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TITLE: MAIN DECISIONS TAKEN BY THE TAF GROUP

1. Inthe absence of the Chairman and Vice-Chairmen, the TAF Group nominated on an Ad Hoc basis
Mr. Kibira (Kenya) as Chairman.

2. The TAF Group noted the results of the last Study Group 3 meeting and decided to support the
gpproval of Recommendations on Cal-Back (D.201) and on Land mobile communication (D.93).

3. The TAF Group examined the issue of trangtiond arrangements. It recommends the use of the draft
text of Annex E, which has received enormous support at Study Group 3 level as one of the possible
guidelines when negotiating accounting rate. It was decided to support the adoption of dynamic
trangtiona arrangements a the WTSA.

4. The TAF Group fully supports the draft Recommendation on cost sharing of Internet leased line
adopted by the TAS Group. Taking into account the necessity to further develop the Internet
infrastructure, the TAF Group, at its meeting in Nairobi (8-9 March 2000), recommended to negotiate
and set up on a bilatera basis commercia agreements based on cost sharing of internationd Internet
leased circuits.

5. Concerning the composition of TAF Group for the next Study Period, there was a suggestion to
include North Africaand have one African Group. Thisissue will require further coordination and will
be discussed at the next WTSA.

6. Theresults of the tariff study for Africawere noted. More than 13 replies are required to have atrue
picture of Africa. The adminigtrations were urged to reply promptly next year. The Group decided to
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draw the attention of members concerning the danger of keeping “ SKA” and aso to continue to draw
the internationa community’ s attention to the exorbitant trangt rate. Concerning the trangit, the TAF
Group will examine in the future, the possible actions to be taken in order to keep the traffic in Africa
Another issue to be examined is the payment of full trangt fee by the originating administration.

7. The TAF Group adopted its cost modd with some modifications (See Annex). It aso adopted the
draft Recommendation D.600R. For the implementation of the Modd, the TAF Group decided to
request the assstance of BDT. The cost model needs feedback and it will be improved if necessary.
The TAF Group requests Study Group 3 to start the approval procedure for Recommendation
D.600R.

8. BDT will be a the TAF Group’s disposa to cregte its “reflecteur” and to organize workshops on
codsin various African regions. BDT will dso provide suitable trainings through Excellence
Centers.

9. Regading itsfuture works, The TAF Group examined Contribution COM 3-80 and decided to
support the draft text of Question C/3.
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Annex 1
DRAFT RECOMMENDATION D.600R

COST METHODOLOGY FOR THE TAF GROUP APPLICABLE
TO THE INTERNATIONAL AUTOMATIC TELEPHONE SERVICE

1 Purpose and scope of Recommendation D.600R

Recommendation D.140 adopted by ITU-T lays down the requirements for moving towards cost
orientation in bilateral negatiations on accounting rates between international correspondents. The lack of a
universally accepted cost model and the differences in countries capacity to collect and process basic data
meake it necessary to work out costing methods adapted to the ability of those who use them to provide the
relevant information.

This recommendation assumes that the entity applying it may have an incomplete system of andytica cost
accounting, or no such system a dl.

This recommendation provides African administrations and/or recognized operating agencies, in their
internationa relations among themselves or with others, with atool aole to serve as a trangparent reference
to ensure nontdiscrimination and cost orientation in the rates they apply.

2 Technical and operational context

21  Typeof services

This recommendation gpplies to the automatic internationa telephone service. It must be an ad for
determining traffic termination costs in case the amount of a settlement rate or a termination charge hasto
be set. Furthermore, in order to provide a basis for tariff rebadancing, it dso hdpsin determining indicative
cogs for domestic services.

0 Type of networks

No digtinction is made between the different transmission media, on account of their convergence to optica
fibre and satellite,

Nevertheless, in order to distinguish between neighbouring internationa traffic (routed over terrestrid
transmission routes either Side of borders) from oversess internationa traffic (via satellite and submarine
cable), the recommendation draws a distinction between subregiond traffic and internationd traffic.

0 Cost model
The TAF Group adopted following guiding principles for the development of its cost mode!:

Transparency:

The open availability of information used in the cost derivation processin order to alow comprehenson of
the fina rate from the vantage point of an externd anayst. The TAF modd identifies codts relaing to the
different network segmentsin order to gpportion the network cost to the different services according to the
proportion in which they utilize each segment. This proportion is given by the rdative traffic leve.



