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1703 In paragraph 54 of Decision 2000-745, the Commission determined that the revenue component of the RSR would be based on the approved rates in effect in HCSAs.

a)
In a format similar to that provided in the response to interrogatory TELUS(CRTC)27Apr01-700, provide the subsidy requirement for 2002 for each high-cost band, assuming the proposed SIP is approved by the Commission and the weighted-average current rate is used as the revenue component.   The residence PES costs and estimated 2002 NAS should be those used in response to interrogatory TELUS(CRTC)27Apr01-700.  Provide all supporting calculations and assumptions.

b) Restate the RSR in a) using the maximum allowable current rate as described at page 7 of the response to interrogatory The Companies (CRTC)27Apr01-700 for all NAS in the eligible band.

c)
Provide the company’s comments on the appropriateness of using the weighted-average allowable rate in each eligible band to determine the TSR versus the use of the maximum allowable rate.  Provide your views both as a contributor and as a recipient of the national fund.  Comment on the competitive equity of reducing the subsidy per NAS available to CLECs while actual rates are lower than maximum.


d)
Restate part a) above using i) proposed weighted average 2002 rates and ii) maximum proposed 2002 rates.

ANSWER

TELUS is filing parts of Attachment 1 to this interrogatory response in confidence pursuant to section 39 of the Telecommunications Act.  Parts of Attachment 1 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 Attachment 1 is being provided for the public record.

a)
Please refer to page 1 of Attachment 1.  TELUS is using the same residential PES costs and NAS counts as was used in the calculations provided on page 2 of Attachment 1 of interrogatory response TELUS(CRTC)27Apr01-700.  However, the revenue assumption TELUS is using for this calculation is based on the weighted average rates (within a band) currently in effect.  TELUS notes that because the total cost for TSR calculations also includes a revenue tax component estimated at 1.5% for 2002, the costs in column (3) of the table on page 1 of Attachment 1 deviate from those found on page 2 of Attachment 1 of interrogatory response TELUS(CRTC)27Apr01-700.  This is due to the change in the revenue assumption used in the current calculation.

b)
Please refer to page 2 of Attachment 1.  TELUS is using the maximum rates (within a band) currently in effect for the revenue assumption for this calculation; except that for Alberta, the portion of the revenue component associated with individual line service (ILS) remains at the average for the band.  To do otherwise would produce erroneous results because the ILS component does not apply to all NAS within the band.

c) TELUS remains of the view set forth in the proceeding leading to Decision 2000-745 that artificially reducing the subsidy requirement will undermine the Commission’s objective to provide competitive choices for customers in the high cost serving areas.  Further, as stated in interrogatory response TELUS(CRTC)26Jun01-1110, reducing the subsidy requirement is artificially damaging to development of a sustainable price regulation regime.  As the Commission itself recognized
, if the subsidy requirement is set on the basis of rates other than the ILEC approved rate in effect in the area, then the subsidy collected may be insufficient to make it viable to provide service in that area at prevailing rates.  Even if it is not viable to provide service at the prevailing rates, the incumbents are compelled to provide service
, and must absorb the costs.  In this event, there will be no incentive to encourage new entry because the subsidy would almost certainly be insufficient for a CLEC to recover the costs it will incur to provide service.  Consequently, customers in these areas will be foreclosed from the benefits that a competitive market can offer.  As competition intensified in non high-cost bands, the implicit subsidy borne by ILECs will become increasingly unsustainable.  

Regardless of whether it is the weighted-average allowable rate or the maximum allowable rate that is used in determining the TSR (and ultimately the NSR), the subsidy requirement will be misrepresented while the allowable rates are not reached.  It may be necessary to pace rate increases over an extended period of time to achieve the maximum allowable rate level while avoiding customer rate shock or customers dropping service.  Further, the subsidy requirement could perpetually be understated because allowable rates may not ever be achieved, for reasons beyond the control of the companies.  Both ILECs and CLECs are entitled to draw on a portable subsidy that should be calculated on the basis of the prevailing approved ILEC rates.  TELUS supports the Commission’s view that the TSR (and ultimately the NSR) should be calculated based on the ILEC approved rates in effect in the HCSAs. 

