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October 17, 2001

Ms. Ursula Menke

Secretary-General




ELECTRONIC VERSION
Canadian Radio-television and 

   Telecommunications Commission

Les Terrasses de la Chaudière

One Promenade du Portage

Hull, Québec

K1A-0N2

Dear Ms. Menke:

Re: Public Notice CRTC 2001-37 Price Cap Review

1. Paytel Canada, Inc. (“Paytel”) is a duly registered competitive pay telephone service provider (“CPTSP”) in accordance with the requirements of Telecom Decision CRTC 98-8. It has also become an interested party in this proceeding by virtue of its letter to the Commission and interested parties dated August 13, 2001.
Paytel’s Issue in This Proceeding
2. Paytel’s submission in this proceeding is limited to one very specific aspect of the matters before the Commission. That issue is the rate to be charged for local pay telephone cash calls made using the pay telephones of Bell Canada and TELUS.
Paytel’s Position
3. Paytel submits that the incumbent telephone companies should not be allowed to set local pay telephone rates within a range that may be as great as 100%, as Bell Canada and TELUS have proposed. Granting them such latitude will have anti-competitive results and it will not necessarily provide the incumbents’ pay telephone customers with any discernible benefits.

4. Regulated local payphone rates have not been allowed to keep pace with other local rate alternatives over the past 20 years. The current rates of $0.25 (Bell Canada) and $0.35 (TELUS in Alberta) serve no policy purpose any longer and artificially constrain competition in this sector of the industry. The time has come for the Commission to approve a local calling rate of $0.50 for all regulated Canadian carriers.

The Bell et al Proposal
5. The May 31, 2001 submission filed on behalf of Aliant Telecom Inc. Bell Canada, MTS Communications Inc. and Saskatchewan Telecommunications (“Bell et al”) discusses local payphone services at section 6.3.3, beginning at page 72.

6. The picture that Bell et al paint of the payphone industry is not an encouraging one. They note that [specific references in parentheses]:

(a) Payphone service is in decline, even though the overall public communications market is poised to grow substantially over the next five years [paragraph 6-61];

(b) Payphone decline is the result of several factors, including wireless growth, long distance rate declines, material expansion of extended area service (“EAS”) boundaries and new toll-free services [6-63, 6-65];

(c) Customers make less use of payphones after acquiring a wireless service than prior to acquisition [6-63];

(d) Available revenues required to support the service are being reduced [6-57, 6-64];

(e) Increased labour costs associated with payphone maintenance and increased commissions to location providers have further eroded payphone profitability [6-66];

(f) Current price cap rules constrain the ability of those Companies to respond [6-57]; 

(g) It is increasingly difficult for the industry to justify the capital investments required [6-70]; 

(h) “Payphone service in Canada is increasingly more difficult to maintain” [6-67] and “continued accessibility of the public payphone service may well be in jeopardy” [6-57]; and

(i) If the situation does not change, “there is considerable risk that at some point, Bell Canada may be forced to close down its payphone operations entirely” [6-71].

7. Although Bell et al do not say how many of what they call “unprofitable” payphones they have removed recently, they imply that, as a result of this state of affairs, they will seek to continue to remove those payphones as quickly as they can. They indicate that they will abandon all but the “high traffic and low cost locations, such as airports and shopping malls, thereby being available only to a segment of the Canadian population” [6-71]. 

8. Bell et al state that, despite the fact that competition in the provision of payphone service has been permitted since Decision CRTC 98-8, there are only five active competitors in Ontario and Quebec. One of those competitors is TELUS [6-68]. However, even they “have not made significant inroads into the payphone market in Ontario and Quebec” [6-69].

9. The result of these developments is that the Commission now has a regulated sector that is operating an essentially unprofitable and declining monopoly. It is unhappy with the obligation to provide payphone service under current circumstances. The competitive segment is frustrated, to say the least.

10. Bell et al lay the blame for this state of affairs squarely at the feet of an out of date regulated rate of $0/25 per local call, a rate that has not changed since 1981 [6-70]. That level is evidently too low for the incumbents to provide the quality of service that customers expect. As the benchmark against which competitors must be compared, it is too low to permit any reasonable opportunity for CPTSPs to make an acceptable return. This is particularly true in light of other revenue restrictions placed on CPTSPs. 

11. Bell et al have provided information suggesting that the vast majority of local payphone calls in the U.S. are charged at $0.35 U.S. per call, or about $0.50 Canadian [6-75]; in the U.K., British Telecom recently doubled its minimum rate to the equivalent of $0.42 Canadian last year [6-77].

12. Payphone service falls within the “Other Capped Services” sub-basket, for purposes of the current price cap regime that was established in Telecom Decision CRTC 97-9. Bell et al argue that it cannot operate under the existing requirement that in effect mandates any increase in payphone rates be offset with price decreases in other services and that what is required is a break in the linkage among service prices [6-78]

13. Specifically, Bell et al propose that for Bell Canada alone, that Company have the flexibility to charge up to $0.50 per local call from indoor payphones and to introduce a $0.50 local directory assistance charge for such payphones. Bell Canada would not change the rates for outdoor payphones [6-80].