Practicability:

The ability to implement a costing methodology with reasonable demands being placed on data avail ability
and data processing in order to keep the cogting exercise economicd, yet ill useful. The TAF modd must
be made available in the form of a user-friendly computer gpplication with totd flexibility in setting the
parameters S0 as to be able to be adapted to the specific Stuation of TAF Group membersin terms of
availability of data. The whole glossary must be accessble online.

Principle of causality:

The demondtration of a clear cause-and- effect relationship between service ddivery on the one hand and
the network elements and other resources used to provide it on the other hand. For the TAF Group, any
network segment which, if diminated, would prevent ddivery of agiven sarvice has to be included as one
of the cost components of the service. The proportion in which this network segment contributes to the
cost of the serviceis afunction of the rdative use of that ssgment by the service in question. Thisuseis
measured by traffic level.

Principles of efficiency

The provison of aforecast of cost reductions that result from a more efficient combination of resources.
For the TAF Group, efficiency takes account of four factors:

- ingaled capecity;

- utilized capacity;

- minimum reorder times,

- compound annua growth rate in total number of lines used.

Reasonable contribution to common costs

Costing methodologies should provide for a reasonable contribution to common costs. The TAF model
gpportions genera support coststo al services in proportion of their levels of traffic.

Present value of costs
Amortization costs are re-adjusted to their current replacement vaue.

The TAF model takes account of two factors:
- welghted mean growth rate of equipment pricesin the country of the network operator;
- currency depreciation in the country of the network operator.

Objectivity
The TAF modd is based on a common understanding of the meaning of each of its parameters. The results

obtained should not depend on the correspondent in the negotiations, unlessit is possble to establish with
certitude the specific features of the relation in question.

For the purposes of costing the telecommunication services they offer, for the gpplication of internationa
accounting arrangements, the administrations of the TAF Group member countries have agreed to use
among themsdlves the cost model described in the annex to this recommendation. They recommend the
other regiona groups to condder it as acceptable.



0 Calculation tool

The principles adopted in the TAF Group model can be computerized in order to help satisfy the following
three requirements.

- cogting of services,
- real-time generation of reference values for costing services,

- provision, for those having insufficient data, of default values for the cost structure of the
different network segments.

The TAF Group computer model would be an autonomous “ client-server” type application. Establishment
of the server for the TAF Group computer modd requires further study.
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ANNEX
TAF Cost Modd

1 Introduction

The Regiond Tariff Group for Africa (TAF Group) adopted the principles of its cost modd on 24 April
1999 in Dakar, Senegal. The modd is based on the genera concepts set forth in Recommendation D.140.
In view of the gpplicability requirement, due consideration was given to regiond specificities and to the
need for atransparent tool that was acceptable to other regions.

2 Area of application

The TAF modd is designed to caculate the cost of a one-minute automatic internationa telephone cdl. It
dlowsfor the fact that the costs of outgoing and incoming cals are not made up of the same dements and
may therefore differ.

In order to digtribute the costs fairly among the different services generating them, the modd aso provides
for the identification of internationd subregiond traffict and of cross-border traffic? if required.

3 Particularities

Cogt accounting

Although substantia progress has been made, the use of cost accounting is still not widespread among the
members of the TAF Group. This makes it difficult if not impossble to identify dl cost dementsin detall
and limits the gpplicability of certain concepts of cost caculation.

Low teledensity
The members of TAF Group generdly have ateledendty of less than two main lines per 100 inhabitants.

This has direct consequences on cost structure (distribution between fixed and variable elements) because
telecommunication system components are modular and the conditionsimposed by the market are such
that these modules can be extended only at levels far exceeding the redl needs of developing countries.
Furthermore, the combination of low teledensity (and therefore low traffic volume) and unavoidably
ingppropriate modularity makesit difficult to use traffic variations as the sole basis for determining the origin
of costs.

Subgtantia increase in the number of subscribers

All TAF Group members have noted a substantia annua increase in the number of subscribers. This
obliges them to have spare capacity that makes allowance for the long delivery deadlines caused by the
absence of alocad teecommunication equipment manufacturing industry and the scarcity of own resources
for investment. The notion of efficiency mugt, in these cases be looked at redidticaly.

