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® \Why not just use a cost model?

® Cost proxies

= FCC Benchmarks

= Cost proxies for transit routes
® “Best practices”

= Teledensity bands

= Published settlement rate data
® A possible way forward

= Focus Group Chairman’s Working Document
(http://www.itu.int/intset/focus/index.html)




Why not use a cost model?

Using a multilaterally agreed, universal cost
model would be an ideal solution but:

® Alternative cost methodologies produce
very different results:

= Fully distributed costs (e.g., TAS model)

= Long-run incremental costs (e.g., OFTEL cost
model for interconnection pricing)

® Regional Tariff Groups (TAF, TAS, TEUREM)
have followed different approaches

® Costing methodologies require cost data
which many PTOs do not have
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Alternative 1: Cost proxies

® What is a cost proxy?

= A surrogate or substitute used in the absence
of reliable data or an agreed methodology

® Possible cost proxies for direct relations:
= Interconnect prices (national extension)
= Domestic call prices (national extension)
= TEUREM component value for switching

= International Private Line (IPL) prices (int’l
transmission)

® Possible cost proxies for transit relations:

= |nternational circuit costs
= Best practice IPL costs




A cost proxy example: FCC Benchmarks

® 3 elements:

= international
transmission;
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Potential impact of FCC

benchmarks policy

Revenue loss
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Weaknesses of cost proxy

approach (for direct relations)

® Produces widely disparate results

= Int'l transmission estimates range from less
than 1 cent to more than 25 cents per minute

® National tariffs are often not yet rebalanced

to reflect underlying cost trends

= Local call price is “zero” in a number of
economies; unrelated to costs elsewhere

= Interconnect prices often reflect “negotiated”

prices, not necessarily costs

® Insufficient countries covered by FCC
® FCC methodology under legal challenge

Proposed application of cost proxy
approach for transit shares
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Alternative 2: “Best practices”

® \What is “best practice”?

= Best practice refers to a business technique
whereby a company might compare itself to
the acknowledged leaders in a particular field

® How can best practices be applied to
defining target rates?

= Dividing countries into different categories,
for instance by teledensity or income group

= Analysing published settlement rate data
(e.g., published by FCC, OFTEL, TCNZ)

= Taking an average of the lowest [5] [20%] of
existing published rates in each category
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Teledensity by share of global

population
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lllustration of “best practice” rates,
based on average of lowest five

25

,in SDRs

=
o

Best practice rate
(average of lowest five
settlement rates in

ttlement rate to US

05 category)
* * *
A >3 PR IS
34 1% %
'0 % 2me 9’0 % 0.063 SDR
0 10 20 30 40 50 60 70_ 80 90
Source: ITU Secretariat Contribution [35] to the Focus Group. Teledensi ty’ 31/12/96

Examples of possible target rates using
a “best practices” methodology
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Comparison of case study cost

elements and “best practice” rates
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Methodological questions to be
addressed

® How many categories (e.g., 4, 6, 8?)
® How to define “best practice™?

= Average of lowest five in each category

= Average of lowest 20 per cent in each category
® \What is the cut-off date for data

= 1/1/98 for teledensity data

= 1/1/98, 1/6/98, 1/9/98 for settlement rate data?
® \What settlement rate data to use?

= Only published data, or all data submitted to
Focus Group?
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Conclusions

® Cost methodology would be the best
approach, but not really feasible within
time available

® Cost proxies represents a possible
approach, but not necessarily a stable
platform for analysis

® “Best practices” approach, based on
analysis of published settlement rates,
represents a possible consensus
approach
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