Therefore the cost relating to building space was removed from the study results.

Prior to 1999, toll related traffic handled by local switches was not included in LSCS.  Since then, toll related traffic has been included in the model.  To maintain consistency, results of studies prior to 1999 were adjusted to adopt the same methodology. 

Maintenance Expenses

Prior to 1999, maintenance costs were estimated as a percentage of the incremental capital investment.  From 1999 onwards maintenance cost was calculated using the activity based costing approach.  This approach basically consists of determining the total maintenance cost for the year, and dividing it by the number of lines.  To ensure a meaningful comparison, the maintenance costs for 1995 to 1998 were recalculated using the activity based costing approach.

Functional Operating Expenses (FOE)

Prior to 1999, FOE did not include indirect costs associated with employees in areas such as Information Technology and Human Resources.  The percentage of the total FOE costs that were attributable to these indirect costs was calculated and then the previously developed FOE cost estimates for 1995-1998 were adjusted for these indirect expenses. 

End of Study Treatment

Studies performed between 1996 and 1998 used the Net Book Value (NBV) end of study treatment rather than the Discounted Service Potential (DSP) method. The 1996-1998 Monthly Equivalent Costs (MECs) were subsequently recalculated using the DSP end of study treatment.

Engineering Lead Factor

Engineering Lead Time is defined as the average interval between installation of capital and forecasted demand that requires the capital.  Phase II studies emulate the purchase of capital to service the demand that exists at the start of the study period (the pre-existing demand).  With the exception of the 2000 costs, all TELUS studies excluded the lead-time requirement for this initial capital purchase.   However, the process of emulating engineering lead-time for pre-existing demand is not expected to be used again in future basic exchange service studies because of consistency difficulties associated with integrating Alberta and BC processes.  Therefore, the 2000 costs were adjusted by removing the Engineering Lead Factor.

5. Estimation of the Year Over Year Monthly Equivalent Cost Change

The adjusted residence PES unit Monthly Equivalent Costs (MECs) are provided in Table 2.  The estimated average year over year MEC change based on the adjusted unit costs for the period 1996-2000 is –0.17%, and –0.43% over the period 1996-2001.

Table 2

Average Percent Year Over Year TELUS (Alberta) 

Residence PES MEC Change

	Year
	Filed MEC
	Adjusted MEC
	Percent MEC Change

	1995
	$37.69 
	#
	

	1996
	$35.78 
	#
	-0.4% 

	1997
	$31.63 
	#
	-2.1% 

	1998
	Not Filed 
	#
	-1.5% 

	1999
	Not Filed
	#
	0.7% 

	2000
	#
	#
	2.4% 

	2001
	Not Filed
	#
	-1.8% 


            Average Percent Year Over Year MEC Change from 96-00 = -0.17%       

Average Percent Year Over Year MEC Change from 96-01 = -0.43%

#  Provided to the Commission in confidence.








