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1. Introduction.

* GENERAL MARKET TRENDS
— decreasing revenue from traditional services
— significantly shortened product life cycle
— innovative materials and applications
— economic globalization
— concentration of players
— economy of scale
+ MANAGERIAL CREATIVITY
- unconventional ways to create innovative products for niche markets
applied by small start-up companies
— enhanced service intelligence
— reduced time to market for new services
— option for consumers to customize their services
* GOVERNMENTAL LIBERALIZATION AND DEREGULATION
- 1984 in USA, a decade later in EU
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+ The technologic convergence could be understood as:
— a process by which the telecommunications, broadcasting and information
technologies merge, including the merge of fixed, mobile, terrestrial and satellite
communications and including the merge of location systems and systems of
establishment of places and liaisons - technology convergence;

+ Is it only technology 7
— Technological convergence from the other side is meant that any type of terminal
can access any type of data (which in turn can be transmitted through any kind of a
pipe). and this side of technelogical convergence might be called a terminal
equipment convergence or convergence of devices and
— while an existing network, one optimized to provide a single service, can now be
upgraded to carry multiple services, there is convergence of networks.
— ... if the same services are delivered, transmitted and so on over the any of
networks — mobile, fixed, telecommunications lines, cable TV networks, terrestrial
and satellite networks and the same devices, we should talk about service convergence;
— ...if any of the existing networks could provide any of the information and
communication services, that are not within limits of one separate traditional market
or a distinct industry of an economy. we are talking about convergence of markets.
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2. Understanding the regulatory model
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Household Broadband Penetration

Network Deployment Ecosystem Development Universal Access and Welfare
¢ Deploy backbone network * Deploy high speed infrastructure in high ¢ Stimulate further adoption through
infrastructure economic areas development of public services targeted
* Initiate policy enablers such as * Deploy access network to increase coverage in towards mass market and utility services
infrastructure sharing to the low demand areas (financial incentive) * Ensure coverage of un-served /
increase competition * In addition, develop services and applications to underserved areas

drive usage / demand

¥=50% - 60%

o

Med-High Level of
regulatory /

) ) policy
Level of government intervention Intervention

increases to enable service

— e R e e e e e development to stimulate demand and
ensure BB availability to all services at
affordable prices

Investment model: Ownership
| /1PPP

:~10% - 20%
Investment model: PPP / Financial
incentives

Year 1 Year Year 5 Year Year 9
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ICT Market Policies

sLaws relating to ICT

*|CT Competition

¢|ntellectual property protection

ICT Access

*Mobile network coverage rate
*Fixed telephone lines
s|nternet access in schools

Government ICT Leadership

slmportance of ICT to govt vision of the future
*Government Online Service Index
*E-Participation Index

Policy Environment

Business Environment

*Burden of government regulation
sEfficiency of legal framework
*Venture capital availability

Broadband Diagnostic Map

Infrastructure

Environment

Skills & Human Capital
sAdult literacy rate
*Availability of scientists and engineers

*| ocal availability of specialized research and training services

Network Infrastructure

eInternational Internet Bandwidth
*Households with a PC
eElectricity production
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3. Where we are?

Market included in the “old” Recommendation Markets considered in the “new” Recommendation
(February 2003) (December 2007)

[1. Access to the public telephone network at a fixed location for residential customers

1. Access to the public telephone network at a fixed
location for residential and non residential customers

[2. Access to the public telephone network at a fixed location for non residential
customers

3. Publicly available local and/or national telephone services at a fixed location for
idential

4. Publicly international telephone services available at a fixed location for residential
users

l 5. Publicly available local and/or national telephone services at a fixed location for
-resid
6. International telephone services publicly available at a fixed location for non-
residential

7. Minimum set of leased lines

8. Call origination in the public telephone network at a fixed location

—
—

2. Call origination in the public telephone network at a fixed location

9. Call termination in individual public telephone networks at a fixed location 3. Call termination in individual public telephone networks at a fixed location

—
—

10. Transit services in the public fixed telephone network
1

1

. Wholesale provision of unbundled access to provide broadband and voice service: ss at a fixed location

NGaN

12. Wholesale provision of broadband access

6. Wholesale market for leased line terminal segments

—
—

14. Wholesale market for leased line transit segments

15. Call access and origination in public mobile telephone networks

7. Voice call termination in individual mobile networks

—
—

. Roaming

4
5
16. Voice call termination in individual mobile networks
17
18

. Broadcasting services for the delivery of content transmitted to final users

— - J L J - J JlwnwJs___J L _J L J —

[13. Wholesale market for leased line terminal segments
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4. Alternative regulation of tariffs

1. No policy change 2. Transparency regulation only
In this case the option of ‘no policy change’ would mean no Transparency measures will help to address the problem of
regulatory intervention i.e. allowing market forces to work. 'bill shock' by increasing consumer awareness of the retail
By taking these option the problems related with transparency charges and by giving consumers the tools to control
and high wholesale charges would likely remain. expenditure.

