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A. Summary 

 AUTONUM 
In response to Telecom Public Notice CRTC 99-6, Review of Contribution Collection Mechanism and Related Issues, the Canadian Wireless Telecommunications Association (“CWTA”) is pleased to provide the following comments. 

 AUTONUM 
The CWTA represents the Canadian wireless industry on wireless issues, developments and trends in Canada. It represents cellular, PCS, paging, fixed broadband wireless, mobile radio and mobile satellite carriers as well as companies that develop and produce products and services for the industry. Our members offer an array of productivity enabling services to Canadians.  

 AUTONUM 
Wireless communications is an integral component of the new economy – delivering real time information anywhere, anytime. More and more Canadians are choosing wireless phones as a replacement to traditional telephone service. More than one in five or 7.2 million Canadians use mobile phones in their everyday lives. Internet access, basic telecommunication services, and other to be created applications will be accessible through wireless devices. This wireless revolution will transform how we will work and how we will play in the years to come. 

 AUTONUM 
The industry is already providing initial opportunities for Canadians to undertake m-commerce (mobile e-commerce), by providing secure access to the Internet and it will continue to expand these opportunities with the introduction of third-generation (3G) networks and services in the coming months. 

 AUTONUM 
As a relative newcomer on the communications scene, the mobile phone industry has a significant role to play in advancing the government’s connectedness and e-commerce objectives. In fact, we are very proud of what the mobile phone industry has achieved thus far with service available to over 94 per cent of Canadians, some of the lowest prices in the world and the recent introduction of Internet-based solutions. Newer still are the recently licensed fixed broadband wireless service providers that are already connecting Canadians using high-speed broadband wireless technologies.

 AUTONUM 
However, the deployment of wireless solutions is not occurring as fast as we would like. The CWTA believes that there are policy and regulatory encumbrances on the wireless telecommunications industry, which hinder the ability to develop and deploy innovative wireless services to connect Canadians.

 AUTONUM 
Wireless carriers are subject to the regulatory oversight of both the Canadian Radio-television and Telecommunications Commission (CRTC) and Industry Canada. While most wireless services are conditionally forborne from regulation by the CRTC under the Telecommunications Act, the Commission continues to have significant influence over the day-to-day operations of wireless carriers. Similarly, since all wireless carriers require access to radio spectrum, Industry Canada also has significant influence over the operations of wireless carriers. Under the Radiocommunication Act, Industry Canada regulates and controls the allocation of spectrum through, in part, the issuance of licenses for the use of spectrum. 

 AUTONUM 
Both of these regulatory agencies also administer programs that have a very real impact on the bottom lines of wireless carriers. The licensing regime of Industry Canada determines the fees paid by wireless carriers for the use of the radio spectrum. The CRTC contribution regime is another example. The CRTC already requires mobile phone operators to pay contribution on their long distance traffic and, in this proceeding, is examining whether more operators should be required to pay and what the magnitude of the charges will be going forward.

 AUTONUM 
The CWTA estimates that, in 1999, the wireless industry’s contribution bill grew to over $14 million. Also in 1999, the publicly traded cellular/PCS carriers again lost nearly $1 billion. Accordingly, we have some suggestions as to how the current regime should be changed.

 AUTONUM 
The CWTA believes that the first step in addressing concerns with the contribution regime is to identify the minimum amount of subsidy actually required to achieve Canada’s local access objectives. Allowing local service rates to move toward their costs, for example, produces a number of highly desirable results. First, the pricing of local services is rationalised thus enabling consumers and policy makers to make better informed purchasing and public policy decisions. CWTA believes that this result, in and of itself, is highly desirable particularly in an increasingly competitive market. Second, rather than assuming that the subsidy requirement is as large as the amount currently generated by the telecommunications industry, this approach identifies the actual amount of subsidy required. In the CWTA’s view, this will likely result in a significant reduction in the overall subsidy requirement.  

 AUTONUM 
Subsequent to these steps, CWTA believes that the contribution regime could then be abolished in favour of a specific access program administered by a federal department and funded from the Consolidated Revenue Fund (CRF). To the extent that Canadians continue to require financial assistance (subsidies) in order to obtain access to telecom services, including access to the Internet, the industry believes that this assistance should be derived from the Government’s CRF, a fund to which the wireless industry contributed last year approximately 
$150 million in the form of licence fees alone. The CWTA believes that only through the budgetary process can we ensure that the explicit access goal is being attained, the social objectives are being met and the financial resources are being properly allocated.

