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Alternative Handset Subsidy Recovery Scenarios

Handset sales assumed to grow by 15% in 2001 and 10% in 2002.

Average subsidy per wireless handset = $200
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February 27, 2001

Ms. Ursula Menke

Secretary General

Canadian Radio-television and

   Telecommunications Commission

Hull, PQ.

K1A 0N2

Dear Ms. Menke:

RE: Contribution Implementation Co-ordination Committee – 

Dispute Regarding Definition of Terminal Equipment

1. Executive Summary

The CWTA provides the following comments on the dispute regarding the Definition of Terminal Equipment as characterized in the Commission Staff letter dated 21 February 2001.  The detailed explanation of CWTA’s position is provided in an expanded version of its Submission to the Revenue Consistency Task Group #4 Dispute Report of 15 February 2001, which, for ease of reference, is included below.  However, before turning to the specific questions posed by Commission Staff, the CWTA would like to offer some preliminary remarks.

It is important to emphasise that the Canadian wireless marketplace is fiercely competitive in terms of pricing, services offered and network coverage with four facilities-base service providers operating on a national basis.  However, despite having some of the lowest prices in the world, penetration levels in Canada continue to lag significantly behind those in most other countries and Canadian carriers continue to sustain financial loses.  Despite these factors, the wireless industry has not abandoned the consumer market, as so many wireline CLECs have done.

Since its inception in the 1980s, the competitive mobile phone market has employed a handset pricing strategy intended to grow the market – for all competitors.  The subsidization of wireless terminals removes a significant barrier to entry for consumers.  Lower-income consumers benefit the most from this pricing strategy.  In making its original Contribution to Revenue Consistency Group #4, CWTA’s goal was to ensure that the Commission’s policy determination, that revenue from the sale of Terminal Equipment is not contribution-eligible, is applied correctly in the case of a competitive market that has a long standing and pervasive practice of subsidizing handsets.  We 
do not seek to avoid or evade our contribution payment obligations.

The CRTC determination that a deduction is appropriate for revenues associated with the sale of terminal equipment is not up for review.  The issue at hand is the fair and appropriate implementation of that determination.  Efforts of the participants in the Revenue Consistency Group have, unfortunately, resulted in a dispute over the appropriate definition of Terminal Equipment.

The initial dispute report coming from the Chair of the Revenue Consistency Group regrettably characterizes the issue as one where the wireless industry is pitted against the wireline community.  As the record of the February 20, 2001 meeting of the CCM Implementation Co-ordination Committee and CRTC Industry Steering Committee (CISC) demonstrates, there is a good deal of support for the CWTA proposal from the wired community, which included supporting statements by both Bell Canada and TELUS.  In fact, out of all of the participants to that meeting, only three parties express opposition.  Indeed the CWTA believes that the majority of participants support the CWTA proposal to recognize the full cost of wireless handsets in the terminal equipment deduction.

This is simply a matter of the consistent reporting of revenues amongst wireless carriers.  Nevertheless, it is an extremely important matter for wireless carriers that must be resolved prior to the March 31, 2001 reporting deadline.  Practically speaking, referring this matter back to the CCM Implementation Co-ordination Committee is not an option.

With respect to the three questions posed by Commission Staff in the 21 February 2001 letter, the CWTA provides the following responses.  The detailed comments of the CWTA are enunciated in the sections below.

Should a terminal equipment subsidy be recognized in the calculation of the terminal equipment deduction from contribution eligible Canadian telecommunications service revenues?

In other words should an exemption be calculated on the basis of the full cost of the terminal equipment, rather than the revenue generated by the sale or lease or other contracted use?

Yes.  The CWTA strongly believes that it would be appropriate for the exemption to be calculated on the basis of the full cost of terminal equipment (absent any deemed retail margin), rather than the revenue generated by the sale or lease or other contracted use.  Indeed, in the Revenue Consistency Group, the CWTA put forward the proposition that the subsidy should be recognized in the calculation of the terminal equipment deduction.  

As explained more fully in the following sections, the CWTA believes that including the full cost of wireless handsets would be consistent with the determination by the Commission in Decision 2000-745 that revenue from terminal equipment should be deducted from contribution-eligible revenues.  Wireless carriers subsidize the handsets to lower the up-front cost to the customers thereby reducing barriers to consumer participation in the telecommunications market and thus encouraging the growth of the Canadian wireless sector.  This is a long-standing practice in the wireless industry throughout North America.  The cost of this subsidy is recovered, over time, through revenues associated with other wireless services.   Consequently, in the CWTA's view, it is fair and appropriate to allow the deduction of the handset subsidy from other wireless service revenues.  The CWTA submits that to do otherwise would be contrary to the Decision. 

