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Action required:


Study Group 1 is asked to take the present document into consideration and to make proposals relating to the future work of the Rapporteur's Group for Question 12/1.


Abstract:


The document contains the interim report on the progress of work relating to the study of Question 12/1.


It underlines the general evolution of tariff structures in countries which have implemented a policy for rebalancing their telecommunication tariffs, provides an analysis of the initial results of the questionnaire and of the replies to Administrative Circular CA/05 sent out by BDT, describes the regulatory system of the European Union for applying cost-orientated tariffs and draws initial conclusions. The Rapporteur considers it essential that a meeting of the Rapporteur's Group be held at the end of 1999 or the beginning of 2000.


�
Title:	Interim report on tariff policies, tariff models and methods of determining the cost of national telecommunication services


Source:	Pierre Fontaine (France), Rapporteur for Question 12/1


1	Introduction


The level and structure of telecommunication tariffs have an important role to play, at least in creating internally generated funds which in most cases are ploughed back into telecommunication entities' development programmes and also used in meeting their recurrent expenditure requirements. Tariffs can also promote efficient use of the network and services, enhance universal service provision and generate multiplier effects in the rest of the economy, since telecommunications are a commercial service which facilitates economic and social development. The role of tariffs could be enhanced by various countries putting into place appropriate telecommunication tariffs.


Current trends in technology and commerce and changes in the telecommunication environment are having major repercussions on telecommunication tariffs, with the gradual opening up to competition of the telecommunication sector being set to oblige incumbent operators to develop tariff policies which take greater account of the actual costs of providing telecommunication services at both national and international levels.


Efficient and cost-orientated tariff-setting has become a prerequisite for enhancing the role of telecommunication tariffs on a sustainable basis.


Many developing countries lack adequate experience and skills in formulating cost�orientated tariffs to enable them to benefit fully from telecommunication tariff policies, strategies and practices.


Developing countries therefore need assistance in formulating cost-orientated tariff levels and structures for terrestrial-, space- and submarine-based telecommunication services including accounting and settlement rates and transit and interconnection charges.


They will need methods and tools for determining and calculating costs, in the context of the stage-by-stage implementation of analytical accounting systems similar to those developed by operators in the industrialized countries.


It should be possible to supplement the use of these tools by an analysis of tariff models in order to assess the conditions in which gradual implementation of a tariff restructuring and rebalancing policy might be both desirable and feasible


2	Presentation


2.1	Mandate of the group


Having regard to the outcome of the second ITU World Telecommunication Policy Forum (Geneva, 16�18 March 1998) and to the work of ITU-T Study Group 3 and its regional tariff groups, Study Group 1 was instructed by the World Telecommunication Development Conference to undertake the following tasks:


•	consider the general evolution of tariff structures in countries which have implemented a policy for rebalancing their telecommunication tariffs, following a preliminary analysis of the subject by BDT;


�
•	develop a database on costs and tariffs in developed and developing countries;


•	identify the principal methods of determining and calculating the costs of telecommunication services, taking into account work already carried out by ITU-T regional tariff groups and by ITU-D;


•	identify, collate and/or develop suitable costing and tariff models for applying cost-orientated telecommunication tariffs in developing countries, taking into account the evolution of the regulatory framework and certain economic, financial and social constraints, and ensuring the provision of universal services;


•	develop necessary policies and regulations required for ensuring cost-orientated tariffs for national and international telecommunication services;


•	prepare appropriate guidelines and recommendations for applying cost-orientated tariffs to various telecommunication services.


On completion of this preliminary study, the Rapporteur and Associate Rapporteurs were asked to produce the following output by mid-2000:


•	A document on the policy and regulatory aspects of setting cost-orientated tariffs for telecommunication services.


•	Guidelines and recommendations on efficiency and costing considerations for formulating a telecommunication tariff structure.


•	Tariff and costing models for use in formulating cost-orientated telecommunication tariff levels and structure.


•	Comparative tariff and costing models for a developed country and a developing country.