 AUTONUM 
Requiring wireless carriers to pay contribution reduces capital otherwise available to extend the delivery of new and innovative services to more Canadians, especially those living in rural and remote parts of the country. Wireless carriers are continually challenged to expand their networks to unserved areas. Increased contribution payments would make it even more difficult for wireless carriers to finance these network expansions. In this regard, the CWTA would emphasise that Industry Canada already requires wireless carriers to pay annual spectrum licence fees when they expand their networks to new areas. These licence fees already create a disincentive to build facilities in rural areas. Increasing the contribution burden would only compound the disincentives.

 AUTONUM 
The ability of wireless carriers to extend their services to remote areas is not only important to the carriers, it is a condition of their radiocommunication licences. The contribution burden placed on wireless carriers must be minimized and should be determined with due recognition of the licence fees paid by wireless carriers to serve these areas. In this regard, the Association submits that the contribution charges to be paid by wireless carriers, if any, should only apply to basic long distance services as they do today (i.e. voice traffic and not paging, messaging or Internet services). The Association submits that the Commission, if it is insistent on placing a greater contribution burden on wireless carriers, must take every step to ensure that the wireless industry’s ability to extend services throughout Canada is not unduly impeded. The CWTA believes that ensuring that the subsidy burden is kept to its absolute minimum would go a long way toward achieving this result. 

 AUTONUM 
Moreover, explicitly identifying the contribution charge on customer bills would help make the access goal more explicit.

B. The Time for a Contribution Subsidy Has Passed

 AUTONUM 
Further the CWTA believes that it is time for the telecommunications industry, the Commission and Canadians in general to recognize that the era in which the regulator could maintain a subsidy mechanism like contribution has passed. In this regard, the CWTA strongly recommends that the Commission should engage a plan that would first identify the absolute minimum real amount of contribution that is required to maintain affordable access rates in rural and remote areas of the country. Immediately thereafter, the Commission should initiate steps to move rates towards costs (rebalance rates) such that there no longer remain geographic areas where access rates are below the affordability threshold and attracting a contribution subsidy. Once the rates are more aligned with costs and the contribution subsidy minimized, the contribution mechanism should be abandoned in favour of a program administered by a federal department (most likely Industry Canada) and funded from the Consolidated Revenue Fund (CRF). 

 AUTONUM 
Given that the goal of the contribution regime is similar to that of other government programs, namely encouraging access such that Canada leads the world in connecting its citizens and secures a significant share of the e-commerce market, the access goal must be made an explicit government initiative and funded pursuant to the federal budgetary process. The CWTA believes that only through the budgetary process can we ensure that the explicit access goal is being attained, the social objectives are being met and the financial resources are being properly allocated.

 AUTONUM 
In this regard it is worth noting that programs forming the Government of Canada’s Connecting Canadians initiative, such as the Community Access Program (CAP), are already funded to a large extent from allocations in the Federal Budget. These allocations are derived from the CRF. The CAP is a Government initiative, administered by Industry Canada, which aims to provide Canadians with affordable public access to the Internet and the skill they need to use it effectively. The total program allocation is $100 million over 3 years, ending in 2000/01.

 AUTONUM 
The CWTA recognizes the difficult challenge faced by the CRTC in balancing social objectives (including access to service), against the financial burden (such as contribution) placed on carriers paying for social programs like contribution. However, the CWTA is of the view that obligations, like the CRTC contribution regime, serve as a tax that limits the development and deployment of new and innovative networks and services, which in turn limits the technological development and roll out of new services, which in turn affects the market’s reaction to providing access.

 AUTONUM 
Moreover, subsidies like contribution are extremely difficult to administer, encourage regulatory gamesmanship and create market distortions. In this regard it is worth considering the question – what aspects of the CRTC interconnection rules would disappear if contribution charges were eliminated?
 Rationalizing prices can greatly reduce the need for subsidies, and if any residual requirements are funded through the CRF, then the contribution regime can be eliminated. This will further allow the rationalization of the interconnection regime.

C. Subsidization of Local by Long Distance is a Wireline Phenomenon

 AUTONUM 
Contribution has been part of the wireline long distance industry since competition began. CRTC costing studies determined that wireline long distance revenues exceeded costs whereas wireline local service revenues were below cost. Therefore contribution was implicitly built into the historical wireline long distance rates and the subsidy was used to keep local prices low. In light of this historical subsidy, it is entirely appropriate that all wireline long distance carriers were required, when long distance competition was introduced, to pay the CRTC imposed contribution charge. 

