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TELECOM PUBLIC NOTICE CRTC 99-6

Review of the Contribution Collection Mechanism and Related Issues


Reply Comments of CWTA

July 21, 2000

 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 reply comments. 

Towards a Government Funded Access Program 

 AUTONUM 
There is a broad consensus on the record of this proceeding that the CRTC is no longer in a position to maintain an industry funded subsidy mechanism like contribution. The reasons given by participants in this proceeding as to why the contribution program cannot be sustained vary widely.

 AUTONUM 
In its final comments, the CWTA argued 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. Financial 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.  This would be counter to both the objectives of the Commission and the Telecommunications Act. Moreover, subsidies like contribution are extremely difficult to administer, encourage regulatory gamesmanship and create market distortions. As noted by Vidéotron in its oral argument, “[a]s a general rule, subsidies should not exist in a competitive market.”

 AUTONUM 
The CWTA proposed that the Commission immediately take the steps necessary to minimize the contribution subsidy required, which is another broad consensus on the record of this proceeding, thereby creating an opportunity for the government and the Commission to remove the industry funded contribution regime in favour of an explicit access program funded from the Consolidated Revenue Fund (CRF). This is desirable because an explicit program could be aimed at the end-users instead of the nebulous target of high-cost ILEC exchanges. It would also be desirable in that all telecom service providers contribute to the CRF in the form of taxes, which are based upon the profitability of companies. As noted in CWTA’s final comments, over and above any taxes paid to the federal government are licence fees paid by wireless carriers that also flow to the CRF. In the case of the wireless industry, this is a substantial contribution to the CRF annually (last year approximately $150 million was paid in licence fees).

 AUTONUM 
Many parties agreed with the CWTA that the best access subsidy program is one that would be funded by the Government. However many of these parties suggested alternatives on the belief that the CRTC would not, or could not, take the necessary steps to initiate the change. There was also substantial agreement that efforts are needed to reduce the overall size of the subsidy, before such a shift could take place. 

Minimizing the Subsidy Requirement

 AUTONUM 
As noted by CCTA during its oral presentation, “the size of the subsidy will threaten the viability of competition until the subsidy requirement is substantially reduced.”
 Moreover, the size of the subsidy itself is linked to the economic inefficiency of the contribution regime. Fortunately, there appears to be room to reduce the subsidy without threatening affordability. This point was aptly illustrated by AT&T Canada in the Appendix filed with its oral presentation. The AT&T Appendix demonstrated that with rate rebalancing and the appropriate cost calculation, the subsidy requirement could be reduced to as little as $11 million in Bell Canada territory.

 AUTONUM 
Bell Canada suggested that while local rates still remain well below cost in many areas of the country, further local rate reform could be realistically accomplished. Bell submitted that if local rates were allowed to increase to levels in effect in other parts of the country, subsidies could be reduced substantially. By way of example, Bell compared the rates in Télébec’s operating territory of nearly $31 per month, to its own rates of some $21 in the high cost serving areas.

 AUTONUM 
Many parties noted that the Commission will have several opportunities in the immediate future, some as part of ongoing proceedings, to further rationalize rates. For example the review of the current price cap period and the so-called rebanding proceeding per Public Notice 2000-27. In this regard, TELUS during the oral hearing phase hinted that it would be proposing further rate rebalancing in the upcoming price cap proceeding.

 AUTONUM 
The CWTA encourages the CRTC to undertake the rate rebalancing and rate rationalization necessary to minimize the subsidy requirement.

The Choice of Collection Mechanism

 AUTONUM 
Has a clear superior industry-funded alternative to the existing contribution mechanism emerged on the record of this proceeding? The CWTA would suggest that none have emerged. Indeed the Association’s own members do not agree as to which mechanism would be best – the existing per minute mechanism, the subscriber line charge or a revenue-based approach. Moreover, as argued by most parties in their final comments, all of the mechanisms have their own shortcomings.

Shifting the Contribution Burden

 AUTONUM 
With no obvious replacement to the existing collection mechanism, one must question why there has been such an impetus for a change. The CWTA believes that the record of this proceeding clearly demonstrates that the impetus for change is financial. The IXCs in particular have vigorously pursued change with the CRTC, the Minister of Industry and anyone else that would listen.