2.2	Registered members


Rapporteur


Pierre Fontaine (France)


ITU Focal Point


Philippe Lecharny


Associate Rapporteurs


Mr Hugo Zothner (Argentina)


Mr Chabi Mama Guia (Benin)


Ms Mariana Kostova (Bulgaria)


Ms Iordenka Valcheva (Bulgaria)


Mr Michel Ouedraogo (Burkina Faso)


Mr Mathias Mandevu (Burundi)


Mr J. Guessou (Cameroon)


Mr Joseph Ndongo (Cameroon)


Mr Mamadou Traore (Mali)


�
Mr Harnood Al-Rawahy (Oman)


Mr Abdoulaye Cissé (Senegal)


Mr Pape Gorgui Touré (Senegal)


Ms Elizabeth Nzagi (Tanzania)


Mr Cleveland Thomas (Trinidad and Tobago)


Mr Mohamed Ben Amor (Tunisia)


Mr Terry Jeacock (United Kingdom)


Mr Karl Nebbia (United States)


Mr Thomas Kalulu (Zambia)


Mr Patrick Dierckx (Alcatel)


Mr Keith Sullivan (BT plc)


Mr Christian Hyde (ICO)


Mr Pierre Darome (TEMIC)


Mr Philippe Mège (Thomson)


Active participants


Mr Basile Gnon Lesan (Côte d'Ivoire)


Mr Teodoslo Nvo Manana (Equatorial Guinea)


Mr Benjamin Ankumah (Ghana)


Mr Soe (Myanmar)


Ms Allison Gillwald (South Africa)


Mr Nabil Kisrawi (Syria)


Mr Akue-Kpakso (Togo)


Mr Nguyen Viet Dung (Viet Nam)


Ms Bernadette Lewis (CANTO)


Ms Kassa (RASCOM)


Mr Christian Kow Sagoe (RASCOM)


2.3	Structure and schedule


The first meeting of the Working Group on Question 12/1 (Tariff policies, tariff models and methods of determining the costs of national telecommunication services) was held in Geneva on 1 and 2 March 1999.


At this meeting, the participants emphasized the need to have information on tariff models and methods of determining the costs of national telecommunication services. The Telecommunication Development Bureau (BDT) therefore asked all recipients to describe the models and methods used in their respective countries and to reply to the questionnaire.


�
2.4	Links


In order to provide the necessary coordination, close links must be established with ITU-T Study Group 3 and its regional tariff groups and with other international or regional organizations concerned with the study of problems relating to tariffs for telecommunication services.


The concepts of cost methodology, cost calculation methods and cost models have not been clearly defined. A liaison statement was sent to ITU-T Study Group 3 to ensure that all parties are kept informed of any work undertaken by that group on the above-mentioned concepts.


3	Presentation of initial results


3.1	Contributions received


No contribution has been received since the first meeting of the Working Group on Question 12/1 (1 and 2 March 1999).


However, ITU-T sent ITU-D a liaison statement (see Document 1/58), to which is attached a very interesting document from Mr Werner Neu from WIK (Germany), entitled "Cost concepts, cost modelling methodology and discussion of three existing cost models". This paper may be viewed as a contribution to Question 12/1, expanding points 3.2.1 and 3.3.3.


3.2	Initial results


At the first meeting of the Working Group on Question 12/1 (1 and 2 March 1999), it was proposed to assess the current status of all the study topics assigned by the World Telecommunication Development Conference under Question 12/1 of Study Group 1.


3.2.1	Definitions


To be completed.


3.2.2	General evolution of tariff structures in countries which have implemented a policy for rebalancing their telecommunication tariffs


3.2.2.1	Tariff rebalancing is a necessity for all governments and operators


Tariff rebalancing is a necessity for all governments and operators. There are three main reasons for this:


•	In a monopoly, telephone service tariff structures (installation costs, subscription charges, local, long-distance and international call prices) are generally designed to meet policy and financial considerations. A typical feature is major cross-subsidization between services, with little account being taken of real costs.


•	Technological advances and the development of new international calling procedures (such as callback and refile).


•	The gradual liberalization of telecommunication markets and private sector acquisition of incumbent operator capital.


Countries which have implemented a tariff rebalancing policy have systematically orientated tariffs for various basic services towards costs by abolishing any tariff averaging at national level.


�
In order to enable the maximum number of people to telephone, some countries have included the offer of specific services in the definition of universal service, within the context of tariff rebalancing.