 AUTONUM 
However, while wireline long distance rates historically contained a subsidy to local service, no such subsidy was ever built into wireless rates. Cellular/PCS service continues to lose money each year and it is extremely frustrating to the industry that the CRTC is considering expanding the contribution regime to require wireless carriers to pay even more. Adding a large contribution cost to the industry would be very disruptive. These contribution considerations could have the effect of limiting the potential use of wireless technology to improve or provide access to Canadians. 

D. The Dual Regulation of the Wireless Industry and the 
Fiscal Burdens Created

 AUTONUM 
Wireless carriers are subject to the regulatory oversight of both the CRTC and Industry Canada. While most wireless services are conditionally forborne from regulation by the CRTC under the Telecommunications Act, the Commission continues to have significant influence over the day-to-day operations of wireless carriers. Similarly, since all wireless carriers require access to radio spectrum, Industry Canada also has significant influence over the operations of wireless carriers. Under the Radiocommunication Act, Industry Canada regulates and controls the allocation of spectrum through, in part, the issuance of licenses for the use of spectrum. Industry Canada also typically imposes conditions, such as rollout requirements, on licensees.

 AUTONUM 
This dual regulation of the wireless industry can be contrasted against the regulation of the wireline industry that is predominately regulated by the CRTC and only peripherally impacted by some of Industry Canada’s broad telecom policy initiatives.

 AUTONUM 
Moreover, both of these regulatory agencies administer programs that have a very real impact on the bottom lines of wireless carriers. The licensing regime of Industry Canada determines the fees paid by wireless carriers for the use of the radio spectrum. The CRTC contribution regime is another example. The CRTC already requires mobile phone operators to pay contribution on their long distance traffic and, in this proceeding, is examining whether more operators should be required to pay and what the magnitude of the charges will be going forward.

 AUTONUM 
The contribution requirement was imposed on the mobile phone industry by the CRTC in 1998. In that year alone, the mobile phone industry made contribution payments totalling more than $13 million, and as the number of interconnecting circuits between wireless carriers and the incumbent telephone companies grow, so do these payments. This was in addition to the more than $130 million paid to the Government of Canada in the form of license payments for the use of radio spectrum that same year. This significant financial burden of fees and contribution threatens to undermine an industry that, in 1998, lost approximately $1billion. 

 AUTONUM 
The CWTA estimates that, in 1999, the wireless industry’s contribution bill grew to over $14 million. Also in 1999, the publicly traded cellular/PCS carriers again lost nearly $1 billion.

 AUTONUM 
Under the existing CRTC contribution regime, cellular/PCS carriers pay contribution on their long distance traffic via a per circuit surcharge. However, some proposals being considered in this proceeding would require cellular/PCS carriers to pay contribution on both their local and long distance traffic. The potential impact of these proposals on the cellular/ PCS industry is well over $100 million annually.
 In fact, with a contribution subsidy of nearly $700 million, and wireless industry revenues approaching 24 per cent of the total telecom industry’s revenues, it is quite conceivable that under some scenarios the wireless industry share of the contribution requirement would grow to well over $100 million from the some $14 million paid today.

 AUTONUM 
Moreover, there are other proposals being considered that would require paging companies and other wireless operators to also pay contribution, which would further hinder the ability to develop and deploy innovative wireless services to connect Canadians.

E. Disincentives to Serve Rural Canada

 AUTONUM 
As noted above, wireless carriers can be differentiated from their wireline counterparts in that they are regulated by both the CRTC and Industry Canada. The latter department imposes conditions of license on wireless carriers.
 Some of these conditions of license require wireless carriers to provide service in areas of the country that do not generate sufficient revenue to cover the capital and operational costs of providing service to those areas. This is a fact that is not reflected in the CRTC contribution regime. The definitions of High Cost Areas used by the Commission refer only to the wireline telephone company serving areas and their costs, not the wireless carrier’s serving areas and costs. In this regard, wireless carriers are already providing service to some fairly rural regions of the country. We should not be required, in addition, to subsidize wireline service providers who serve the same areas.

 AUTONUM 
By way of example, a PCS carrier with a 30 MHz licence to serve Cape Breton would be required to pay $27 thousand in licences annually for every PCS site it builds. This fee is required in advance of turning the site on and is payable every year that the site remains in operation.
 For an area such as Cape Breton, a PCS carrier would most likely require 4 sites to provide adequate coverage - $100 thousand in licence fees annually to serve Cape Breton and satisfy the conditions of licence. Obviously, traffic generated in Cape Breton would barely cover the annual licence fees, not to mention the capital and operational costs to serve the area. The reality of the situation is that subscribers in more urban areas and wireless carrier shareholders are implicitly subsidizing the operation in the rural areas. 

