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Assume that the Commission were to determine that rates for optional services should be capped.  Elaborate on the modifications that would be necessary to the company’s basket structure and pricing constraints proposal to accommodate such a determination.

ANSWER

Under TELUS’ price regulation proposal there is no upward constraint on the prices for optional local services because they are discretionary and these services do not receive a subsidy.  On the contrary, these services are expected to provide an explicit subsidy of $5/month to HCSAs.  TELUS is also proposing to make these services available on a wholesale basis.
  TELUS’ proposal is consistent with how these services have been regulated in the past.

Under the current price cap regulatory regime optional local services are uncapped services with no upward pricing constraint.  In TELUS’ view, this treatment is appropriate, given the discretionary nature of these services.
  As noted by Bell et al. in its Evidence.

(a)s the Commission found in Decision 97-9, no upward pricing constraint is required for optional, discretionary services.  Historically, such services were not subject to upward pricing constraints, even prior to the introduction of local competition.  In fact, under the traditional earnings regulation model that preceded the price cap framework, regulation encouraged the maximization of contribution from these services.

TELUS concurs with Bell et al.’s view that it would be entirely inconsistent with the contribution regime established by the Commission in Decision 2000-745 to establish a target as an incentive and, at the same time, impose upward constraints on price changes for optional local service, which would in effect deny the flexibility to meet, let alone exceed that target.
  Artificially constraining prices for optional local services would also have a dampening effect on competitive entry into the local market.

The Commission’s proposal to cap optional local services would require TELUS to put them in a separate basket.  

Should the Commission determine that rates for optional services should be capped, these services should be made subject to an upward pricing constraint that would allow increases of at least the rate of inflation, so that the prices for these discretionary services do not decline in real terms, unless dictated by market forces.  In addition, these services should not be subject to an offset to support HCSAs and any pricing constraint should be an overall pricing constraint to allow for pricing flexibility within the basket.  These pricing rules recognize that even constraining prices to the rate of inflation may serve to limit the companies’ ability to generate the necessary subsidy.







� See TELUS Communications Inc. Tariff Notice No. 1, pertaining to the introduction of Contracted Wholesale Call Management Services, General Tariff Item 100, filed February 27, 2001.  The Commission has yet to rule on this filing.  TELUS is proposing to offer Contracted Wholesale Call Management Services on a three-year contract term, for the purpose of resale.  TELUS has classified this service as an uncapped service.  This makes the provision of optional local services by competitors more accessible, which will serve to limit the ability of TELUS to increase the rates for these services beyond the level achievable in a competitive market.


� Certain optional local services, i.e., privacy protection features, are part of the basic service objective set out in Telephone Service to High-Cost Serving Areas, Telecom Decision 99-16, paragraph 24.  TELUS has proposed that rates for these services be frozen.


� Evidence of Bell et al., paragraph 6-133, see also paragraphs 6-134 and 135, and paragraph 11-69ff.


� Evidence of Bell et al., paragraph 6-136.


� Evidence of Bell et al., paragraph 6-137.





