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Assume that the residential subsidy is distributed based on a fixed dollar amount per NAS commencing in 2002 as supported by TELUS in the response to interrogatory TELUS(CRTC)27Apr01‑701.

a) Comment on the proposal made by SaskTel in the response to interrogatory SaskTel(CRTC)27Apr01-701 that the revenue-charge be modified, based on quarterly results, if required.  In particular, comment on the following:

i)
the level of materiality that should be required before considering a change to the revenue-charge;

ii)
any time constraints e.g., system changes that would affect the implementation if the revenue-charge were changed on a regular basis;

iii)
the type of information that would be required in order to determine the revised revenue-charge and level of attestation required; 

iv)
the appropriateness of using the monthly reports submitted to the central fund administrator (CFA) to determine any adjustment to the revenue charge; and include examples.  Provide all assumptions and calculations; and

v)
explanation of how the required reconciliation would work, including examples.  Provide all assumptions and calculations. 

b) Assume that instead of reviewing the revenue-charge throughout the year that a revenue growth factor (similar to an inflation factor) be incorporated into the calculation of the revenue-charge.   Any additional true-up would be done at the end of the year as indicated in Decision 2000-745.  Provide comments on the appropriateness of this approach and the type of information that would be required to estimate the growth in revenues.

c) Refer to response to interrogatory SaskTel(CRTC)27Apr01‑701.  Comment on the proposal to allow the CFA to borrow funds to cover situations where a shortage exists in the national contribution fund.  In doing so, comment on the conditions under which this would be necessary, for example, level of funding shortfall and whether this should be considered each month.  Comment on whether the financing costs would be added or subtracted from the subsidy available.

ANSWER

a)
i)
TELUS agrees with SaskTel that it may be necessary to periodically adjust the revenue-charge due to under-collection or over-collection of the funds required for monthly subsidy payments to LECs providing residential service in high-cost bands.  The quarterly reporting process that has been established on an interim basis in section 3.8 of the “Procedures for operation of the revenue-based contribution regime mandated by the CRTC pursuant to Decision 2000-745 dated 30 November 2000” provides the Commission with the status of the National Contribution Fund on a regular basis.  It will be up to the Commission to determine if an adjustment to the revenue-charge is required, however, TELUS suggests that the revenue-charge be increased if the National Contribution Fund has a negative balance and decreased if the National Contribution Fund has a positive balance greater than one-month’s average disbursements.  

ii)
Changes to the revenue-charge would not require system changes by TELUS as the changes would be made by the CFA to the system into which telecommunications service providers report contribution-eligible revenues on a monthly basis.  This process ensures that if the Commission modifies the revenue-charge, the change will be applied universally on the contribution-eligible revenues of all telecommunications service providers.

iii), iv)
The Commission would be able to determine if a modification to the revenue-charge is required based on the information provided by the CFA in its quarterly report.  The Commission will need to know the magnitude of the surplus or shortfall in the National Contribution Fund, the estimated subsidy payments (including the supplemental funding for Northwestel) and expenses expected to the end of the year, and expected contribution-eligible revenues for all telecommunications service providers to the end of the year (based on year-to-date actuals).  The revenue-charge would then be calculated as follows:


Revenue   =   subsidy payments – expenses ( balance in fund

Charge
expected contribution-eligible revenues


If a revenue growth factor is adopted as outlined in part b) below, then the expected contribution-eligible revenues would be multiplied by one plus the revenue growth factor in the equation above.

v)
If the Commission modifies the revenue-charge, the change should only be applied on a going-forward basis with no retroactive changes to payments made to the National Contribution Fund.

When a telecommunications service provider adjusts the contribution-eligible revenue amount for a previous period, the CFA’s system that calculates the payment to the National Contribution Fund must be robust enough to support different revenue-charges for different periods during the year.

b)
Historically, revenues in the telecommunications industry have grown faster than NAS, especially NAS in high-cost areas, and it is reasonable to expect that this trend will continue.  TELUS supports the incorporation of a revenue growth factor into the calculation of the revenue-charge that would be slightly less than the difference between historical revenue growth and NAS growth.  TELUS is proposing that the revenue growth factor be slightly less than the difference between historical revenue growth and NAS growth because there will be far less administrative overhead for the CFA if the national contribution fund retains a balance at the end of each month rather than being in a deficit situation.  As well, having a balance in the national contribution fund at the end of each month will avoid the requirement to borrow funds and any associated financing charges.  Please see part c) below.

c)
TELUS supports SaskTel’s proposal to require the CFA to borrow funds to cover situations where a shortage exists in the national contribution fund.  LECs should receive the same subsidy amount each month regardless of whether the national fund has sufficient funds for the required subsidy payments or whether the CFA is required to borrow funds to cover the required subsidy payments.  


Financing costs should not impact the amount paid to the LECs.  Financing costs should be treated as an overhead expense in much the same fashion as the CFA administration expenses.







