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39.
Reference:
TELUS(CRTC)16Mar01-102

Telus Evidence, Section 3, paragraph 74, Table 3.2

Telus Evidence Appendix B


Preamble:
The Commission asked Telus specifically how total company TFP could be applied to utility segment high cost service areas.  Telus proposes a marginal cost growth of the economy less marginal cost growth rate of the industry to determine the “X” factor.  Telus also states that there is no theoretically sound basis for a calculation of total factor productivity growth at the sub-firm level, and is unable to provide TFP results for only the utility segment for utility services provisioned in high-cost service areas.
Request:
Explain how the Marginal Cost Growth Rate for the Regulated Industry can be used for the application of an “X” factor to capped services, in particular, high-cost service areas.
ANSWER

A detailed explanation of the marginal cost approach to determining the X factor is provided in section 3.3 and Appendix B of TELUS’ evidence.  The following passages from section 3.3 explain the application of the approach to capped services, and in particular the set of services that are high-cost.

Specifically, in section 3.3 at paragraph 63, “the [marginal cost] guideline says that prices should rise, on average, at a rate equal to the economy-wide rate of output price inflation (the change in the chain-weighted GDP-PI) less an offset.  This offset equals the difference between the economy-wide marginal cost growth rate and the marginal cost growth rate for capped services produced by the regulated industry.” 

Further, at paragraph 67, “the offset should be an average growth rate for all of the firms in the industry and should not be a different firm-specific growth rate for each individual firm.  Using industry average marginal cost growth rates weakens the link between the current performance of an individual firm and the requirements imposed on that firm in the future, thereby enhancing incentives for superior performance.” 

Price subsidies, defined as the capped service in high-cost areas (residence PES) in the context of the marginal cost guideline is addressed at paragraphs 68, 69, and 70.  At paragraph 68, “Some or all of the capped services may be subsidized.  In this case, customers would typically pay part of the full-service price required to obtain the capped service, with the subsidy covering the difference.”  At paragraph 70, “the X factor is invariant whether customers pay the full price or whether some portion is subsidized.” 