The CWTA would note that the proposal to permit the deduction of the full cost of the handset in the manner proposed is consistent with the manner in which provincial sales tax (PST) is paid on wireless handsets.  This is also explained more fully below.

During the CCM Co-ordination Committee and CISC Steering Committee meeting of 20 February 2001, one party, PIAC, questioned whether the handset subsidy should even be considered contribution ineligible.  PIAC recognized that while the subsidization of wireless handsets is a long-established industry practice, it is a practice that has been adopted by choice by wireless carriers.  Consequently, PIAC suggested that one option regarding the treatment of the handset subsidy for contribution purposes might simply be to ignore it.  In other words, wireless carriers would be expected to pay contribution on the handset subsidy as long as they continued to use the marketing practice.

In the CWTA's view, the Commission should reject outright the apparent suggestion of PIAC that the handset subsidy should be ignored.  It is inconsistent with Decision 2000-745, which explicitly states that terminal equipment sales and rental revenues are not contribution eligible.  In effect, it amounts to a request to review and vary the Decision.  Moreover, if adopted, PIAC's suggested option would penalize the wireless industry and, ultimately consumers, for having adopted a long-standing marketing approach under which the cost of wireless handsets is subsidized.  According to PIAC, if wireless carriers want to avoid paying contribution on the handset subsidy, they should simply change their marketing practices.  CWTA submits, however, that the intent of Decision 2000-745 is not to shape marketing policies for the industry.  Eliminating the practice of subsidizing wireless handsets could have severe implications for the Canadian wireless industry, including significantly slowing growth of wireless services in Canada.

If the subsidy is recognized, should it be recognized only in the case of wireless handset?

The subsidization of handsets is a long-standing business practice in the wireless industry throughout North America, including Canada.  The issue is of very real and immediate concern for wireless carriers.  Most wireless carriers included this deduction in their January 15, 2001 reports to the Commission.  It would appear, based on the discussions within the Revenue Consistency Task Group, that wireline carriers did not see the need for a similar deduction.  The CWTA is unaware of any current situations where wireline carriers consistently and significantly subsidize terminal equipment in order to grow the penetration of the entire industry.  Indeed, no examples of any long-established practice of this nature among wireline carriers were brought forward to the Revenue Consistency Task Group.

The CWTA fully supports the principle of technological neutrality.  In this regard we would note that the goal of the definition proposed by the CWTA is to account fairly for the manner in which the wireless industry has driven penetration levels throughout North America since the early 1980s.  To not account for this would, in our view, introduce biases against the wireless industry in the implementation of a decision, one of the primary objectives of which is competitive equity.

We believe that it is important to stress that the subsidization of wireless handsets is an industry-wide practice, not one of individual companies.  With deference to the position taken by SaskTel thus far, the CWTA would note that SaskTel Mobility continues to control the vast majority of the mobile market (over 90 per cent) in the province.  As such it is not surprising to the CWTA that SaskTel Mobility has apparently been able to limit the magnitude of the handset subsidies it offers by only subsidizing handsets purchased at certain times of the year (notably the fourth quarter which is the busiest quarter for cellular activations).  We believe that the situation in Saskatchewan is an anomaly owing to the past regulatory framework in the province.  With this context in mind, the CWTA respectfully submits that Saskatchewan is not an appropriate model to use as the basis for formulating regulatory policy for highly competitive markets.

We would also note that provincial government of Saskatchewan, for the purposes of applying provincial sales tax to wireless handsets, does not tax the full cost of the handset (which is consistent with CWTA’s proposal to include the full cost of handsets in the terminal equipment deduction).  Instead, Saskatchewan, in common with several other provinces, applies tax to the amounts charged to the end-customer.  Saskatchewan explicitly considered and rejected the possibility that handset subsidies should be considered promotional distribution, because the cost of the handset is, in fact, recovered from the customer. 

The tax treatment of wireless handset sales by provincial governments is addressed in further detail in section 7 below.

If the subsidy is recognized, what methodology should be employed in calculating the deduction?