In the case of the European Union, for example, universal service includes basic telephony, public phone booths, operator assistance, information services, access to the emergency services and services for the disabled. Operators responsible for universal service are obliged to provide this set minimum service, at a reasonable price and irrespective of the location of the user.


As regards the arrangements for funding this universal service, a number of options are offered to governments and to the European regulatory authorities, namely:


•	no particular financing if the deficit incurred by the operator is very small or offset by profits;


•	funding by the State;


•	the application of an additional access charge on top of interconnection tariffs;


•	the use of a universal service fund or clearing house at national level.


3.2.2.2	The case of France


Telecommunication tariffs in France have been falling since 1987, with the trend sharpening since 1995. Between 1996 and 1998, domestic tariffs dropped by 11 per cent while business tariffs fell by 26 per cent in constant francs over the same period, within the context of the tariff agreement.


This change comprises two contrasting developments. The subscription has been progressively re�evaluated to reach a balance price - a target specified by the law of July 1996 and set by a group of independent experts - of FRF 65 exclusive of tax. Successive reductions in call charges have more than made up for the increase in subscription. In 1997 France Telecom cut its long�distance and international call charges by over 20 per cent. In March 1999 the company reduced its tariffs for long-distance and international communications by around 15 per cent.


Evolution of the price per minute of a national call�(France Telecom tariff - in FRF at the current rate)


�
In addition, a wider range of services has been available to consumers since 1 January 1998, at particularly attractive rates. Competition has increased in particular in long-distance and international telephony, with new operators offering reductions of 10 to 15 per cent for these categories by comparison with the incumbent operator.


As regards universal service, it is defined in France by the Act regulating telecommunications of July 1996 as a quality telephone service at an affordable price. It includes the routing of telephone calls to and from subscribers, the provision of an information service and a directory as well as telephone booths nationwide. France Telecom is the public operator responsible for providing universal service. Universal service tariffs are subject to approval by the minister responsible for telecommunications.


To offset the net cost of universal service, France has set up a specific fund fed by contributions from operators in proportion to their market share. The cost of universal service comprises three components:


•	a component linked to the imbalance of the France Telecom tariff structure between subscription and calls, fully absorbed in 1999;


•	a social component;


•	a geographic component, linked to national and regional development objectives.


In 1999 the net cost of universal service was put at FRF 2.9 billion by ART, the telecommunication regulatory authority.


3.2.3	Analysis of the initial results of the questionnaire and replies to the circular


The questionnaire drawn up at the first meeting of the Working Group on Question 12/1 (1 and 2 March 1999) aroused keen interest. About 40 replies were received by BDT.


In the light of the replies received, the countries concerned can be divided into three broad categories:


•	countries which have fully liberalized their telecommunication market;


•	countries which have partly liberalized their telecommunication market;


•	countries which have retained a telecommunication monopoly.


3.2.3.1	Do you have a method for calculating national communication costs? If so, please give a brief description of the methods used. Is the method based on cost accounting? If not, what bases are used?


Countries with fully or partly liberalized telecommunication markets


These countries generally apply accounting controls to their dominant operator. Methods vary but are all based on costs. The greater the competitive maturity of the market, the more streamlined the calculations. If there is no accounting control on the dominant operator, regulations provide for a system of price caps.


Countries retaining a monopoly


In most cases there is no cost accounting and consequently no method for calculating call costs. Call charges are therefore set on a flat-rate basis by the Presidency of the Republic, Finance Ministry or ministry responsible for telecommunications, generally by simple division of the turnover by the volume of minutes.


�
3.2.3.2	Do you have a cost model? If so, please give a brief description of that model.


Countries with fully or partly liberalized telecommunication markets


Most operators in these countries use cost accounting. In developed countries, the method used is activity-based costing (ABC), with long-run incremental costs (LRIC). Developing countries use methods based on fully distributed costs (FDC) and rational allocation.


Countries retaining a monopoly


Usually there is no cost accounting or, consequently, any method for calculating the cost of calls. Call charges are therefore set on a flat-rate basis by the Presidency of the Republic, Finance Ministry or ministry responsible for telecommunications.


