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1103 Provide the company’s views on exogenous variables not being included as a component of the new price cap regime.
ANSWER

TELUS submits that the Commission should retain exogenous adjustments as an element of its next price cap regime.  First, under the terms of the regulatory contract created by a price cap plan, the regulated firm agrees to accept business risk (which it can and should manage) but it does not agree to accept exogenously created risks at the hands of the regulator.  Second, the inclusion of a Z-factor adjustment in the Commission’s first price cap plan is an explicit acknowledgement that regulated firms or consumers should not have to bear certain types of risks without the possibility of adjustments occasioned by the realization of those risks.  Third, the inclusion of a Z-factor adjustment in the first price cap plan also acknowledges that the financial impact of certain types of events is not accurately captured by other elements of the price cap formula.
   Fourth, Z-factor adjustments allow flexibility to the regulator to make necessary adjustments to the regulatory framework without having the regulated firm suffer “collateral damage” as a consequence of these otherwise desirable changes.

If the Commission determines that it will not include exogenous adjustments as a component of the next price cap regime, it should decrease the productivity offset in recognition of the far greater (and un-manageable) risks that incumbents will face.  A reduction to the productivity offset will reflect the risks of exogenous events that the firm will be compelled to absorb over the next price cap period.







� For example: An economy wide increase in the price of an input (electricity or heating oil, for instance) would in theory be reflected in the inflation measure incorporated into the Commission’s current price cap plan.  TELUS would be able to recover the costs associated with these input price increases to the extent that the inflation measure in its price cap formula accurately captured such events.  By way of contrast, the impact of a tax measure narrowly targeted at incumbent telecommunications providers would not be accurately reflected in the inflation measures used in the price cap formula.  Accordingly, TELUS would require an exogenous adjustment in order to allow its prices to adequately reflect the impact of this event.


� It is worth noting that the absence of an exogenous adjustment mechanism would also preclude the passing on of benefits to consumers (as was the case with reductions to the Gross Receipts Tax in Ontario).  Absent an exogenous adjustment mechanism, no benefits from this development could have been passed through to consumers by the Commission.