The CWTA has proposed that the deduction be taken in the month it is booked in the accounts of the carrier.  During discussions within the Revenue Consistency Group, one party suggested that it might be appropriate to employ a moving average to calculate the deduction.  In response to this second proposal, Microcell provided its analysis of the impact of spreading the deduction using a moving average relative to taking the full deduction in the month it is booked in the accounts.  This analysis is explained more fully below and the original Microcell analysis is attached to this submission.

The analysis conducted by CWTA and its members demonstrates that, while adding complexity to the handset subsidy deduction calculation, the moving average approach leaves the end result largely unchanged relative to taking the full deduction each month.  For this reason, CWTA recommends that the handset subsidies should simply be deducted, in full, in the period (i.e., month) that they are incurred (consistent with standard accounting practices).  We further note that this would be consistent with the treatment of handset revenues.

2. Introduction

Pursuant to the procedure outlined in a letter from CRTC staff dated 21 February 2001, the Canadian Wireless Telecommunications Association (“CWTA”) submits these comments regarding the first dispute identified in Staff’s letter, namely, the Definition of Terminal Equipment.

In the Revenue Consistency Group #4, the CWTA proposed the following definition Terminal Equipment for the purpose of implementing Decision 2000-745:

The Sale or Rental of Terminal equipment is defined as revenue generated by the transfer of title or specifically contracted use of any network addressable equipment, which is intended for use in conjunction with the provision of a telecommunication service. For the sale or rental of wireless handsets, this includes the full cost of the handsets rather than just revenues associated with their sale. Equipment providing telecommunication services are items such as client premises routers, PBXs, handsets, satellite, stand-alone earth station equipment and jointly-used teleport facilities. Ancillary services, including equipment installation, site preparation, programming, maintenance, customer training, engineering, design, technical support and related financing charges, are also considered a component of “Terminal Equipment Revenues” pursuant to Decision 2000-745 requirements.

3. Background – Wireless Handset Subsidy

Wireless carriers typically subsidize the cost of handsets provided to subscribers (in some cases providing the handset free of charge) in order to reduce the up-front costs of adopting wireless service.  The adoption of the wireless handset subsidy was deemed necessary, in the early days of the industry when the service penetration rate was effectively zero and the cost of terminals, e.g. over $2000 per unit, was a disincentive to service growth.  Today, this pricing model is common throughout the North American wireless industry, though not used by Canadian wireline carriers. The use of handset subsidies has been instrumental in promoting wireless service penetration throughout North America.

Today the use of handset subsidy is now an ingrained characteristic of the North American wireless pricing model.  More importantly, the handset subsidy concept remains a key pricing consideration in the continued growth and development of the Canadian wireless market.  It is instructive to note that, despite the intensely competitive nature of the wireless marketplace, the handset subsidy is employed by the vast majority of wireless service providers competing in Canada.  The focus on service penetration reflects the fact that, that unlike the wireline industry, wireless penetration in Canada is still below 30% and that service development remains a key objective of both government policy and service providers alike.  Consequently, the use of the wireless handset subsidy pricing model continues to be a significant factor, in this regard, in Canada as it is in the United States. 

In Decision 2000-745 the Commission determined that terminal equipment would be excluded from contribution eligible revenue.  Wireless carriers have argued that the concept of the handset subsidy is unique to the wireless industry and is therefore a matter for the revenue consistency group to address.  Some parties to this proceeding have proposed, to the contrary, that the issue of the wireless handset subsidy is a bundling issue no different than that, which would apply to wireline service providers.  The wireless industry submits that that the facts surrounding the wireless handset subsidy do not support this view.

As noted by wireless participants throughout the working group’s activities, the concept of the wireless handset subsidy has been employed in the North American wireless industry now for virtually twenty years.  As previously stated the vast majority of wireless carriers operating throughout North America employ handset subsidies.  Also as previously noted the original, and continuing, objective of the subsidy is to promote wireless service development, not to stimulate the sale of wireless handsets.  Although it is also notable that in the wireless industry, unlike the wireline industry, there is a strictly one-for-one relationship between terminal apparatus and new service activation.  Consequently, suggestions that wireless carriers are somehow attempting to gain competitive advantage through the use of handset subsidies are simply not supported by the facts. 

4. The Commission’s Treatment of Forborne Markets

It also should be recognized that the potential also arises that, through regulatory fiat, the perverse affect could arise of the Commission initiating fundamental pricing changes in a competitive market from which its has previously forborne. Such a situation would arise should the Commission’s activities, in implementing Decision 200-745, result in a decision by wireless carriers to modify their pricing structures, as a result of treating the handset as a “bundling” issue, and charging a higher price for wireless handsets.