Similar to other contributors to the national subsidy fund, TELUS does not wish to pay into the fund any more than the amount necessary to ensure the subsidy will adequately augment the revenue streams received from the ILEC approved rates to allow full compensation of the ILEC’s costs of providing the service, regardless of who is providing the service.  TELUS also recognizes that to the extent subsidies are present, they can be a disincentive to promoting efficiency and cost reductions.  TELUS also recognizes the need to maintain rates at an affordable level, even in the areas where the cost to provide service is very high.  As a recipient of payments from the subsidy fund, TELUS wishes to collect a subsidy that is sufficient to adequately augment the revenues received from rates charged by TELUS so that TELUS is fully compensated for the costs incurred in providing service to the area.

TELUS notes that the notion of an “average allowable price” and the associated “maximum target” rate, or what Aliant refers to as a “common target rate” are akin to AT&T Canada’s “affordable monthly rate” concept which that company put forward in the proceeding initiated by PN 99-6.  When asked by Commission for its views on that proposal, TELUS responded in part as follows:

There are two reasons why TELUS considers that AT&T Canada’s proposes TSR calculation will understate the required subsidy.  First, AT&T Canada proposes to subtract from the ILEC’s Phase II costs (plus a reasonable mark-up) hypothetical revenues derived from an “affordable rate” defined in paragraph 97 of AT&T’s submission as being the higher of the highest residence rate approved by the Commission anywhere in Canada, or the highest rate the Commission has shown a willingness to approve.  TELUS submits that it is wrong to use hypothetical revenues in the subsidy requirement calculation rather than using the revenues generated from the ILEC-territory specific rates because it establishes the wrong contribution requirement.  This is because hypothetical revenues do not take into consideration the actual (lower) amounts received that service providers will receive, and the contribution requirement will be understated…

Significantly, Bell et al., in that proceeding, took the following position:
 … it would not be appropriate to use such a threshold in the calculation of the subsidy requirement.  In order to ensure that subsidies in high-cost areas are sufficient to incent entry into such areas and just enough to make the provision of service economic in such areas, the subsidy required in any given year must be based on the approved rates in effect in those areas.  If the subsidy requirement were set on the basis of an affordable rate threshold which was higher than the approved rate in that area, and if, due to market conditions or regulatory constraints (if any), the Companies did not have the flexibility to increase rates to that level, then the subsidy collected would be insufficient to make it economic to provide service in that area.  This could have a significant financial impact on the Companies, since it is only they who have the obligation to serve and will therefore have to continue to serve those areas.  As well, setting subsidies in this way will be contrary to the objective of incenting entry into high‑cost areas.

In addition, before AT&T Canada's proposal of using a uniform rate threshold for determining subsidy requirements could even be considered, it would be necessary to move residential rates in different Companies' serving areas closer to a uniform level.  At present, there is no such uniformity.  In fact, as shown in The Companies(Call‑Net)14Jan00-202 RCM, there is a wide variation in residential rates across the Companies' operating territories, with the lowest rates in effect in MTS' serving area.  Ultimately, it should be market and other considerations that should determine whether or not it would be appropriate to move residential rates to higher and more uniform levels across the Companies' serving areas.  However, for purposes of determining subsidy requirements, for all of the reasons identified above, it would only be appropriate to use actual approved rate levels.

The Commission rejected the AT&T Canada proposal in setting out the formula for the TSR calculation in Decision 2000-745
 and TELUS is of the view that any such proposal should again be dismissed.

d)
i)
Please refer to page 3 of Attachment 1.  The revenue assumption TELUS is using in this calculation is based on the weighted average rates (within a band) proposed for 2002 as if they are in effect for the full year.


ii)
Please refer to page 4 of Attachment 1.  The revenue assumption TELUS is using for this calculation is the maximum rate (within a band) proposed for 2002 as if it is in effect for the full year. Again TELUS has held the ILS component of the Alberta maximum rate within a band at the average for the band.







�  Decision 2000-745, at paragraph 54.


� “Currently, incumbent local carriers have an obligation to serve in their territories.  This means that an incumbent local carrier must provide service to subscribers in its service territory at a reasonable price without unjust discrimination.”


…


“Effective local service competition will not likely occur in the short term.  The Commission therefore determines that, at this time, incumbent local carriers must retain their obligation to serve.”


 See Telephone Service to High-Cost Serving Areas, Telecom Decision CRTC 99-16, at paragraphs 31 and 36 (emphasis in original).


� Interrogatory Response TELUS(CRTC)14Jan00-207 RCM.


� The Companies(CRTC)14Jan00-207 RCM, pages 2 and 3.


� Decision CRTC 2000-745, paragraph 54.





