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January 22, 2001

Ms. Shirley Soehn

Executive Director, Telecommunications

Canadian Radio-television and

   Telecommunications Commission

Ottawa, ON  K1A 0N2

Dear Ms. Soehn:

Re: Decision CRTC 2000-745: Changes to Contribution Regime

1. The Canadian Wireless Telecommunications Association (CWTA) is in receipt of an Application filed December 13, 2000 by Bell Canada and Bell Mobility ("the Bell companies") for review and variance of Decision CRTC 2000-745, "Changes to the Contribution Regime" ("Decision 2000-745"), pursuant to Section 62 of the Telecommunications Act.  As noted in the covering letter to the application, both Rogers Wireless Inc. (RWI) and Microcell Telecommunications Inc. (Microcell) have reviewed the Application and fully support it.  Subsequently, the CWTA received comments in support of the Application filed by RWI and Microcell dated December 18, 2000 and December 14, 2000 respectively.

2. The CWTA represents the wireless telecommunications industry in Canada.  It has a membership base of more than 300 domestic and international companies.  CWTA's members come from a variety of sectors, including mobile telephone service providers, paging companies, mobile radio, mobile satellite carriers, and fixed wireless service providers.  In addition, CWTA represents a broad cross-section of manufacturers and equipment suppliers to the industry.

3. TELUS Mobility, a CWTA member, is not a party to these comments.

4. In the Application, the Bell companies request that the Commission vary a portion of this decision to mitigate its negative impacts in the year 2001 and provide an effective transition to full implementation of the new contribution mechanism prescribed for 2002.

5. With this letter, the CWTA provides its support for the requested relief for wireless carriers proposed by the Bell companies.  The Association is also providing to the Commission additional information about the impacts of Decision 2000-745 on the wireless industry.  Additional comment is also made with respect to the regulatory regime imposed on wireless carriers by both the CRTC and Industry Canada.

6. CWTA estimates that the wireless industry made contribution payments of approximately $15 million in the year 2000.  Under the 4.5% revenue-based approach established in the Decision, the contribution payable by the industry would have been well over $200 million based upon estimated gross revenue of approximately $5.1 billion.  Given the historical growth rate of the wireless industry, the CWTA estimates that gross revenues will grow to approximately $6.1 billion in the year 2001.  Therefore, even with deductions for non-contribution eligible revenue and inter-carrier payments, the CWTA estimates that contribution payable by the wireless industry will be over $200 million in the year 2001.

7. The CWTA agrees with the view expressed by the Bell companies in paragraphs 7 and 8 of the Application, that the financial impacts of Decision 2000-745 on the wireless industry are significant.  Contribution payable by the wireless industry will jump to some $200 million in the year 2001 from the $15 million paid in 2000.  That represents an increase in payments of over 1200%.  Moreover, the financial impact is exacerbated because the industry has been given merely one month (November 30, 2000 to January 1, 2001), to effect its transition to the new regime.  The combined effect of the dramatic increase in contribution payable and the near non-existent transition period will have significant repercussions for both wireless carriers and consumers.

8. Again using the year 2000 as a benchmark, with an estimated 8.5 million wireless subscribers, the new contribution regime would add, on average, 
$2 per month to subscribers’ bills.  For a typical low-volume post-paid plan priced at around $20 per month, this represents a 10% price increase.  Pre-paid service, an option often chosen for its affordability, becomes significantly less attractive with an additional $2 per month charge.  

9. As noted by the Bell companies, it will be extremely difficult for wireless carriers to pass the cost increase on to consumers.  The demand for wireless services is highly price elastic and the industry is highly competitive.  Any price increase will have a negative impact on operations.  Wireless carriers must also consider the many customers that are under contract at fixed rates for one year or more in length.  