The wireless industry notes that in Telecom Order CRTC 98-1092, which dealt with a number of requests for mandated intrusion into the wireless industry, the Commission concluded that conditions in the wireless industry were “substantially different” than those which existed in the wireline industry when similar issues were addressed.  The Commission noted in its Order that in competitive markets, where forbearance had been deemed appropriate, that it was “... the Commission’s general approach of fostering the growth of competitive markets, and whenever possible, leaving rates, terms and conditions for the provision of services to be disciplined by competitive markets.”  The wireless industry submits that for the Commission to now take action which could result in modifications to a fundamental element of the North American wireless pricing model would run entirely counter to the spirit of the Commission’s general approach as outlined in Order 98-1092.  The Canadian wireless industry does not believe that such a result would constitute good public policy.

The wireless industry further notes that the implications of such a move would leave Canada disadvantaged, vis-à-vis the United States, with regard to the development of a key segment of the telecommunication industry.  This could occur as US wireless service penetration, aided by the continuation of the US handset subsidy continues to grow, while Canadian penetration begins to stagnate.  The wireless industry believes that such a result would run directly counter to stated government policy in this regard.

5. Wireless Carriers’ Proposal
Consequently, wireless carriers propose that the full cost of handsets, rather than revenues associated with their sale by wireless carriers, be treated as a deduction from contribution-eligible revenues, in keeping with paragraph 93 of Decision 2000-745. Handset revenues recover only part of the cost of the terminal equipment, with the handset subsidy accounting for the difference. We note that such a deduction could easily be verified by external auditors and by the Commission, because, where used, wireless carriers explicitly quantify the subsidy in their books.

In our view, the issue is quite simply one of consistent revenue reporting across wireless carriers. In this regard, we would note that most wireless carriers included a deduction for handset subsidies in their January 15, 2001 reports to the Commission. 

Some parties in the revenue consistency sub-task group 1, while not disagreeing with the legitimacy of the full deduction for the handset subsidy, have suggested that the issue is one of bundling and, as such, should be dealt with by the Bundling and Other Exemptions Task Group.  The Chair of that Task Group stated at the meeting of February 20, 2001, that this subject had not been raised at any of the Task Group’s meetings.  The fact that none of the twenty-some participants raised the handset subsidy matter as a bundling issue should, in the CWTA’s view, be instructive to the Commission in concluding that this is not a bundling matter.  The CWTA disagrees with the characterization of this issue as one of bundling of services and terminal equipment. On the contrary, the issue is not one of bundling wireless handsets with services; rather it is an issue of recovering the cost of handsets from all revenue streams from customers.

6. SaskTel's Bundling Proposal

In its Contribution,
 SaskTel has suggested that the handset subsidy should be treated as a bundling issue. It suggested that the formula currently being developed by the Bundling Group be used to separate contribution-ineligible handset revenues from other contribution-eligible wireless service revenues.

In the CWTA's view there are a number of problems with SaskTel's suggested approach that make it inappropriate.

SaskTel has suggested that the handset subsidy "arises in situations where the purchase of a discounted cellular handset is dependent on the signing of a contract, which includes both access and usage components" (emphasis added). However, the existence of a contract does not imply the existence of a bundle. In any case, many wireless service providers do not require subscribers to enter into a contract to obtain wireless services.

In its Contribution, SaskTel provides an example of what it considers to be a potential "bundle" that includes a handset subsidy. In the example, the "bundle" is assumed to include the following components:

· monthly access charge (assumed to be $20)

· monthly usage charges (assumed to be $20 on average)

· handset subsidy (assumed to be $250)

· all of which is provided under a two-year contract period

The problem with this example is that it arbitrarily defines a set of services that are assumed to be "bundled"  --  i.e., in this case, the handset subsidy, monthly access charges and usage charges. In fact, there are separate rate elements for the access and usage components, whereas there is no price element for the handset subsidy. The assumption that these components even constitute a "bundle" is debatable. In fact, the example is based on C1 and SaskTel's broad definition of a bundle, which is currently subject to dispute in the Bundling and Other Exemptions Group. As with the vast majority of members of in that Group, the CWTA disagrees with the bundling definition that SaskTel relies on in its Contribution.

