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1200 In non high-cost serving areas (HCSAs), TELUS proposed to have residence rates, including extended area service (EAS), increase by no more than $3 per month per year, to a maximum of $35.00 per month.

a) Provide the company’s views on having the flexibility to increase the rates for all residential exchange services, each year by no more than the rate of inflation and a 10% annual limit on increases at the rate element level in non-HCSAs.

b) Provide the company’s views on having the constraints specified in part a) above apply to a service basket including all residential exchange services, including those in HCSAs.

c) Assuming that a 10% limit applies at the rate element level, provide TELUS’ views on each of the following scenarios for pricing constraints applied to a separate service basket of all residential exchange services in non-HCSAs:

i) one-half of the rate of inflation;

ii) inflation to a maximum of 3%;

iii) inflation less productivity;

iv) inflation less productivity, where no rate reductions would be required if productivity exceed inflation; and

v) price adjustments, which when weighted by demand yield a zero price change in aggregate.

d) Provide the company’s views on limiting increases to individual rate elements to no more than 5% on an annual basis, in combination with each of the scenarios for pricing constraints identified in part c) above and with a scenario whereby in the service basket of all residential exchange services, rates are allowed to increase by the rate of inflation on average.

e) Provide the company’s views on establishing a service basket of all residential exchange services, including those in HCSAs, such that it is compensated in each of the HCSA rate bands in Alberta and British Columbia for the service improvement plan (SIP) costs to be incurred in the respective HCSA rate bands, with a 10% limit on annual rate increases for an individual rate element and an overall pricing constraint of:

i) inflation;

ii) one-half of the rate of inflation;

iii) inflation to a maximum of 3%;

iv) inflation less productivity; 

v) inflation less productivity, where no rate reductions would be required if inflation were to be less than productivity; and

vi) price adjustments, which when weighted by demand yield a zero price change in aggregate.

f)
Provide the company’s views on having a price freeze imposed on residence rates in non-HCSAs.

ANSWER

a)
This proposal may limit the desire of competitors to enter the non-HCSAs if the result of limiting overall residential exchange service rate increases to the rate of inflation is to extend the time until residential local exchange rates reach market levels.  Competitors will most likely find it less attractive to provide competitive residential local exchange service until rates reach market levels.

b)
Putting all residential local exchange rates into one basket with an overall pricing constraint of the rate of inflation results in additional problems.  Rates in HCSAs will rise less quickly under this proposal than under TELUS’ proposal which allows for rate increases of up to $3 per month per year, unless residential rates in non-HCSAs are falling sufficiently to allow for a $3 per month per year increase in HCSAs.  The result of this would be less rate rebalancing and a higher level of required contribution than under the TELUS proposal.  If rates in non-HCSAs were to increase at a rate greater than inflation, the result would have to be rates in HCSAs that rose less quickly than inflation or that declined.  This also would increase the contribution requirement compared to TELUS’ proposal.  These upward pricing constraints and potentially greater reliance on contribution would limit the desire of competitors to enter the local exchange market.

c), d)
Each of these scenarios results in less upward pricing flexibility than the scenario in part a) and, therefore, exacerbates the problem discussed in the response to part a).

e), f)
Each of these scenarios results in less upward pricing flexibility than the scenario in part b) and, therefore, exacerbates the problems discussed in the response to part b).







