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TITLE:
INTERCONNECTION: A DEVELOPING COUNTRY PERSPECTIVE

________

Action required: 

The paper presents the Sri Lankan experience and view points and contains details of unsolved as well as settled problems. 

Unsolved problems   :- Seek solutions based on the experience of the other participants

Settled problems       :- Seek views of the other participants for further refinement

View points/opinions:- Seek critical review by the participants

It is proposed that the document be inserted as a national experience in the Final Report on Question 6/1.

Abstract: 

The paper presents the Sri Lankan experience and view points and contains details of unsolved as well as settled problems. The main focus of the paper is to highlight the need of regulatory models that address the unique aspects of economic and regulatory environments of developing countries as the immediate challenges and demands faced by these countries are different from those faced by developed countries.

1. INTRODUCTION

An efficient scheme of interconnection is essential to allow subscribers of different networks to be connected to each other, where there are multiple operators. Interconnection is also essential to allow competition but it must be recognised that in many developing countries competition is being introduced in stages in order to minimise the adverse impact of tariff re-balancing on the consumers and to facilitate network roll out to less profitable rural areas.

Interconnection regimes of developing countries like Sri Lanka must take into account the unique aspects of economic and regulatory environments of those countries. The immediate challenges and demands faced by developing countries are different from those faced by developed countries.

In developed countries the network has been fully rolled out, telephone penetration rates are high and focus is therefore upon increasing competition and reducing the costs to the customer. However, in developing countries like Sri Lanka where networks are underdeveloped, the focus must be on extending the network access, particularly in rural areas. The regulatory regimes in such countries must encourage those objectives in order to facilitate investment in the telecommunications sector.

Capital investment required in developing countries is high and the incremental revenue is low. Therefore interconnection charges will generally be higher in developing countries than in developed countries. Given this scenario, investment in developing countries will be discouraged unless the rights of operators are respected. Retaining exclusive entitlements and introducing competition in stages are legitimate and appropriate mechanisms for achieving these goals. Issues like ongoing tariff re-balancing processes must also be considered in any interconnection arrangements.

The staged implementation of competition is quite evident when the Sri Lankan Telecommunications scenario is considered. Competition has been selectively introduced in order to encourage investment and ensure that investors are able to obtain an adequate return on their investment. Sri Lanka Telecom (SLT), the successor to the former Government owned monopoly the Department of Telecommunications, has been granted exclusivity in the provision of fixed wire telephony and international voice telephony until 5th August 2002 to ensure that it continues with its aggressive network rollout programme.  On the other hand, the two Wireless Local Loop (WLL) operators, SUNTEL and LANKABELL are protected from having to compete with other operators using WLL technology at least until year 2000 and possibly until the year 2005, on meeting certain service standards. However, the WLL operators are not permitted to operate their own gateway switches and are permitted to provide international connection services only through the authorised international operator, Sri Lanka Telecom. The four mobile operators are also required to provide international connection services only through the gateways of Sri Lanka Telecom. The international telephony exclusivity up to August 2002 has been granted specifically to manage the tariff re-balancing process in a manner that will not adversely burden the consumers, while ensuring that the cross-subsidy flowing from the international operation to the domestic operation, though in a downward trend, will be available for a further period of time to support network rollout to rural areas.

2. LEGISLATIVE AND REGULATORY FRAMEWORK

The international picture of regulation demonstrates that the overwhelming trend in regulatory structure and process has been for governments to maintain a dual regulatory structure, telecommunications industry specific regulatory bodies continuing to play the primary role in industry oversight, against a backdrop of competition regulatory bodies and processes. This applies both to the regulation of interconnection carriers and to controlling the incumbent carrier's market conduct. Moreover, the trend applies to countries with very divergent sector backgrounds, from public monopolies to limited private competition, and to countries at varying stages along the path towards greater liberalisation and competition. Despite different starting points, different market structures, and different service characteristics, the continuation of industry specific regulators is a dominant and pervasive feature of the current regulatory process internationally.

