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In the response to interrogatory TELUS(CRTC)16Mar01-301, the company has indicated that it does not support the inclusion of an earnings-sharing plan as a self-correcting mechanism in the next price cap regime.  Provide the company’s views on building into the price cap plan the potential to review some of the price cap parameters midway through the price cap period, in the event that some of the assumptions upon which the plan was based were not materializing.  As an example, assumptions regarding the status of competition could be tested against actual experience at that point in time.  This review could provide some protection to consumers and competitors against the potential for supra-normal returns earned by the companies.  It could also offer protection to companies against significant unforeseen changes in their operations.  The outcome of such a review could be the adjustment of the price cap parameters or constraints with a view to either increasing or decreasing rates, as appropriate.

ANSWER

TELUS does not support building into the price cap plan a mechanism that would allow for a mid-course correction.  The rationale for the TELUS position is as follows.  (1) As discussed in Appendix A of TELUS’ Evidence, the presence of regulation is not benign.  The prospect that regulators will “step in” if reality differs from forecasts cannot help but influence the way in which reality unfolds; (2) A basic tenet of price regulation is that the firm agrees to bear greater risk in return for the prospect of greater reward.  Attempts to attenuate that risk in the interest of avoiding unforeseen outcomes cannot help but adversely affect the superior incentive properties of price regulation; (3) The trend in the U.S. has clearly been in the direction of longer—not shorter—duration price cap plans, typically without midcourse corrections; (4) Unforeseen events that are outside of the firm’s control may be addressed through exogenous adjustments in most if not all cases; (5) The crux of the TELUS proposal for price regulation is an increased reliance on market forces to provide the requisite level of discipline on pricing.  TELUS’ view is that this requires less—not more—regulatory intervention in the marketplace.  For these reasons, TELUS does not support building into the price cap plan a mechanism that would allow for a mid course correction. 