14. Paytel objects to the proposal as advanced in the strongest possible terms. Simply put, if the CRTC allows the changes requested, it will make it very difficult for CPTSPs to compete in Canada. 

15. The Bell Canada proposal – to the extent that it is based on any notion of essential service – implies that a payphone in a downtown core street is more essential than one located inside a hospital. To the extent that the proposal is based on affordability, it assumes that this is more of an issue to individuals outside than those inside a building. There is no support offered for either of these propositions. 

16. In addition, there are two aspects of the proposal that must be considered in terms of what they actually mean for the competitive industry.

17. The first is the situation with respect to outdoor payphones, the ones that Bell Canada would not change. Most importantly, because the incumbents have been providing payphones service for many years, they have had the opportunity to pick and choose the best outdoor locations. It has also been Paytel’s experience that these payphones are sometimes located on municipal property and that municipal agreements can impact very severely the profitability of such phones. These factors suggest that the competitors will have increasing difficulty operating profitable outdoor services, if the basic rate is left at $0.25 into the foreseeable future.

18. The situation with respect to indoor payphones is even more problematic. All payphone service providers attempt to obtain as much exclusivity as they can from their location providers. Sometimes they are successful and other times they are not. The incumbents offer a variety of services in addition to payphone service. They also have sources of payphone revenues that are currently denied to CPTSPs or that are just beginning to be made available, e.g. operator service revenues, 1-800 calling revenues and by far the most important revenue source, namely calling card revenues. 

19. These are advantages that the incumbent can offer to potential location providers that arise solely because they are the incumbents and not because of any business or cost advantage that they have as compared to the CPTSPs. The question of the appropriateness of those advantages is outside the scope of the current proceeding but it does provide the factual backdrop against which the Paytel submission is offered.

20. If Bell Canada or any other incumbent is granted the flexibility with respect to indoor payphones that it seeks, what will be the practical result? The incumbent will raise the rate for local calls to $0.50 immediately, where it has an adequate degree of exclusivity and it will leave the rate at $0.25 where it faces competition. 

21. This will result in the worst of all worlds for payphone users and for the competitive industry. Bell Canada does not offer any improvement in service as part of its proposal and none should be implied, since the entire thrust of the submission is that Bell Canada needs to increase its revenues and profitability from payphones.

22. Competitors will not be able to improve their financial position and expand service as a result of a higher basic rate, since increases will only occur where they cannot compete, because of exclusivity arrangements. The incumbent will improve its cash flow everywhere that there is no material competition. Without any doubt, this will make the provision of payphone service a completely unattractive proposition for any potential new entrants and it will further marginalize those few CPTSPs who are attempting to provide a competitive service in Canada. The competition envisaged by the CRTC in Decision 98-8 will never happen.

23. In Paytel’s respectful submission the answer to this issue is straightforward. The incumbents should have no flexibility whatsoever with respect to the basic local calling rate. They will inevitably use it for anti-competitive purposes that have the beneficial side effect (for them) of increasing their cash flow. The proposed flexibility actually improves the incumbents’ ability to starve out the CPTSPs.

24. CRTC decisions in recent years have made it clear that the Commission favours an increasingly cost based approach to almost all telecommunications services provided by the incumbents (and hence by their competitors). Even the residential high cost serving area proceedings have attempted to focus on specific exchanges and costs associated with those exchanges, in an effort to minimize the overall subsidy from one telecommunications service user to another. Moreover, the CRTC has created a portable subsidy pool specifically to allow fair competition in the provision of service by all local exchange carriers to these areas.

25. Payphone service should not be immune from this overall approach. The CRTC has made the decision that the payphone industry should be opened up to competition. A number of entrants including Paytel have made substantial financial commitments in reliance upon that decision and have attempted in good faith to offer Canadians a variety of payphone services.

26. Paytel has no information as to the profitability of the incumbents’ payphone operations. Given all of their revenue advantages noted above, they should be profitable overall. However, with their relatively high cost structures, they may not be and that may the basis for the current application to increase rates on a discretionary basis. Paytel submits that the incumbents should not be permitted to offer payphone service on a below cost basis, since that is incompatible with a competitive industry.

27. Paytel submits that the appropriate regulatory response to Bell Canada’s request is to mandate that all Bell Canada local payphone cash calls, regardless of whether they are from indoor or outdoor payphones, be priced at $0.50. Leaving the rate at the current $0.25 level, or mandating a smaller increase (which will result in government taxes being applicable), will simply not be viable in the long run. This is conceded by Bell Canada itself in its submission:

“A local payphone services rate or a local directory assistance service rate less than $0.50 is not sufficient to materially change the viability of this industry in Canada” [6-82].

28. This response of one uniform rate will remove any ability on the part of Bell Canada to attempt any anti-competitive pricing techniques, based on the level of competitive in any given area.

29. Paytel submits that it is pointless to debate whether Bell Canada would actually undertake such an approach. The point is that the incentive would be there if the requested flexibility was granted and it will not be there if the flexibility does not exist.