 AUTONUM 
Why should these same subscribers and shareholders also be required to support the contribution subsidy? Clearly they should not. Licence fees already contain an inherent disincentive to build facilities in rural and remote parts of the country. The added contribution burden furthers this disincentive by removing capital that could otherwise be used to expand networks to more regions of the country.
 Also, to the extent that higher price points act as a damper on service growth, an increased contribution requirement placed on wireless carriers can also be expected to stifle wireless penetration even in those areas with well developed wireless coverage. 

 AUTONUM 
Wireless carriers are continually challenged to expand their networks to unserved areas. Increased contribution payments would make it even more difficult for wireless carriers to finance these network expansions. Paradoxically then, payments of contribution by wireless carriers could diminish wireless service in rural and remote areas. 

 AUTONUM 
By way of another example, every $20 million in contribution tax taken from wireless carriers, means they can build about 50 fewer cell sites, which reduces coverage by 10,000 square kilometres. It is inappropriate to impose a contribution tax on wireless carriers in order to extend telephone services, because it causes a reduction in the coverage of wireless networks. 

 AUTONUM 
The ability of wireless carriers to extend their services to remote areas is not only important to the carriers, it is a condition of their radiocommunication licences. The contribution burden placed on wireless carriers must be minimized and should be determined with due recognition of the licence fees paid by wireless carriers to serve these areas. In this regard the Association submits that the contribution charges to be paid by wireless carriers, if any, should only apply to basic long distance services as they do today (i.e. voice traffic and not paging, messaging or Internet services). The Association submits that the Commission, if it is insistent on placing a greater contribution burden on wireless carriers, must take every step to ensure that the wireless industry’s ability to extend services throughout Canada is not unduly impeded.  The CWTA believes that ensuring that the subsidy burden is kept to its absolute minimum would go a long way toward achieving this result.   

 AUTONUM 
Moreover, explicitly identifying the contribution charge on customer bills would help make the access goal more explicit.

F. Conclusion

 AUTONUM 
To further increase the financial obligations of wireless carriers would be highly inappropriate in light of the significant level of fees and obligations that are already imposed on an industry that has yet to turn a profit. Moreover, such an increased financial burden would have the very real and serious potential to damage the ability of the wireless industry to further Canada’s connectedness and e-commerce objectives and retard the growth in wireless penetration overall.

 AUTONUM 
The present policies on contribution should be considered in light of all fees paid by wireless carriers, including licence fees, contribution rates, and taxation. The contribution collection regime needs to be reconsidered in a holistic manner in the context of ensuring the proper fiscal environment exists to encourage technological development, and service roll out which could encourage wireless access to telecommunications services and the Internet across all regions of the country. 

 AUTONUM 
The CWTA believes that the contribution regime should eventually be abolished in favour of a specific access program administered by a federal department and funded from the CRF (to the extent that subsidies are still required). In order to facilitate this migration, the CWTA suggests that the first step for the Commission would be to identify the minimum amount of subsidy actually required in order to achieve Canada’s local access objectives. To the extent that Canadians continue to require financial assistance (subsidies) in order to obtain access to telecom services, including access to the Internet, the industry believes that this objective should be explicitly identified in and funded from the federal budgetary process. 

 AUTONUM 
Should, however, the Commission decide to increase the contribution burden on the wireless industry, every step must be taken to ensure that the industry’s ability to extend services throughout Canada is not unduly impeded. It would be inappropriate for the contribution burden to limit the availability of innovative wireless services to connect Canadians. Ensuring that the subsidy burden is kept to its absolute minimum, by allowing local service rates to move toward costs, would be a meaningful step in this direction. 

 AUTONUM 
Finally, identifying the contribution charge on customer bills would also help make the access goal more explicit. 

***End of Document***

� In 1999, the industry contributed approximately $150 million in licence fees alone to the CRF and this amount increases annually. All telecom service providers contribute to the CRF in the form of taxes and other fees or obligations payable to the Government of Canada.


� This was raised at the CRTC staff organized Interconnection Workshop held on June 7 and 8, 2000.


� With more than 7.2 million subscribers today, a contribution charge of one dollar per month would equal $86 million.


� Interestingly, the licence conditions for PCS carriers do not distinguish between “WSPs” and “wireless CLECs”.


� Fees for sites built in rural areas do not differ from the fees for sites built in urban areas.


� In the case of Cape Breton, it is recognized that the Sydney exchange does not attract the contribution subsidy.
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