10. The CWTA notes that the fourth quarter is historically the highest growth period of the year, and for those customers not under contract, wireless carriers have made price commitments through advertised rates.  Effectively, customers signing up in December will see an almost immediate increase early in 2001.  A dramatic change in price such as would be necessary to recover the new contribution payments could seriously damage the credibility of the wireless industry.  This problem is exacerbated by paragraph 110 b) of the Decision that precludes telecommunications service providers from showing the contribution charge as a separate line item on customer invoices.  This prohibition has the effect of requiring carriers to hide the subsidy from subscribers.

11. In addition to the contractual reasons (noted above) that restrict the ability of wireless carriers to immediately adjust rates, there are also practical limitations.  For example, fixed charges are often billed one month in advance, meaning January charges were already being processed and billed to consumers very soon after the Decision was issued, thereby making it impossible to recover new contribution payments in time to coincide with the start of the regime.

12. From the above, it is clear that it was impossible to adjust all rates to recover revenues to accommodate a new 4.5% contribution charge as of January 1, 2001, and that wireless carriers will initially be forced to absorb much of the financial impact of the new contribution regime.  In this regard the CWTA agrees with the Bell companies that without a transition period, the impacts of Decision 2000-745 will have severe negative impacts on the ability of wireless carriers to compete and serve customers.  The CWTA also agrees with the Bell companies that these impacts are inconsistent with the policy objectives set out in section 7 of the Telecommunications Act and could not have been intended by the Commission.

13. The financial impacts of Decision 2000-745 are reflected in financial analyst reports that were issued following Decision 2000-745.  The CWTA notes that for wireless carriers, most of the information presented pertains to Rogers and Microcell, as they are both publicly trade companies whose stocks are not integrated within broader telecommunications groups, as is the case with Bell Mobility.  Many of the conclusions reached by such analysts agree with CWTA’s own estimates.

14. Merrill Lynch, in a report dated December 1, 2000
, stated, “For the wireless operators, this is a big increase and the Decision has a net negative impact.”  For RWI, “the Decision is likely to reduce 2001E EBITDA by $50-60 million – or about 12%…that’s a valuation hit of almost $5 a share.”  For Microcell, “…we estimate a 12% reduction in the per share DCF value.”

15. BMO Nesbitt Burns (BMO), in a report dated December 1, 2000
, states “from a wireless carrier perspective, this Decision has negative implications”.  With respect to the level of contribution payments, BMO states “wireless carriers will experience significantly higher contribution costs” and estimates “that Rogers will incur an incremental cost of approximately $65 million” and “Microcell is expected to incur an additional $26 million…”  

16. BMO estimated that for RWI, Microcell and Clearnet combined the contribution payable is some $127.5 million.  Add to this Bell Mobility’s estimated contribution payments and the combined total is approximately $170 million, before including the contribution payable by the other Mobility companies across Canada.

17. Credit Suisse First Boston (CSFB), in a report issued November 30, 2000
, estimates “Rogers and Microcell will be required to make contributions of roughly $60 million and $23 million for 2001”.  With respect to the revenue charge, CSFB states “it clearly introduces an additional element of risk”.

18. The CWTA notes that this financial pressure is arriving at a time when the wireless industry is still not generating positive net income and faces significant capital expenditures.  These expenditures are related to the introduction of new technologies and services and the significant costs associated with a spectrum auction, as well as to continuing public policy obligations established during the previous contribution regime.  These obligations include a minimum expenditure of 2% of revenues on Research and Development activities and continued network expansion to meet the Government’s objective of full national coverage as described in the Licence Conditions for Personal Communications Service (PCS) Licences. 

19. More importantly, however, the CRTC failed in Decision 2000-745 to take into consideration the overall regulatory regime imposed on wireless carriers by the Federal Government.  In CWTA’s view, the most significant regulatory difference between wireless carriers and other telecom service providers, is the obligation to widespread geographic deployment and service provision across wireless networks inherent in the conditions attached to spectrum licences issued by Industry Canada.