30. As noted above, the local calling rate has not changed in a generation. Since 1981, the consumer price index has increased 97.14%.
 Therefore what cost $0.25 then would normally cost about $0.50 today. This suggests to Paytel that if the CRTC viewed $0.25 as an affordable rate when it approved it in 1981, a rate of $0.50 per call would be just as affordable today. Advances in technology since that time may have allowed Bell Canada to operate payphones more efficiently, with the result that a $0.50 rate ($0.40 net revenue, as noted by Bell et al at paragraph 6-82) produces a greater percentage return than $0.25 did in 1981. However, this is quite consistent with the CRTC’s overall approach to price caps generally.

31. Such an approach is also quite consistent with the telecommunications policy as set out in section 7 of the Telecommunications Act and in particular sections 7 (b), (c) and (f). Those sections all speak to telecommunications services that are reliable, affordable and market driven and a telecommunications system that is efficient and competitive. 

The TELUS Proposal

32. The TELUS position with respect to payphones is set out in one paragraph at section 2.2.3.6 of its May 31, 2001 submission, at page 17. On the issue of competition, TELUS simply notes that “there has not yet been entry in all bands”. This is particularly interesting, since the rate for a local cash call in Alberta was raised to $0.35 by the CRTC. This implies that, even for the CPTSPs, with their lower cost structures and more efficient operations (since they focus only on the payphone industry), require a level somewhat greater than that in order to foster a healthy competitive sector.

33. The TELUS proposal has not been well thought out. It asks that it be granted flexibility to charge up to $0.50 per local call “where there is no evidence of competitive entry”, without explaining:

(a) What geographical area would be included (a street, a shopping centre, a city block, a subdivision, a concession etc.); 

(b) What would constitute “no evidence” (would one payphone supplied by a CPTSP within one kilometre be evidence of competitive entry?); or 

(c) What would happen to that maximum rate if competitors subsequently entered the pre-defined area.

34. However, the principal flaw with the TELUS proposal, is that it guarantees that the incumbent will have complete flexibility to raise prices in its discretion where there is no competition. This does nothing for the public served, but improves TELUS’s cashflow position, such that it is even better equipped to withstand the lower $0.25 (British Columbia) and $0.35 (Alberta) rates in those areas where there is some level of competition. 

35. This is classic case of monopoly revenues being used to subsidize lower competitive rates, something that the CRTC has striven to prevent since it acquired telecommunications jurisdiction in 1976. TELUS is asking the CRTC to mandate an end to competition in the provision of payphone service in its territory.

36. Not surprisingly, the proposal produces perverse competitive results. CPTSPs will be obliged to maintain the $0.25 rate wherever they currently operate, since TELUS would presumably not be permitted to increase its basic rate above that level. Where there is no competition and TELUS does raise its rates, one of three possibilities can follow, none of which is in the public interest:

(a) No CPTSPs enter the area, with the result that customers pay twice the current level, but do not obtain the benefits of competition. In addition, they receive no guarantee of improved service from TELUS, as none has been proposed in the submission;

(b) One or more CPTSPs enter the area and TELUS is required to immediately reduce its rate to $0.25 by the CRTC. In that case, any CPTSP business case that depended in part on a rate above $0.25 has disappeared. Since the initial $0.25 rate was too low to attract any CPTSPs in the first place, it is quite likely that the CPTSPs will decide, as a result of a rate reduction to that level by TELUS, to withdraw from the area shortly thereafter. In that case TELUS may again raise the rate to $0.50 and the cycle repeats itself; or

(c) One or more CPTSPs enter the area and TELUS is not required to reduce its rate to $0.25 by the CRTC. In that situation, there may be sustainable competition. However, the Commission will then have created the anomalous result of some TELUS areas, which are competitively served, that use $0.25 as the rate for local calls while others, that appear to be equally competitive, use $0.50 as the local call rate. That will be a difficult matter for any payphone service provider or the CRTC to explain to consumers. It will also be inconsistent with the requirement in section 7(f) of the Act to “foster increased reliance on market forces” and the requirement “to ensure that regulation, where required, is efficient and effective”.

37. Accordingly, Paytel submits that the CRTC should mandate that TELUS charge a common rate of $0.50 per local cash call from any of its payphones where it operates as the ILEC, regardless of the area served and the level of competition.

38. Paytel supports fair competition among all competitors, including the ILECs. Competition in the payphone industry is not fair today and it is unlikely that it will be fair within the next one or two years. However, Paytel is willing to agree to a three year interim period for a mandated $0.50 rate for local cash calls made from any ILEC payphones, rather than a full price cap term, if that is longer. At that time, Paytel would support a CRTC initiated review of the industry, as was contemplated in Telecom Decision 98-8, to determine whether the ILEC payphone operations should be forborne from regulation and/or whether any further adjustments to the industry are required as a condition of such forbearance. 

39. As directed, Paytel has served a copy of this submission on all interested parties to the proceeding. Paytel requests that all correspondence be directed to the attention of the undersigned at 3400 14th Avenue, Unit 2, Markham, Ontario, L3R 0H7.
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Yours very truly,
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Paul Martin,
President and CEO

cc: Interested Parties

**END OF DOCUMENT **
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�  See http://www.bankofcanada.ca/en/inflation_calc.htm.
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