3.2.3.3	Is there a plan for tariff restructuring/rebalancing in order to bring tariffs in line with costs? If so, please give a brief description of that plan.


Countries with fully liberalized telecommunication markets


Tariff rebalancing is generally carried out. Some countries have sought to alleviate its effects for the most vulnerable persons by including special terms as part of universal service.


Countries with partly liberalized markets


Tariff rebalancing is being undertaken prior to full liberalization of the market. Some countries have sought to alleviate its effects for the most vulnerable persons by including special terms as part of universal service.


Countries retaining a monopoly


In these countries, telephone service tariffs (installation costs, subscription charges, local, long�distance and international call charges) are generally set by the Presidency of the Republic, Finance Ministry or ministry responsible for telecommunications. However, awareness of the issues involved is leading some countries to slowly rebalance their tariffs.


3.2.3.4	Are inflation and money devaluation taken into consideration? If so, please give a brief description of the settlements in place.


Most countries take into account the rate of inflation and any devaluations in calculating or monitoring their tariffs. This applies in particular to developing countries which negotiate accounting rates in foreign exchange while collection charges are paid in local currency.


3.2.3.5	If you have universal service obligations, please give a brief description of universal service financing arrangements


Countries with fully or partly liberalized telecommunication markets


Three categories of country can be identified:


•	Some countries consider that being responsible for universal service provision represents a competitive advantage and therefore gives no grounds for compensation;


•	Others require any new operator to pay a certain percentage of its turnover or to pay an access charge in addition to interconnection tariffs to the operator responsible for universal service, to a fund or to the State budget;


•	Others require operators to contribute to the cost of universal service in proportion to their share of the market.


�
Countries retaining a monopoly


Since tariffs in these countries are characterized by major cross-subsidies between services and take little account of real costs, the definition of universal service and arrangements for its financing are vague. In most cases, the monopoly operator must cover the whole territory impartially without receiving any concessions or subsidies. However, some countries do use revenue from spectrum management to develop rural telephony.


3.2.3.6	What is the process for tariff approval?


Countries with fully or partly liberalized telecommunication markets


In these countries, tariffs are usually approved by an independent regulatory authority, then in some cases by the minister responsible for telecommunications.


Countries with partly liberalized markets


Usually these tariffs are approved by the Finance Ministry or ministry responsible for telecommunications. In most cases, operators must provide a macroeconomic analysis and an impact study for both residential and non-residential customers.


Countries retaining a monopoly


Approval of tariffs is not necessary as tariffs are usually set by the Presidency of the Republic, Finance Ministry or ministry responsible for telecommunications.


3.2.3.7	With respect to your tariff structures: What is the amount of the subscription charge? What is the amount of the connection charge? Do you apply time bands for charging? If so, please give a brief description of the arrangements in place. Do you have tariff zones (local, long-distance, …)? If so, please give a brief description of the arrangements in place. Please send us a description of your tariffs, including quantitative data.


All the countries which replied to the questionnaire apply time bands and tariff zones.


3.2.3.8	Do you apply interconnection charges? Please send us a description of those charges, including quantitative data.


Countries with fully or partly liberalized telecommunication markets


All countries in this category apply interconnection charges. These are negotiated either with the regulatory authority or directly between operators with the backing of the minister responsible for telecommunications.


Countries retaining a monopoly


The concept of interconnection charge does not apply.


3.3.3	Methods for calculating costs (incumbent costs, long-run incremental costs, etc.), taking account of work already done, in particular by regional groups, and of national and regional experience


3.3.3.1	Cost concepts


•	Incremental costs and fully distributed costs


•	Incumbent costs and opportunity cost


•	Activity based costing (ABC)


�
3.3.3.2	The four existing regional cost models


•	TEUREM


•	TAS


•	TAL


•	TAF


3.3.4	Cost models


3.3.4.1	Cost elements to be taken into account (including universal service and spectrum costs)


The annexes to ITU-T Recommendations D.140 and D.500 will serve as a basis for this discussion.


As regards the cost of universal service, the first meeting of the working group considered that this work would complement the work under Question 7/1 which covers the policy and technical dimension of universal service.


3.3.4.2	Cost models


To be completed.