3. Wholesale regulation 4. Retall regulation only

High wholesale charges combined with traffic steering
difficulties for roaming, are causing difficulties with providing
transparent retail offers and clear information to consumers.
The problem is caused by the ineffectiveness of traffic
steering which results in operators having to pay exorbitant
rates for the remaining traffic. A wholesale cap combined with
transparency measures would eliminate these excessive
charges.

j
5 Whesaleandretailreguiaion

The imposition of price ceilings for roaming services at the
retail level would be effective in ensuring price reductions.
However the imposition of such a cap would require a
corresponding reduction at wholesale level if all operators are
to be in a position to offer the service without suffering a loss.
Therefore, this solution could prevent even efficient smaller
operators from being able to provide these services.

5. Wholesale and retail regulation

Wholesale and retail regulation may be necessary if there is lack of competition at both levels. However, action to reduce the level
of the wholesale charges is likely to have a positive effect on retail prices given that current levels of wholesale prices constrain
market players (particularly smaller players) from competing at retail level.
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The steps (if it is fulfilled with the three criteria test) to be taken prior to
Intervention can be summarized as follows:

«Step 1: Define the relevant market form a product point of view as well as
from a geographic perspective.

«Step 2: Identify the Significant Market Power  Operator/s
«Step 3: Valuate the conduct followed by the SMP operator/s

«Step 4: Impose the obligation (ex ante/ex post) to stop that behavior and if
needed fine the behavior of the SMP operator/s.

j

Only by carrying out these steps thé NRA would be able to identify, at sight of
the possible anticompetitive behaviors, the type of remedies to be imposed.

Among others, the NRAs could decide to make the wholesale prices become
cost based, or publish a reference offer to guarantee the transparency and non
discrimination




4. Alternative regulation of tariffs

Infrastructure
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Based
Competition
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4. Alternative regulation of tariffs
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* Step 1: Identification of the regulatory period
 Step 2: Identification of the services included in
the baskets and sub-baskets
» Step 3: Specification of weights according to
the calling pattern
» Step 4: Specification of the unitary price in
homogenous term

()

Price of astandardcall =C,+C, G———~

d )

* Step 5: Specification of the productivity
parameter X
* Step 6: Verification of the fulfillment of the limit

RPI - X

» Step 1. Specification of timeframe

» Step 2: Specification of the objective prices:
Previously it requires a cost model which
supports the objective

 Step 3: Specification of the price variation path
«Step 4: Discussion on Symmetry vs
asymmetry prices

» Step 5: Adjustment and verification process
(semesterly, annually, etc)

» Step 6: Category of costs to be included (Ex.
3G)

v

This model was mainly used for regulating
retail and wholesale prices. Particularly

important was its application to reduce the
access deficit.

This model was mainly used for regulating

MTR and wholesale Roaming services.

Telecommunication
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5. Nature of services
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 Fixed termination rates (FTR) and Mobile Termination Rates (MTR)
» Co-location
 Leased lines
* Wholesale line rental (WLR)
* Bitstream
e Unbundling local loop (totally and shared)
* Intelligent network
* Wholesale broadband services
 Transit
. etc

Current debate on...

Symmetry vs asymmetry in FTR/MTR

Costing model to be applied to NGN

3. Recognition of additional risk premium for wholesale services provided
under a NGN

4. Removal of the existing regulatory policy on the existing infrastructure

N =
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6. Regulation of bundles

Fotential Impact of Convergenca Network and service converge is

changing the scope of the
telecom sector from different

Nomadic Mobile perspectives: (i) competition, (iii)
Intemnet Internat : :
regulation, and (iv) customer
demand.
One-phone
Broadband
VeolP In this regard, NRAs should adjust
m ( their regulatory framework and
Substitution revise the boundaries of the

fixed mobile

defined markets since there is not

Mobile Fixed . Intermet - : . )
Player 1 % Incumbent Player 1 S~ .~ |anymore a direct relationship
Player 2 Others Player 2 el between the services provided and
Player 3 E:‘ e Player3 h the markets in which they are
commercialized.

B wA g TV TSR wA |

Convergence ‘ VS

How the existing regulatory framework should evolve to guarantee the level

playing field competition despite changes in the pricing policy of both the
incumbent and the entrants operators?
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DEF. MERCADO
MINORISTA

TEST DE MPUTACION
(REPLICABILIDAD)

1) Testde dominancia en
los mercados relevantes

2) Test de replicabilidad
conjunta

Prohibir salvo
casos
excepcionales

3) Competencia
en paquetes

Prohibir

Other aspects to consider:

The imputation test requires the fulfillment of the following expression:

pZW+Cnet+Cr

-Difference between offer and promotion

-Specification of a methodology of analysis and information requirements to periodically check the possibility for other
operators to retort the SMP offers/promotions

etail
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. Recommendations
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1. Having costing models is key to at least have an understanding on what the
costs of termination are.

2. Sometimes NRAs , as it has happened in the case of the European Commission,
have designed and implemented retail and wholesale caps and also a
particular glide path for setting the evolution of both, retail and wholesale
throughout the regulatory period.

3. In this regard, having a proper costing model , either a bottom up or a top down
will be key to at least get a proxy of the costs and the way in which the retall
cap and wholesale cap should eventually evolve.

4. 1t is important to take in account that convergence is becoming a reality , so
that the pricing policies that customers have at home (bundles of services) might
not be replicated taking in account the existing regulatory framework. In addition,
the model could evolve towards a situation where voice is just a mere commodity
(flat rates) having a clear impact on the price of services.