 AUTONUM 
However if the impetus for change is the financial state of the long distance industry in Canada, does it make sense to shift more of the burden to the wireless industry? While there might have been some illusions as to the financial health of the wireless industry at the onset of this proceeding, the record clearly shows that wireless financial losses are at least as great, if not greater, than those suffered by IXCs. Moreover, the long distance pricing strategies and capital investment decisions adopted by some IXCs to gain market share were made fully knowing that contribution charges were owing. As a result, the financial circumstances of many of the IXCs are substantially of their own making. The same cannot be said of wireless carriers, since pricing decisions have been made and margins reduced in an era where wireless carriers either paid no contribution or paid contribution only on long distance traffic (using the per-circuit collection mechanism). In these circumstances, CWTA submits therefore, there is no financial justification for shifting the contribution burden from IXCs to wireless.

 AUTONUM 
The Commission must also recognise that shifting the contribution burden to the wireless industry will slow already lagging wireless penetration rates. With current wireless penetration rates at less than 25%, which is already only one quarter of the consistently held wireline penetration rates in Canada, there is risk that promising wireless services and technologies will never come to fruition, thereby limiting choice and competition. 

 AUTONUM 
As noted by Clearnet during oral argument, Call-Net’s loss in 1998 was less than half of Clearnet’s loss ($237 million for Call-Net vs. $544 million for Clearnet).  In addition, all of the publicly traded cellular / PCS carriers in total lost more than a $1 billion in 1998, and close to the same amount in 1999.

 AUTONUM 
The CWTA would also argue that there is no public policy argument for removing the contribution burden from IXCs. Indeed, as noted above, IXCs agreed to accept the requirement to pay contribution as part and parcel of their entry into the long distance market. Clearly, in the case of wireless services, increasing the contribution paid would not benefit consumers, especially since long distance contribution, although imposed on the industry in 1998, was not built into the retail rates of most wireless services.

 AUTONUM 
Moreover, the wireless industry must pay spectrum fees to the federal government even when it provides service to rural and remote areas. The industry must also meet other conditions of licence that wireline companies do not share.

 AUTONUM 
The IXCs have attempted to shroud the real financial impetus behind the calls for changes to the contribution regime, behind arguments that packet networks and Internet protocol will surpass the circuit-switched toll technology and, therefore, minutes can no longer be measured. For example, Group Telecom complains in its oral argument that:

…Group Telecom, which are simultaneously deploying both packet and circuit networks, will have to bear significant costs in order to measure minutes that there would otherwise be no need for measuring.

 AUTONUM 
In reply, the CWTA would note that the issue of measuring toll minutes is not a justification in and of itself for shifting more of the contribution burden onto the wireless industry. Wireless carriers also have difficulties in measuring toll minutes as defined by ILEC free calling areas. That is why the Commission adopted a per-trunk collection method for wireless carriers. Clearly, the Commission could also adopt an appropriate collection mechanism for IXCs deploying packet networks or more generally for all IXCs. The reality, however, is that the IXCs are attempting to position the arguments in this proceeding such that either a significant amount of their contribution burden is shifted to wireless carriers or, in the alternative, to end customers in the form of an explicit charge that would appear on customer bills. Both alternatives would introduce market distortions and inefficiencies into the wireless market and hamper the growth of the wireless industry. In any event, while these proposals are of concern to wireless carriers as an emerging segment of the communications industry, CWTA submits that a broader concern is that such proposals have the potential to stifle the industry in general. This is of great concern to the CWTA since the penetration of wireless services in Canada already lags behind penetration rates in other industrialized countries.

Placing the Charge on Customer Bills

 AUTONUM 
Would an explicit subscriber charge on customer bills harm the wireless industry? While more and more Canadians are considering the use of a wireless phone instead of a more traditional wireline phone, there are also many wireless subscribers who have adopted the use of mobile phones, as a complement to their wired telecommunications needs. As such, the demand for wireless is very price elastic. We note on this point that approximately 40% of growth in mobile service, to date, is for prepaid service. 

 AUTONUM 
Clearnet provided a good illustration during its oral argument.
 One prepaid voucher plan of 28 minutes for a price of $10, which comes with a condition that the minutes must be used within two months, would have to increase by 20 per cent if a contribution charge equal to $1 per month had to be recovered from the customer. CWTA agrees with Clearnet that price increases of this magnitude would threaten the growth and viability of prepaid services.  

 AUTONUM 
The CWTA would also note that Canadians who cannot obtain wireline services as a result of poor or non-existent credit histories often use prepaid services. Imposing additional costs on this market segment – be they in the form of a per-line charge or a revenue-based mechanism – would only serve to hurt the very consumers that a subsidy regime is supposed to assist – those with affordability issues.