3.3.5	Drawing up of regulations and policies necessary for applying cost-orientated tariffs


Tariff principles described in European Union directives


Directive 97/51 of 6 October 1997 amending Directives 90/387 (ONP framework) and 92/144 (ONP leased lines)


•	Tariffs must be based on objective criteria and be cost-orientated;


•	Tariffs must be transparent and be published in an appropriate manner;


•	Tariffs must be sufficiently unbundled to enable users to choose between individual service elements;


•	Tariffs must be non-discriminatory and guarantee equality of access;


•	Tariffs shall be independent of the type of application.


Directive 95/62 on ONP voice telephony and common position of 9 June 1997 for the establishment of universal service


•	Discounts, tariffs for low users and other special arrangements shall be provided for: formula for possible tariff reductions; offer of special tariffs for the provision of socially useful services such as emergency services, and for low users or specific social groups; availability of a reduced tariff for communications on European Union territory at off-peak hours, including night-time and weekend communications as appropriate;


•	Specific measures guaranteeing access to fixed public telephone services for disabled users and users with specific social needs, and affordability of those services.


Directive 96/19 of 13 March 1996 on full competition


•	Member States must carry out tariff rebalancing as soon as possible;


•	Since rebalancing may make certain telephone services less affordable for certain groups of users in the short term, Member States may adopt special provisions to reduce the impact of such rebalancing.


�
Directive 98/10 of 26 February 1998 on ONP voice telephony


•	Cost orientation of tariffs;


•	Concept of affordability for rural areas or high-cost areas, and for categories of vulnerable users (the elderly, people with disabilities or people with special social needs);


•	Removal of obligations preventing or restricting the use of special or targeted tariff schemes (possible introduction of price caps or geographical averaging or other similar schemes until competition allows effective price control);


•	Principle of transparency and non-discrimination;


•	The requirement for unbundling of services offered does not prevent the combination of certain additional services in a tariff package provided that this is not used to restrict unduly users' freedom to choose the providers of different services that they may wish to use. In addition, tariffs must be sufficiently unbundled so that users are not required to pay for additional services which they do not need;


•	Tariffs must be presented to end users clearly and precisely;


•	Tariffs must be independent of the type of application;


•	Price reduction formulas must be transparent and must be published.


Moreover, as regards accounting controls, European Union directives lay down the following provisions:


•	The cost accounting system must show common costs and direct costs;


•	Common costs that cannot be assigned directly to a service must be allocated as follows:


–	wherever possible, common cost categories shall be allocated on the basis of direct analysis of the origin of these costs;


–	where direct analysis is not possible, common cost categories shall be allocated on the basis of an indirect linkage to another cost category or group of categories for which direct assignment or allocation is possible;


–	where neither direct nor indirect measures of cost allocation can be found, the cost category shall be allocated on the basis of a general allocator in proportion to the directly or indirectly assigned costs;


•	The cost accounting system must be monitored by an independent competent body;


•	A statement concerning compliance must be published annually;


•	A description of the cost accounting systems must be made available to the national regulatory authority;


•	Separate accounting must be applied to interconnection activities relating to operators with significant market power.


3.3.6	Drawing up of appropriate recommendations and guidelines for applying cost-orientated tariffs


The first meeting of the working group highlighted the progressive nature of the implementation of tariff rebalancing.


�
4	Conclusions and guidelines


In the wake of the debates that took place in September 1998, a subquestion on the economic aspects of spectrum management emerged. In this interim report no reference is made to this part of Question 12/1 since, at the first meeting of the Working Group on Question 12/1 (1 and 2 March 1999), it was decided to present an interim report solely after the updating of Document ITU-R SM.2012 and of the ITU-D Handbook on Spectrum Management (16/2).


As regards tariff policies, tariff models and methods of determining the costs of national telecommunication services, the many replies to the questionnaire devised in March are welcome but the small number of contributions, on the other hand, is regrettable.


This interim report is of course incomplete and will have to be amended and expanded when it is presented in Geneva in September 1999. A presentation by BDT on the progress of work on development of the database on costs and tariffs in developed and developing countries will also be welcome.


Since a large part of the study must be finalized for mid-2000, it is essential that a further meeting of the working group be held in late 1999 or early 2000.








__________


____________________
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