Setting aside the bundling definition dispute, it is important to reiterate that handset subsidy is recovered from a wireless carrier's general revenues. It is not "bundled" with any specific product or service or any specific group of products and/or services. Therefore, it is not correct to arbitrarily define a group of products and services, as SaskTel has attempted in its Contribution, for the purpose of determining contribution eligible and ineligible product and service revenues.

Moreover, the calculations made by SaskTel in its proposed "bundle" example are incorrect and misleading. First, SaskTel arbitrarily spread the recovery of the handset subsidy over a 24-month period (the basis for this lengthy a time period is not explained).  Second, SaskTel discounted the "stand-alone price" assigned to the handset subsidy component of the bundle below cost, thereby understating its value in the proposed "bundle". Third, SaskTel includes stand-alone prices for the access and usage components that are not, in fact, stand-alone prices. Stand-alone prices for access and usage charges do not exist because it is standard industry practice to subsidize handsets and, in doing so, raise rates, to one extent or another, for all services in order to provide for the recovery of the subsidy. The prices SaskTel uses in its example, therefore, have the effect of overstating the value of the access and usage components in its proposed "bundle". Consequently, all of the stand-alone prices used by SaskTel in the formula are incorrect. Furthermore, the error in each instance serves to understate the portion of the proposed "bundle" that is attributed to the handset subsidy. Consequently, the results of SaskTel's example are incorrect and misleading.

In addition, SaskTel compared the results of its bundling example with an alternative approach under which the handset subsidy is spread or, in effect, deducted over 24-month period. CWTA notes that this alternative was also discussed in subtask group 1 (although significantly shorter time frames were considered). However, members of the subtask group rejected the approach because, among other reasons, there was little difference in the resulting subsidy deductions whether it was spread over a number of months or simply deducted on a current-period basis as proposed by the CWTA. In this respect, Microcell provided the subtask group with an analysis that demonstrated this point.
  

The CWTA would also note that should SaskTel’s proposal be adopted, in order for the calculation to be accurate it would have to be done on a per customer basis.  This would be an administrative nightmare and is clearly inappropriate.

In CWTA's view, had SaskTel been able to conduct its proposed "bundling" exercise correctly (assuming the individual components could be valued correctly), it would have found no significant difference between the two approaches it followed in its Contribution. In any case, the CWTA believes that both approaches considered by SaskTel are unnecessary and inappropriate. The CWTA's proposal for the treatment of handset subsidies is preferable given that it is straightforward, accurate, and fair.

7. Tax Treatment of Wireless Handset Sales by Provincial Governments

The issue of whether the full cost of wireless handsets should be taxed has arisen in the context of provincial sales tax legislation.  In this regard, provinces have agreed with the CWTA that the full cost of the wireless handset would not be assessed for application of provincial sales tax (PST).  The reason for this tax treatment is that the full cost of the handset is ultimately recuperated from the customer through the sales of taxable telecommunications services.  As such, PST is collected on the full cost of the handset.

In the case of the CRTC contribution regime, the intent of the Commission is to not collect contribution on revenues from the sale of terminal equipment.  Since wireless handsets are subsidized, and since the full cost of the handset is recovered thought the sale of contribution-eligible services, it is appropriate to deduct the full cost of the handset from contribution-eligible revenues.  This would be consistent with tax treatment at the provincial level.

As evidence of the provincial tax treatment of wireless handsets, we have attached a letter to the Saskatchewan Finance Department dated May 18, 2000
 (sent on behalf of the CWTA) and a reply from the Government dated June 28, 2000
.  As can be seen in the letter from the Saskatchewan Finance department, PST does not apply to the cost of the phone:

…even though the charge for the phone is less than the original cost of the phone, the total charge for the service and phone is subject to tax.  Since, the phone charge and service are charged to the customer, tax does not apply to the cost of the phone. [Emphasis added].

The CWTA has similar rulings from other provinces.  The example of Saskatchewan is provided here, in light of the position taken by SaskTel.  Clearly to the extent that SaskTel Mobility subsidizes handset sales, it would benefit from this tax ruling.
  Moreover the position of Saskatchewan, which owns SaskTel, with regards to the application of PST is inconsistent with the position taken by SaskTel with respect to the definition of terminal equipment.

8. Technological and Competitive Neutrality

There have also been concerns about the technological neutrality of the CWTA proposed definition, its fairness to all market participants and the potential for regulatory gamesmanship. The CWTA fully supports the principle of technological neutrality. In this regard we would note that the goal of the definition proposed by the CWTA is to fairly account for the manner in which the wireless industry has driven penetration levels throughout North America since the 1980s. To not account for this would, in our view, introduce biases against the wireless industry.

