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63.
Reference:
TELUS(CRTC)16Mar01-407


Request:

(a)
Provide a description of all allocation methodologies used by Telus for allocation between Utility segment and all other segments, during the initial price cap period.

(b)
Provide a description of the allocations used by Telus specifically for allocation of exogenous items during the initial price cap period.

(c)
Describe the safeguards regarding allocations of common and other costs.

(d)
If a greater portion of the local exchange market becomes competitive, explain how safeguards regarding allocations can be improved to ensure customers in non-competitive market segments will be protected.

(e)
Will the reduction in mark up noted in the response to TELUS(CRCT)16Mar01-802 create an incentive to allocate additional or disproportionate costs to the Utility Segment (or equivalent) and to market segments were there is little or not competition.  Please explain.

ANSWER

(a) Please refer to the Phase III/SRB Manuals for the former TCI and the former TCBC for detailed descriptions of the methodologies governing the assignment of all revenue, expense, and capital accounts to the Utility, Other, and Common segments.  All the methodologies documented in the Manuals have been reviewed and approved by the Commission.  The Company filed the indexes to it’s Phase III/SRB Manuals as part of the response to TELUS(CRTC)16Mar01-409.

(b) TELUS assumes that Calgary’s question relates to “exogenous” items under the price cap context.  Particular investments/expenses would only be granted exogenous treatment within the price cap formula after explicit review and approval by the Commission.  Under Phase III/SRB, whether or not an investment/expense qualifies for exogenous treatment, that investment/expense would be subject to the applicable assignment methodology, as approved by the Commission and documented in TELUS’ Phase III/SRB Manuals.  Should the Commission approve exogenous treatment within the price cap formula for a particular investment/expense, such approval would include a prescription of the magnitude of the exogenous factor to be allowed, and how the additional revenues associated with that factor are to be accounted for; this prescription would be reflected in the revenue reporting in TELUS’ Phase III/SRB results. 

(c) Refer to (a) above.

(d) As stated in TELUS’ May 31, 2001 Evidence (see Appendix A, Price Cap Regulation and Accommodative Competitive Entry Policies, Dennis L. Weisman, paragraph 4), price cap regulation should be limited to essential services not yet subject to the discipline of competitive market forces.  In the Company’s view, therefore, non-competitive services would rightfully remain subject to price caps and customers in such market segments would thereby be accorded the safeguards inherent in price cap regulation.  Specifically, as the Commission stated in Decision 94-19 (pages 55-56):

Price caps allow for more efficient and effective regulation in a number of ways. First, price caps reduce incentives and opportunities for companies to over-invest or misallocate costs. Once caps are established, prices cannot exceed them (apart from the operation of a limited number of exogenous variables), even if the investment base is increased. Second, price caps reduce opportunities to cross-subsidize or engage in anti-competitive pricing, because price changes in one basket cannot be offset by changes in other baskets ... 
Thus, the price cap mechanism, appropriately applied to services not yet subject to competitive forces, affords the necessary safeguards for customers in the services affected.  

(e)
No.  TELUS is no longer subject to rate-base rate-of-return regulation with respect to any segment of its business operations.  As indicated in part (d) above, the current price cap regime to which TELUS and other ILECs are subject to effectively eliminates any incentives or opportunities for ILECs to over-invest or misallocate costs to their Utility Segment.  In particular, with their Utility Segment no longer accorded a Commission-prescribed allowed rate of return, ILECs can no longer expect to be able to raise the prices for their Utility Segment services by simply increasing that segment’s expense and investment base. 