1 Subregional traffic: traffic exchanged between countries near to one another viaterrestrial transmission media shared
with trunk traffic.

2 Cross-border traffic: traffic exchanged viaadirect circuit group between the subscriber exchanges of two places that
are very close to each other and located on either side of an international border



Low cost of labour
The cost of labour, which isvery low in most TAF Group countries in comparison with other parts of the
world, islikely to rise.

4 Approach to cost calculation

Liberdization

While most of the TAF Group countries have embarked on or foresee the liberdization of the
telecommunication sector, thisis not yet afact of life; in dmost every case States which have ceased to
operate telecommunication services have granted the new operator exclusive rights for a specified period of
time. As aresult, companies have not been encouraged to set up cost-management structures that are not
required for the market in which they operate.

For the determination of codtsit is necessary to take account of regiond particularities while remaining
within the framework of Recommendation D. 140.

41 EFDC

The TAF mode is based a priori on enhanced fully distributed costs (EFDC). However, memberswith a
suitable cost accounting system and a high volume of traffic may wish to adopt another gpproach to the
network components whose cost changes with the volume of traffic.

4.2 Cost of other activities

In gpplying the TAF modd, costs that are unrelated to the telephone service are neutrdized. Those linked
directly to the operation of other networks (e.g. telex, datatransmission, etc.) are usudly easy to single out.

Where costs are shared, they are easily distributed using cost gpportionment methodol ogies such as ABCS.
Those members (the mgority) to whom such methodol ogies are not available can resort to ad hoc
monitoring of representative samples.

Where such monitoring is not possible, costs can be apportioned using various rules of thumb such asthe
directly attributable share of the cost, proportion of turnover, proportion of the workforce, etc.

4.3 Amortization

Amortization is an important cost eement. Today, the length of time it takes to write off investment in
telecommunication equipment depends more on the equipment’ s rapid obsolescence than on its theoretical
useful life. This date of affairs affects TAF members al the morein that they have no loca manufacturing
indudtry.

A ten-year amortization period for telecommunication equipment seems reasonable today.
Members who keep detailed accounts of thelr fixed assets and can therefore assess each item individualy,
will have no difficulty in making the necessary tariff adjustments.

If the accounts contain aggregate information only, the average amortization period for a given technology
(e.g. internationa transmission) can be estimated by dividing net fixed assets* by the annua amortization
alowance.

3 ABC: Activity-based costing is an apportionment methodol ogy based on the following mechanism: the cost of a
service isthe cost of the activities that have to be undertaken to offer that service. The cost of an activity depends on
the cost of the resources (material and human) that it consumes.



Average amortization period = Net fixed assets

Annud amortization alowance

Example: Net fixed assets. 876
Desired amortization period: ten years
Annua amortization alowance: 100
Average amortization period: 876/100 = 8.76 years
Corrected amortization alowance: 100* 8.76/ 10 = 87.6

4.4 Current costs

Asfar as possble, members should try to take into account current costs®, within the limits set by netiona
tax legidation. By the same token, allowance should be made for currency depreciation when reassessing
assets.

Example: An item of equipment is purchased for 20 million in year Q.
The equipment is subject to linear amortization over ten years.
Its market price drops by 8 per cent each year.
The amortization dlowancein year 2 will be:
10 000 000 * (1-0.08)2 /10 = 846 400 instead of 1 000 000

Important: To take account of faling currency rates, assets may be reassessed in a stable internationa
currency such as SDRs. The resulting amount is converted into the local currency using the average
exchange rate for the year.

When dl the costs are expressed in local currency, the amount of the adjustment of current costs can be
edtimated using the fallowing formula

ACC=AMO* ((1+t )z /(1-e)>> -1)
where:
ACC = adjustment to current costs
AMO = amortization dlowance
t = average annud growth rate in the price of equipment”
e = average annud rate of currency depreciatiorf

D = amortization period

45  Sparecapacity

4 Net fixed assets: purchase value - aggregate amortization.

S Current cost: what the item would cost were it to be purchased now.

* Theratewill be negativeif the pricefalls.

6f 1 SDRisworth Cyin year 0 and Cy inyear N, then e=1-(co/c,)"™ . Depreciation is positive when the currency is
devalued.
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Members must show that idle capacity is not the result of inefficient management of resources. They must
therefore ensure thet dl available capacity is used within a period compatible with good reorder conditions.