20. Several parties, including AT&T Canada Corp and Call-Net Enterprises, suggest in their responses to the CRTC interrogatories of December 21, 2000 that providing a transitional contribution rate as proposed by the companies violates the Commission’s principle of technological neutrality and could introduce market distortions.  For example Call-Net, in response to Call-Net(CRTC)21Dec00-102 submits that “one category of service provider (i.e. CLEC) should not be distinguished from another category of service provider (i.e. non-CLEC).” 

21. CWTA submits that, for the Commission to take a truly technology-neutral approach to the “contribution” that telecommunications service providers should make to the achievement of the objectives of s. 7 of the Telecommunications Act, it should consider the complete picture of the regulatory obligations imposed on different types of providers.  In CWTA’s view, Microcell, RWI and Bell Canada/Bell Mobility have provided complete and concrete explanations of the regulatory obligations imposed by Industry Canada on wireless carriers.  These obligations when taken together with the impact of Decision 2000-745, serve to place a burden on wireless carriers that is unique and distinct from the impact of the decision on other service providers.  The complete regulatory regime for wireless carriers, which is in part a creation of the CRTC, was or should have been known by the Commission at the time it rendered Decision 2000-745. 

22. CWTA agrees with the Application’s contention that the Commission erred in failing to take into consideration the immediate and excessive negative impact Decision 2000-745 would have on the wireless industry (Application, paragraphs 22 and 23.)  

23. In this regard, while Decision 2000-745 characterizes the year 2001 as a transitional year, this is not the case for wireless carriers.  The full effect of the Decision commenced on January 1, 2001.  Unlike the case for the independent telephone companies and Northwestel, there is no transition for wireless.  The CWTA notes that at paragraph 146 of the Decision, the Commission references a planned Round Table with the independent telephone companies to be held early in 2001, “with the independent telcos and interested parties having ample opportunity to review and consider the effects of the revenue-base collection mechanism.”  No such opportunity has been afforded to wireless carriers.  This is unreasonable in that, as a result of the Decision, the wireless industry would be expected to contribute between 20 per cent and 25 per cent of the total subsidy.

24. The CWTA further notes that considerable uncertainty surrounds Decision 2000-745, particularly in respect of a number of critical policy and implementation issues that the Commission has referred to the CRTC Interconnection Steering Committee (CISC) for further discussion.  As of the filing date, it is clear that there will be a significant number of disputes emanating from the working groups and that there is little likelihood of any Commission determinations on those disputes prior to the next filing date (March 31, 2001).  Moreover, numerous requests for clarification of the Decision have been submitted to CRTC staff from these CISC working groups.  It remains unclear as to how the Decision can be implemented without substantial Commission action during the transitional year. 

25. Indeed, at the January 17, 2001 meeting of the CPCC Coordinating Committee, several companies expressed the concern that it would be impossible to comply with the CRTC directive to file audited statements by March 31, 2001, unless more specificity of the definitions of the line items associated with the calculation of Total Contribution-eligible revenues is provided by the Commission.  The wording of Decision 2000-745 lacks the necessary detail to enable auditors to attest, in the March 31, 2001 filing, to the fact that a company has adhered to the CRTC rules. 

26. The CWTA submits that the lingering uncertainty surrounding several critical elements, as they uniquely apply to the wireless industry, argues in favour of the transition period as proposed by the Bell companies.

27. In conclusion, it is the position of the CWTA that there is substantial doubt as to the correctness of Decision 200-745 in so far as the Decision fails to take into account the financial impact on wireless carriers of the immediate change to the new collection mechanism.  Accordingly, the CWTA agrees with the proposal by the Bell companies that the 2001 contribution charge be established at 1.5% for contribution-eligible wireless services.  

28. The CWTA appreciates the opportunity to submit these comments.

Sincerely,

Electronic filing

J. David Farnes

Vice President

Regulatory Affairs

Attachments

cc: Interested Parties – Public Notice 99-6
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