 AUTONUM 
Rogers Wireless provided further illustration of how some prepaid services work during its oral presentation.
 Prepaid customers do not receive monthly bills, so it is difficult to imagine how a monthly charge could be recovered. Some prepaid services don’t even require the customer to buy a phone from the service provider. The customer can use an old phone that can access the correct network and use the prepaid phone card purchased at a convenience store to place wireless calls. 

 AUTONUM 
The witnesses for Bell Canada expressed some of these concerns in response to questioning from the Commission. Despite the fact that Bell is proposing a subscriber line charge be mandated to apply to all customer bills including wireless, the company’s witnesses indicated:

Wireless is one of the issues  - i.e., when you introduce a line charge – but if it’s at a high level, we are afraid it’s going to have an impact on the growth of the wireless industry.

When we went to speak to our wireless folks about the possibility of a line charge, I have to say it wasn’t welcome particularly much. Though with a dollar line charge they swallowed pretty hard, I have to say at anything much more than that, it just, frankly, wasn’t coming down. So that was very much of a concern.

Later, the witnesses suggested that a charge of more than a dollar would be “where it would start interfering with the relationships that we have established with many of our services and, to go back to the wireless issue, would start interfering with the growth in that industry.”

 AUTONUM 
While Bell Canada and Bell Mobility clearly have some trepidation over the $1 per month threshold, other members of the CWTA are concerned about the impacts of a subscriber charge at any level. However, if the Commission were to impose a line charge on wireless services, the CWTA urges the Commission to ensure that such a charge is minimized to the greatest extent possible. As noted by Rogers Wireless, “…wireless demand is very elastic”.
  Even at $1 per month, the contribution collected from wireless would amount to more than 
$86 million, which is a 517% increase over the contribution paid by wireless 
in 1999.

 AUTONUM 
Call-Net argued, “it is good public policy that consumers see and understand what portion of their bill is funding universal access.”
 Similarly, 
ARC et al noted that achieving transparency in the billing process: “is a desirable objective in and of itself.“
 The CWTA does not dispute this. Making the contribution charge much more explicit is clearly desirable. However, only through a government-funded approach will the access program receive the full public accountability that an $800 million program deserves. 

Conclusion

 AUTONUM 
In conclusion, the CWTA believes the record of this proceeding provides for the following conclusions:

A. The industry-based contribution subsidy must ultimately either be eliminated through rate action or replaced by one that is funded directly by the federal government. As such the Commission should recommend that the government plan to include in its connectedness program an access subsidy.

B. The primary action to be taken by the CRTC is to further rebalance and rationalize rates in order to minimize the access subsidy required. Clearly, the base motivation for the calls for changes to the contribution regime by the IXCs is financial. The financial concerns of the IXCs stem largely from capital investment decisions and the erosion of margins in the long distance market due to price reductions since 1992, which has resulted in the erosion of the subsidy that was previously available to support access. If the subsidy is no longer available, then the Commission should immediately minimize the access subsidy requirement.

C. The wireless industry continues to suffer financial losses as great as those suffered by IXCs. As such, there is no merit to shifting more of the burden from IXCs to wireless carriers. Wireless carriers already pay contribution and wireless services cannot support an increased contribution burden. Moreover, wireless carriers should not be required to further support access pursuant to the CRTC contribution mechanism in addition to fulfilling their own Industry Canada licence conditions, including mandated rollout obligations, the requirement for licence fees to be paid, in both urban and rural and remote areas as wireless services are deployed.

D. The mandated inclusion of the access subsidy charge on customer bills (whatever it might be called and regardless of how it is calculated), would be a significant step forward in making the access goal more explicit. However, there is a significant body of wireless customers with low usage patterns who would likely be “turned-off” with even a modest addition to their bills, especially since there would be no offsetting reduction to wireless long distance rates (since long distance contribution was never built into the retail rates of wireless services). Prepaid customers account for a significant portion (40 per cent) of the quarterly growth in wireless subscribers.

 AUTONUM 
The CWTA urges the Commission to consider in full completeness the state of the wireless industry in Canada, including the dual regulation of the industry by the CRTC and Industry Canada; the financial losses being suffered; requirements to roll-out services to all parts of the country and to pay licence fees for every location served (including rural and remote regions); and the price sensitivity of wireless customers (many of whom still see wireless as a compliment to wired service), as the Commission contemplates whether to increase the contribution requirement for wireless carriers.

 AUTONUM 
In conclusion, the CWTA respectfully submits that no increase in contribution fees be imposed on wireless carriers.
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