If t isthe compound annua growth rate, K the current capacity, N the appropriate reorder period and
DK the spare capacity, the amount of idle capacity can be caculated asfollows:

K’'=Max(0 ;DK - Ko*[(1+t)-1])

If K’ ispogitive, the corresponding cost share is deducted from the cost of Ko+DK.
If K’ isequd to zero, thereis no idle capacity.

If thereisidle capacity, the corresponding investment cost must be reduced by K’ /(K ¢+DK).

For example:

A network has atota capacity of 200.

There are at present 150 subscribers.

The compound annua growth rate in the number of subscribersis 15 per cent.
The reorder period isthree years.

Then K’= Max(0;50-150*[(1+0.15)** 3-1]) = 0, and there is no idle capacity.

A 5 per cent growth rate would have produced K’ = 26.36 and the cost would have to be reduced by
26.36/200 = 13.18 per cent to take account of the idle capacity.

4.6  General support activities

Certain costs are related to the company’ s genera activities and cannot be gpportioned on the basis of
objective criteria of cause and effect to the services offered by the company. They compriseinter alia the
cogtsincurred in the following activities:

top management and related activities,

human resources managemen;

adminidration of the information management system;
financid and accounting management;

generd adminigration, procurement and logistics.

4.7  Functional support activities

Other costs concern service-related activities and may be classfied asfollows

1) organizing the offer of services,
2) customer access to the offer of services,
3) management of the consumption of services.

The costs arising from those activities comprise inter alia :

Category Activity Attribution
Organizing the offer of services Identification of service opportunities and Services
market studies
Taiffs Services
Network and studies devel opment Networks

Customer accessto the offer of services Management of the digtribution circuit Services
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Advertisng Services
Network connection Networks
Management of consumption of services Technica operation and maintenance Networks
Billing and callection Services
Businessinformation sysem Services

4.8 Networks

Operator’s network: The operator’ s network has three parts: 1) transmission infrastructure; 2) switching
infrastructure; 3) access infragtructure.

For the purposes of the modd, the accounting system should show the costs of the following network
eements

internationd tranamisson;
nationd transmisson;
internationd switching;
nationd switching;
access network.

The cost dements listed below must be taken into account for each of the network dements listed above:

amortization of investments (telecommunication equipment, buildings, power and auxiliary plant,
dructurd invesments);

reserves for recaculation of assats;

operating and maintenance costs,

financid and capitd cods,

taxes and duties on assets.

Third-party networks
If the network operator has signed interconnection agreements with other loca operators, the
interconnection charges are added to the cost of incoming calls.

49  Services
5 Cost components
Codts attributable directly to services may result from the gpportionment of functiond support codsts.
51  Direct costs
In accordance with Annex 1 to Recommendation D.140, direct costs are those that are directly and
unambiguoudy atributable to the internationd service. They include:
the costs of the internationa network (see § 4.8: Networks);
business activities relating exclusively to internationd treffic;
sarvices provided by third parties in connection with the internationa service (leases, direct trangt, tc.).

52 Indirect costs
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Certain support costs can be identified objectively and charged to the internationa service. They include:

processing of traffic data for internationa accounting purposes,
keeping the accounts of submarine cable maintenance agreements, where gpplicable.

53 Common costs

Common cogs are made up the following e ements:

the costs of investment and of running the operator’ s nationa network (see 84.8: Networks);
interconnection costs,

general support costs;

functiona support costs that are not directly attributable to the internationd service;

taxeson corporate assets

6 Distribution of costs

6.1  Direct costs
Direct costs are attributed directly to the internationa service.

6.2 Common costs

The cogts relating to the nationa network (including interconnection costs) are distributed among the
different servicesin proportion to each service' s share of treffic.

General support activity aso concerns “other activities’ (see 84.2: Cost of other activities). The“ABC”
method applied continuoudy or by sampling (in time and/or space) could be used to dlocate apart of the
costs to services; the unalocated part would be apportioned on the most rational basis possible.

The costs of certain functiond support activities can be charged to the services, whereas others have to be
included among the network e ement operating and maintenance costs. The“ABC” method applied
continuoudly or by sampling (in time and/or space) could be used to alocate a part of the coststo services,
the unallocated part would be apportioned on the most rationa basis possible.

