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a)
In a format similar to that provided in the response to interrogatory TELUS(CRTC)27Apr01-700, provide the estimated residential subsidy requirement (RSR) for each high-cost band assuming the proposed SIP is approved by the Commission, with all supporting calculations and assumptions for each of the years 2002 to 2005.  The company is to base its calculation on the estimated average revenues based on proposed rates, estimated cost changes based on proposed productivity factor, assuming an annual inflation factor of 2% and estimated NAS for both ILEC and competitive local exchange carrier (CLEC).

b)
Assume that a target subsidy requirement is set to decrease incrementally from 2002 to 2005.  Using the same parameters as in part a) above, provide the impact on rates for each high-cost band assuming the following:


i) the subsidy requirement is reduced by a further 10% by 2005;

ii) the subsidy requirement is reduced by a further 25% by 2005; and

iii) the subsidy requirement is reduced by a further 50% by 2005.

Provide all supporting calculations and assumptions.

c)
Comment on the appropriateness of setting a target level for the subsidy requirement.

d)
Restate part a) above to include the potential impact of the company’s proposal regarding yearly depreciation filings contemplated in its response to interrogatory TELUS(CRTC)16Mar01-403 page 4.

ANSWER

TELUS is filing parts of this interrogatory response and its attachment in confidence pursuant to section 39 of the Telecommunications Act.  Parts of this interrogatory response and its attachment contain sensitive commercial and financial information, or data that can be used to derive such information, that is confidential and that is consistently treated in a confidential manner by TELUS and the Commission.  The release of this information would provide TELUS’ existing and potential competitors with sensitive cost information not otherwise available to them from which they could develop more effective business and marketing strategies.  The release of this information can reasonably be expected to prejudice TELUS’ competitive position thereby causing the Companies direct and specific harm.  TELUS therefore requests that the Commission neither publish nor reveal this confidential information to any other person.  An abridged version of this interrogatory response and its attachment is being provided for the public record.

a)
Please see Attachment 1, page 3 of interrogatory response TELUS(CRTC)16Mar01-1703 for the estimated RSR for 2002.  The estimate RSR for 2003, 2004 and 2005 is provided in Attachment 1, page 1, 2 and 3, respectively.  The revenues shown are based on TELUS’ proposed rates for May 1, 2002.  The costs shown are based on the residential primary exchange service (PES) costs from Decision 2001-238 with incremental SIP costs applied in the appropriate year based on TELUS’ SIP plan.  TELUS adjusted the total costs for the specified inflation and productivity assumptions.  The CLEC forecast for residential NAS is not available, therefore, TELUS is calculating the RSR using only the ILEC forecast of residential NAS.

b)
In order for the 2005 subsidy requirement to decrease to an amount lower than what is shown in part a), the rates must increase.  For the purposes of performing these calculations, TELUS is assuming the following: (1) the rate increase is the same absolute dollar amount for each sub-band within a band; (2) the subsidy requirement percentage decrease is the same in each band; (3) the revenue tax is 1.5%; and, (4) the mark-up remains at 15%. Based on these assumptions, TELUS is calculating the monthly rate increase for scenarios (i), (ii), and (iii) by applying the following formula, with the results that are shown in the table below:
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Rate increase ($/month) needed to reduce subsidy requirement

	Band
	10% Decrease
	25% Decrease
	50% Decrease

	E (AB)
	 # 
	 # 
	#

	F (AB)
	#  
	#
	#  

	G (AB)
	 #  
	#
	 #  

	E (BC)
	 #  
	#
	 #  

	F (BC)
	 #  
	#
	 #  

	G (BC)
	 #  
	 #
	 #  


#  Provided to the Commission in confidence.

c) In TELUS’ view, the concept of a target level for the subsidy requirement is entirely at odds with the Commission’s determinations for the new national contribution regime established in Decision CRTC 2000-745.

The Commission adopted a methodology for calculating the subsidy requirement beginning on January 1, 2002, (the total subsidy requirement, or TSR calculation) that better reflects the subsidy requirement associated with the provision of primary exchange residential service (PES) in high-costs serving areas than the previously used method based on the entire utility segment operations of the ILECs.  The TSR uses the revenues based on the approved rates in the ILEC territory, the costs estimated by the Commission for the ILEC territory, and an approved mark-up on costs of 15%, all of which are associated with PES in each ILEC’s high-cost serving areas.  A fixed amount of implicit subsidy common to all ILEC territories is also used in the calculation. The sum of the TSRs from each of the ILECs determines the national subsidy requirement (NSR), an amount that reflects the fact that the actual relationship of revenues and costs of providing PES differs across the regions.    The NSR is used to set the revenue percentage charge necessary to collect sufficient funds to subsidize residential PES across the country.  As stated in paragraph 44 of the decision, the Commission concluded, “that calculating the subsidy requirement based on the forward-looking incremental Phase II costs of providing primary exchange residential service will: a) deliver the appropriate incentives for efficient provision of service and competitive entry in high-cost serving areas; b) recognize the important link between the costs used for the purposes of the subsidy calculation and those used for the purposes of setting rates for unbundled local loops; and c) facilitate cost comparisons for primary exchange service among ILECs.”  

In TELUS’ view, setting a target level for the subsidy requirement would not only cause the Commission to abandon the method it adopted in Decision CRTC 2000-745 for the calculation of the subsidy requirement, but to also abandon the objectives expected to be achieved from implementation of the new contribution regime.  TELUS is of the view that the Commission should not set a target level for the subsidy requirement.

d)
In interrogatory response TELUS(CRTC)16Mar01-403, TELUS  recommended an expedited approval process be established for proposed changes in depreciation lives, similar to the approval process currently in place for Phase III/SRB Manual update proposals.  TELUS has not performed the requisite studies necessary to propose any service life changes for 2002.  TELUS does not have depreciation studies for the years 2003 to 2005.  Depreciation studies are prepared annually based on the most current information available at the time the studies are performed.
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