9. Conclusion

The CWTA is extremely concerned that a failure to account for the full cost of handset subsidies within the definition of terminal equipment could force wireless carriers to abandon a long standing approach to driving penetration levels through the subsidization of handsets. Abandoning this approach could result in a dramatic increase in the prices of handsets, which, in turn, would have a very serious and dramatic dampening effect on the growth of the wireless industry.  

Sincerely,

J. David Farnes

Vice President,

Regulatory Affairs

Attachments

Wireless Handset Subsidy Recovery Options

Prepared by Microcell for Discussion Purposes

February 9, 2001

1. Regarding the definition of terminal equipment revenues for the purpose of Decision CRTC 2000-745, wireless carriers have proposed that the full cost of wireless handsets, rather than revenues associated with their sale, be treated as a deduction from contribution-eligible Canadian telecommunications service revenues.  The difference between the two is the handset subsidy.  Based on discussions to date in Revenue Consistency sub-task group #2, two alternative approaches have been suggested regarding the possible treatment of the subsidy. 

2. Under the wireless carriers' proposal, for the purpose of determining contribution-eligible telecommunications service revenues, the deduction of the full cost of wireless handsets would consist of two components:  (i) handset revenues and (ii) the handset subsidy (i.e., the difference between the cost of handsets sold and the corresponding handset revenues, net of any assumed retail margin).  While handset revenues would be fully deductible in the period the handsets are sold, the following two alternative approaches to deducting the corresponding handset subsidies have been suggested.

3. First, consistent with the treatment of handset revenues, the handset subsidies could simply be deducted, in full, in the period (i.e., month) that they are incurred (consistent with standard accounting practices).

4. Second, it could be assumed that handset subsidies are recovered over a set period of time, for instance, over 6, 12 or 18 months (the period chosen should reflect the rapid rate of technological obsolesce for wireless handsets).  In this way, the handset subsidy is "spread" or, in effect, recovered over the established time period.  For instance, if period is assumed to be 12 months, in any given month, the total handset subsidy deduction would reflect 1/12th of actual handset subsidy incurred in that month along with 1/12th of the handset subsidies incurred in each of the preceding 11 months.  In effect, the monthly handset subsidy deduction would be calculated on a moving-average basis.

5. Tables 1 and 2 provide hypothetical handset subsidy recovery examples to illustrate the potential differences in the monthly and annual subsidy deductions under the two alternative approaches.  The basic assumptions used in the examples include the following:

· 150,000 wireless handsets sold in 2000 (pre Decision 2000-745 period)

· 40% of annual handset sales assumed to occur in November & December

· Table 1:  handset sales growth 15% in 2001 and 10% in 2002

· Table 2:  handset sales growth 5% in 2001 and -5% in 2002

· average subsidy per wireless handset = $200

· alternative recovery periods under the second approach: 6, 12 & 18 months

1. Not surprisingly, the scenarios in Tables 1 and 2 indicate that the shorter the recovery period, the less difference there is between full current period deductions (column 2) versus alternative moving-average deductions (columns 3, 4 and 5).  The results also show that there is little difference on a year-over-year basis as far as the total deductions are concerned regardless of the recovery period chosen (i.e., 6, 12 or 18 months).  In Table 1, for instance, spreading the recovery over 6 to 18 months results in handset subsidy deductions in 2002 that are in the order of 92% to 97% of those based on full current period subsidy deductions.  If the growth in year-over-year handset sales is negative (as is assumed to be the case in 2002 in Table 2) the moving-average approach results in subsidy deductions that are slightly greater than the full current period deductions (i.e., 2 to 3% greater as indicated in 3, 4 and 5 of Table 2).

2. These examples suggest that while the second approach reduces month-to-month fluctuations in handset subsidy deductions by averaging the deductions over a set period of time, it results in almost the same level of deductions on a year-over-year basis relative to the first approach.  The second approach results in somewhat lower or higher deductions on a month-to-month basis depending on the growth rate of handset sales over time.  Consequently, while adding complexity to the handset subsidy deduction calculation, the second approach leaves the end result largely unchanged.  For this reason, the first approach is superior to the second.
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Alternative Handset Subsidy Recovery Scenarios

Handset sales assumed to grow by 5% in 2001 and -5% in 2002.