Corporate tax costs are distributed among the different services proportionately to each service ssharein
the company’ s assets.

6.3  Exceptions
The following services are identified in the cost modd!:
outgoing internationd cdls,
incoming internationd cals
locd cdls
trunk calls.

The codts of hilling subscribers are not charged to incoming internationd traffic.
Resarves for internationd clams are not charged to nationd traffic or to outgoing internationa traffic.
Reserves for nationd claims are not charged to incoming internationd traffic.

7 Data required
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The model requires three types of information: traffic data, cost data and management data.
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71 Traffic data

Local treffic

Thisisthe volume of traffic exchanged annualy within one locdlity. The percentage of local traffic
generated in locality(ies) with an international transit exchange must be identified. Inlocditieswith
only one switching exchange, dl traffic will be locd; in those with two or more exchanges, the infrastructure
for transmisson between loca automatic exchanges (locd transmission) isincluded in the access network.

Trunk treffic
Thisistraffic between different locdities usng nationd transmisson media. Cross-border traffic is treated
astrunk traffic.

Subregiond traffic (incoming and outgoing)
This s the traffic exchanged between the nationa operator’ s network and the networks of operatorsin
neighbouring countries using nationa transmisson mediaas far asterritorid borders.

Internationd traffic (incoming and outgoing)

Thisisinternationd traffic routed over transmisson infrastructure set asde for internationd cdls. Where
internationd traffic aso uses nationd transmisson media, the proportion of the nationd transmisson
infrastructure used should be identified.

These traffic figures can be obtained:

a) by processing the call tickets collected in an “ordinary” week at independent routing exchanges
(including the CT for incoming international/subregiond traffic);

b) by drawing up estimates usng amutualy agreed methodology, knowing that subregiond and
internationd traffic figures are generdly easy to obtain from internationd trandt exchanges.

7.2 Cost data

7.2.1 Direct costs

Internationa transmission network
Internationd switching network

The ease (or difficulty) of obtaining information on the costs of these two network eements depends on the
accounting system used by the operator. The following should be distinguished under each heading:

- Amortization - The amounts to be written off annualy are generdly determined by the
accounting system; where the system does not provide this information, it should be possble to
recondtitute investments by consulting the contracts sgned. Over and above telecommunication
equipment proper, power and auxiliary plant, buildings and other investments should also be
taken into account.

- Recaculation of assets - Operators may find themsalvesin one of the following Stuations
1) non-renewd of fully amortized equipment;

2) amortization in ungable or fluctuating loca currency;

3) inhabitua amortization period;

4) falureto alow for changes in the market price of equipment.
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For any if these reasons the need may arise to recalculate assets (current cost) and to amortize
them over an acceptable period (for example, ten years), usng amethod that accommodates
changes in market prices (for example, adiding scae).

- Operationd and maintenance costs - Essentidly, these comprise the wage bill and intermediate
consumables (including eectric power and water, tools and smal items of equipment).

- Capita codts - Investment may be secured either by putting the company into debt of by
rasing capital. The expected return on investment and the interest rate on loans should
therefore be taken into account when caculating net fixed assets. The operator may
determine the overal cogt of capita by caculating the following weighted average:

cc=ke&E 2ikd - o = 9
eE+DQ eE+ DQ

Where: Ke = cogt of equity capital, E= Amount of equity, D=Amount of debt capita Kd =
before tax cost of debt, t=Tax on company’s profit.

The cost of capitd in absolute terms is obtained by multiplying the net fixed assets by CC.
Cdculated in this way, the cost of invested capitd does not inflate the financid codts.

- Taxation of assets - If the operator’ s assets are taxable annualy under the prevailing legal
system, the amount of such tax should be included in the annud codts.

Business activities relating exclusvey to internationd traffic - These are the costsinvolved in maintaining
relations with internationa correspondents for negotiating settlement and trangt rates, internationd
accounts, collection of balances, etc.

Services provided by third parties in connection with the international service - Theseinclude theleasing
of internationd circuits, the negotiation and settlement of charges relating to international maintenance of
submarine cables, trangit rates, etc.

7.2.2 Indirect costs

Processing of traffic data for internationa accounting purposes. This set of costs includes:

1) data collection system (e.g. magnetic tapes and tape decks);

2) processing software;

3) ashare of computer cogsts,

4) ashare of human resources,

5) ashare of the intermediate consumables used by the data processing structure.

