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7)  
A)
At paragraph 83, TELUS stated that a quality adjustment to the offset (a Q Factor) has been used in some U.S. jurisdictions as an inducement to companies under price caps to maintain service quality.  Provide a description of any such plans, including the specific  mechanics of their operation, of which TELUS is aware.

B)
In his evidence for TELUS (Appendix A to TELUS’s evidence), Dr. Weisman concluded, among other things, that “with the introduction of accommodative competitive entry policies, regulation of the input market (competitor services) renders regulation of the output market (retail services) unnecessary and potentially harmful.”  Previously, at paragraphs 48 and 49, Dr. Weisman stated:

We now inquire as to whether it is necessary for the regulator to regulate the price of the retail service if the price of the wholesale service is also regulated? Heuristically speaking, is it necessary to regulate the price of lemonade if the regulator sets the wholesale price of lemons (the essential input) and water is available competitively?

We submit that, in general, the answer to the aforementioned question is “no”.  The regulator can control the retail (market) price of basic telephone service through its control of the price of the local loop (the essential input).

Given the important role that effective regulation of competitor services plays in the framework discussed by Dr. Weisman, provide Dr. Weisman’s views, with justification, as to whether the validity of his conclusions regarding the need to regulate retail service prices would be dependent upon the implementation of measures designed to create an incentive for the ILEC to maintain a high of quality of service provided to competitors, such as rebates or penalties in the event that service standards are not met.

C)
Describe in detail any programs of which Dr. Weisman or TELUS may be aware, in U.S. regulatory jurisdictions, involving rebates or penalties for failure to meet quality of service standards in the provision of services to competitors.  Where possible, identify the decision, order, public notice, etc., establishing the program.

ANSWER

A) The details of the Q-factor provisions incorporated into some price cap regimes in the U.S. vary markedly across jurisdictions.  These adjustments typically ratchet the X‑factor upward in the event of a failure on the part of the ILEC to meet quality‑of‑service standards.  For an overview of such mechanisms, see David E.M. Sappington and Dennis L. Weisman, Designing Incentive Regulation For The Telecommunications Industry. MIT Press, 1996, pp. 87-88 and 105-107.  It should be noted, however, that there is no evidence of a systematic relationship between degradation in service quality and price cap regulation.  See, for example, Chunrong Ai and David Sappington, “The Impacts of State Incentive Regulation on the U.S. Telecommunications Industry.”  University of Florida Discussion Paper, December 1998; and Aniruddha Banerjee and Kalyan Dasgupta, “Does Incentive Regulation Cause Degradation Of Retail Service Quality?” National Economic Research Associates, 2001 (Preliminary).  For a survey of the literature on the relationship between quality of service and incentive regulation, see Jaison R. Abel. “The Performance of the State Telecommunications Industry Under Price-Cap Regulation: As Assessment of the Empirical Evidence. The National Regulatory Research Institute, NRRI 00-14, September 2000. 

B) & C)
Dr. Weisman provides the following response.

The effectiveness of accommodative entry policies in providing the requisite degree of discipline on pricing in the retail market is not dependent upon any unique level of service quality.  Competitors should have the discretion to request the level of quality that best fits their business strategy, subject only to the caveat that it is technically feasible for the ILEC to provision and that competitors are prepared to pay the cost incurred by the ILEC in provisioning the requested level of service quality.  In general, regulators should refrain from mandating a particular level of service quality in an attempt to second-guess the marketplace.  Once the level of service quality and the terms are agreed to between the parties, competitors have a right to expect performance.  Rebates or penalties may constitute an appropriate remedy for the failure of the ILEC to perform in supplying the requested level of service quality as per the terms of the agreement.

A primary objective in the U.S. with respect to the provision of services to competitors is to provide for a level of quality “comparable” to that which the ILEC provides to itself.  The details of these quality assurance mechanisms 

vary across jurisdictions.  A summary of the various provisions of these plans is available on the FCC website

http://www.fcc.gov/Bureaus/Common_Carrier/in-region_applications/.