Average subsidy per wireless handset = $200

Year /

Handset 

Monthly

Month

Sales

Handset 

Growth

Subsidy

6-month 

12-month 

18-month

Rate

('000)

('000)

('000)

('000)

2000

Jan

9,000

1,800

$      

 

Feb

9,000

1,800

$      

 

Mar

9,000

1,800

$      

 

Apr

9,000

1,800

$      

 

May

9,000

1,800

$      

 

Jun

9,000

1,800

$      

 

Jul

9,000

1,800

$      

 

Aug

9,000

1,800

$      

 

Sep

9,000

1,800

$      

 

Oct

9,000

1,800

$      

 

Nov

30,000

6,000

$      

 

Dec

30,000

6,000

$      

 

150,000

   

 

30,000

$    

 

na

na

na

2001

5.0%

Jan

9,450

       

 

1,890

$      

 

3,215

$      

 

2,508

$      

 

Feb

9,450

       

 

1,890

$      

 

3,230

$      

 

2,515

$      

 

Mar

9,450

       

 

1,890

$      

 

3,245

$      

 

2,523

$      

 

Apr

9,450

       

 

1,890

$      

 

3,260

$      

 

2,530

$      

 

May

9,450

       

 

1,890

$      

 

2,575

$      

 

2,538

$      

 

Jun

9,450

       

 

1,890

$      

 

1,890

$      

 

2,545

$      

 

2,297

$     

 

Jul

9,450

       

 

1,890

$      

 

1,890

$      

 

2,553

$      

 

2,302

$     

 

Aug

9,450

       

 

1,890

$      

 

1,890

$      

 

2,560

$      

 

2,307

$     

 

Sep

9,450

       

 

1,890

$      

 

1,890

$      

 

2,568

$      

 

2,312

$     

 

Oct

9,450

       

 

1,890

$      

 

1,890

$      

 

2,575

$      

 

2,317

$     

 

Nov

31,500

     

 

6,300

$      

 

2,625

$      

 

2,600

$      

 

2,567

$     

 

Dec

31,500

     

 

6,300

$      

 

3,360

$      

 

2,625

$      

 

2,817

$     

 

157,500

   

 

31,500

$    

 

30,960

$    

 

98%

30,638

$    

 

97%

na

2002

-5.0%

Jan

8,978

       

 

1,796

$      

 

3,344

$      

 

2,617

$      

 

2,816

$     

 

Feb

8,978

       

 

1,796

$      

 

3,329

$      

 

2,609

$      

 

2,816

$     

 

Mar

8,978

       

 

1,796

$      

 

3,313

$      

 

2,601

$      

 

2,816

$     

 

Apr

8,978

       

 

1,796

$      

 

3,297

$      

 

2,594

$      

 

2,816

$     

 

May

8,978

       

 

1,796

$      

 

2,546

$      

 

2,586

$      

 

2,582

$     

 

Jun

8,978

       

 

1,796

$      

 

1,796

$      

 

2,578

$      

 

2,349

$     

 

Jul

8,978

       

 

1,796

$      

 

1,796

$      

 

2,570

$      

 

2,343

$     

 

Aug

8,978

       

 

1,796

$      

 

1,796

$      

 

2,562

$      

 

2,338

$     

 

Sep

8,978

       

 

1,796

$      

 

1,796

$      

 

2,554

$      

 

2,333

$     

 

Oct

8,978

       

 

1,796

$      

 

1,796

$      

 

2,546

$      

 

2,328

$     

 

Nov

29,925

     

 

5,985

$      

 

2,494

$      

 

2,520

$      

 

2,555

$     

 

Dec

29,925

     

 

5,985

$      

 

3,192

$      

 

2,494

$      

 

2,783

$     

 

149,625

   

 

29,925

$    

 

30,492

$    

 

102%

30,831

$    

 

103%

30,874

$   

 

103%

Handset Subsidy Recovery on a

Monthly Moving-Average Basis


For the electronic filing, please see the accompanying Adobe file “Raymond.pdf”.

For the electronic filing, please see the accompanying Adobe file “Sask2.pdf”.
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� 	As discussed in its Contribution: "Cellular Terminal Subsidies", 11 February 2001.


� Please see Attachment 1.


� Please see Attachment 2.


� Please see Attachment 3.


� During discussions at the Revenue Consistency Group, SaskTel admitted that it does subsidize handset at certain times of the year.
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