Failing amore accurate method, costs may be alocated according to the following rule of thumb: cost
elements are shared among the different software programs used be the computer department, and the
cogt of the internationa accounting software is taken into account.

The cost of certain functiond support activities, such as the adminigtration of submarine cable
mai ntenance agreements, can be broken down as objectively as possible and charged in part to the
internationa service.

Members should identify the costs arising form the activities listed in 84.7 (functiona support activities)
S0 that a share of them can be included among the international service costs. Generdly spesking, the
following approach could be adopted:



Activity

Identification of service opportunities and market
sudies

Taiffs (tariff Sudies)
Network studies and development

Adminigration of service sales points
Advertisng

Connection to the network

Technicd operation and maintenance

Billing and collection

Business information system

7.2.3 Common costs
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Attribution

100 % to the nationa services

Pro rata to sarvices, on the basis of traffic

Intangible assets should be distributed among the
network components as accurately as possible; in
order to update infrastructure costs, the related
amortization costs should be reassessed each yesr,
al dse being equd, unlike tangible assets

Pro ratato services, on the basis of traffic
Pro ratato services, on the basis of traffic
100% to the access network

X% to the nationa network (after deduction of the
international cogts referred to under 8 7.2.1: Direct
costs)

100% to the nationa telephone services
Pro ratato services, on the basis of traffic

Common costs comprise nationa extension network costs, interconnection costs and unattributable

support costs.

Nationd extensgon - The components to be taken into consideration are: 1)nationa switching;
2) nationa transmission; 3) access network. In each case, the following should be ditinguished:

- Amortization - The amounts to be written off annudly are generaly determined by the accounting
sysem; where the system does not provide thisinformation, it should be possible to recongtitute
investments by consulting the contracts sgned. Over and above telecommunication equipment, proper,
power and auxiliary plant, buildings and other investments should aso be taken into account.

- Recdculation of assets - Operators may find themsdalvesin one of the following Stuations:

1) non-renewd of fully amortized equipment; 2) amortization in ungtable or fluctuating local currency; 3)
inhabitual amortization period; 4) falureto dlow for changes in the market price of equipment. For any
of these reasons the need may arise to recalculate assets (current cost) and to amortize them over an
acceptable period (for example, ten years), using a method that accommodates changes in market

prices (for example, adiding scale).

- Operaiona and maintenance codts - Essentialy, these comprise the wage bill and intermediate
consumables (including dectric power and water, tools and smdl items of equipment).

- Capita costs - Investment may be secured either by putting the company into debt or by raisng
capitd. The expected return on investment and the interest rate on loans should therefore be taken into
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account when caculating net fixed assets. The operator may determine the overal cost of capitd by
cdculating the following welghted average:

0 0
CC:Ke?‘;e E =+Kd (1- t) 8‘9 b =
eE+Dyg eE+Dyg

Where: Ke = cogt of equity capital, E = Amount of equity, D = Amount of debt capital
Kd = before tax cost of debt, t=Tax on company’s profit

The cost of capitd in absolute terms is obtained by multiplying the net amortized figure by CC. Caculated
in this way, the cost of invested capita does not inflate the financid codts.

- Taxation of assets - If the operator’s assets are taxable annudly under the relevant lega system, the
amount of such tax should be included in the annua costs.

Interconnection charges - If calls carried over the operator’ s network are to terminate on the networks
of other nationd operators within the same nationa boundaries, remuneration of such third parties will
congtitute an extra cost to be added to the access network costs.

Unattributable support costs - These should be digtributed as accurately as possible, afarly feasible
propogtion if the operator isusing the“ABC” methodology; otherwise, as many of these costs as
possible should be dlocated as rationdly as possible either to functiona support activities or to network
operation and maintenance activities. Any remaining unallocated costs should be distributed pro rata
among the various services, according to the traffic carried.

7.3 Management data

a) Ingalled capacity.

b) Utilized capecity.

c) Annua growth rate of the number of subscribers.

d) Growth rate of infrastructure prices (internationd trangmisson, internationa switching, nationd
transmission, nationd switching, access network).

€) Expected return on investment.

f) Averageinterest rate on loans.

g) Amortization period for investment in the various network components.




