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1104 Provide the company’s views on the proposals made by the Companies with respect to Z-factor adjustments in their response to interrogatories The Companies(CRTC)16Mar01-106 and 107.

ANSWER

In their response to The Companies(CRTC)16Mar01-106 and 107, the Companies propose a number of changes (putative or actual) to the existing framework for exogenous adjustments, including:

(i) that a regulated firm or any other interested party should be required to identify, to the Commission, an event potentially qualifying for an exogenous adjustment within 30 days of the event occurring; 

(ii) that events having a material impact on a company’s costs should not necessarily trigger an exogenous adjustment; and

(iii) that a change in taxation policies and practices at the provincial or federal should be the subject of an exogenous adjustment.

TELUS’ comments on these matters are noted below:

(i) Providing a mere 30 day window for the identification of events potentially qualifying for an exogenous adjustment is unfair to interested parties and, potentially, to incumbents as well.   It is not likely that an interested party (a member of the public or a competitor) will be able to both discover and analyze the impacts of an event potentially qualifying for an exogenous event within 30 days of its occurrence.  The result of such an abbreviated time frame for the consideration of exogenous adjustments would be to virtually guarantee that no such adjustments would be occasioned by parties other than the incumbents.

It is worth observing that even an incumbent telephone company may be constrained in its ability to identify and analyze exogenous events inside the 30 day time window proposed by the Companies.    For example, complex changes to the tax treatment of certain types of telecommunications assets may well qualify the company (or consumers) for an exogenous adjustment.  However, it is not clear that such a change could be discovered, quantified and highlighted by a carrier within the 30 day window proposed by the Companies.

Accordingly, TELUS submits that there should be no departure from the existing framework whereby by incumbents or interested parties can apply to the Commission for an exogenous adjustment at any time during the currency of a price cap plan.   However, any changes occasioned by a successful application would operate on a prospective basis only (so as not to offend the rule against retroactive rate-making).

(ii)  
These comments are, in some ways, simply a reiteration of the rules governing exogenous adjustments except that the current rules appy to the Utility segment.  Clearly, events having a material impact on a company’s costs do not, at present, necessarily trigger an exogenous adjustment.  All of the criteria for an exogenous adjustment must be satisfied before the Commission will even consider an application.  Thus, the statements made by the Companies in this regard are theoretically confused and do not represent a significant departure from the existing framework.

The only way in which the Companies can justifiably exclude exogenous adjustments from their price cap plan is if the plan provides them with sufficient flexibility to recover costs normally subject to Z-adjustments.  In such a case, it would be justifiable to exclude exogenous adjustments.  Ultimately, a means to recover the costs associated with exogenous events must be incorporated into a price regulation framework (by means of greater pricing flexibility, a lower productivity offset, or a Z-adjustment mechanism).

(iii)
In their response to The Companies(CRTC)16Mar01-106, the Companies propose that a change in taxation policies and practices at the provincial or federal should be the subject of an exogenous adjustment.
  An economy-wide event like a change in general income tax rates would not normally qualify a firm for an exogenous adjustment (under the Decision 97-9 framework or in other price cap plans more generally).   To the extent that the pricing proposal put forward by the Companies gives them pricing flexibility it is likely not necessary or theoretically sound to treat general changes in taxation policies and practices as events qualifying a regulated firm for an exogenous adjustment.

TELUS recognizes, in the case of SaskTel, that changes to applicable taxation policies and practices could have very significant impacts on the company. The privatization of that company might, for example, bring about large one time and ongoing tax liabilities that are not adequately accounted for in SaskTel’s current rate structure.  That being noted, it is not clear that such an event should be prospectively declared to qualify for treatment an as exogenous event.
   The Commission should, consistent with its past practice, approach such situations on a case-by-case basis.







� The response to Companies(CRTC)16Mar01-106 references Section 6.7 of the Companies’ 31 May 2001 submission.


� In Decision 97-9, the Commission refused to make such a prospective declaration regarding MTS’ privatization costs: see paragraph 108.