The legislative and regulatory framework of interconnection in a country should naturally be geared to achieve the vision and objectives spelt out in the "National Telecommunications Policy". The fundamental regulatory tool available for this purpose is the licensing system emanating from the "Telecommunications Act" or any equivalent legislation. Most countries being members of the WTO with specific commitments and agreed timetables for liberalisation and introduction of full competition, have regulatory regimes that follow interconnection guarantees stipulated in the WTO reference paper on regulatory principles. Furthermore, many a developing country has used Telecommunications Acts in developed countries as the basis for drafting their own Telecommunications Acts. For example, Sri Lanka Telecommunications Act of 1991 closely resembles the UK Telecommunications Act of 1984.

Although there is no question that telecom reform is needed in developing countries, it is questionable whether the developed country model of reform is the most appropriate. Although many of the policy and regulatory issues are similar to those confronting developed countries, the very different circumstances make country priorities much different. In addition, they must address a number of issues that are unique to their special circumstances. Therefore, the US or other developed country models of telecom reform and related legislature cannot be uncritically accepted in the developing countries. Those models must be critically examined in light of the distinct circumstances in each developing country, and shaped, extended, restructured or displaced by a model of reform that best serves each country's development objectives.

The Sri lankan experience reveals that a majority of problems faced by developing countries in relation to legislative and regulatory framework of interconnection are due to:

(a) inconsistent/incoherent interpretation and application of regulatory provisions, and 

(b) the tendency to apply provisions of the legislative and regulatory framework confined to a narrow outlook.

2.1
Inconsistent/incoherent interpretation and application of regulatory provisions

One of the main deficiencies evident in the Sri Lankan regulatory environment is found in the area of issuance of licences. There are several instances where the terms and conditions contained in one licence contradict the entitlements in another. This problem is partly due to the use of various terms in licences without proper interpretations.

The much debated and discussed “enhanced voice” licences issued to some data operators are a very good example in this regard. While the Licence issued to the incumbent Operator provides for a “monopoly” or an “exclusivity” for international voice telephony until August 2002, the said data operators are using the service termed “enhanced voice” to interconnect international voice telephony traffic bypassing the gateways of the incumbent Operator. The terms “voice”, “enhanced voice” and “exclusivity/monopoly” are not defined in any of the licences issued and the Data Operators are exploiting the situation to their advantage while the incumbent Operator is trying desperately to seek legal remedies through a painstakingly slow judicial process. Although the Regulator has recently declared that “enhanced voice” does not entitle the Data Operators to provide international voice telephony, the Data Operators have challenged the said declaration in Courts and are continuing to interconnect international telephony traffic, bypassing the gateways of the incumbent.

Much of these problems would not have been created had the terms “voice’, “enhanced voice” and “exclusivity/monopoly” carried clear interpretations in the relevant documents. 

In order to avoid such problems in any other developing country, where international telephony traffic is interconnected by Data Operators or IP based Operators violating any exclusivity granted to a (incumbent) Operator, the Sri Lankan experience suggests the it is best to interpret the said terms based on the following principles.

“Voice” - Shall be interpreted in a way which is independent of the technology used for conveyance so that any provider of public voice telephony service to same rules whether using internet or any other platform. (Example: France)

“Enhanced Voice” – Shall be interpreted considering the distinction between “network services” and “enhanced services”. (Refer Oftel document “Promoting Competition in services over Telecommunication Networks”). “Network services” shall mean the conveyance of calls, messages and signals over a telecommunication network (i.e., basic conveyance services). “Enhanced Services” means services with a telecommunication component and which use “network services” as an essential input, but which contain some function over and above “network services”. In other words, “network services” are the underlying inputs to “enhanced services” and the “enhanced service” providers must buy underlying “network service” from an Operator entitled to provide such services. Accordingly, an “enhanced voice” operator shall be entitled to provide only some function over and above the underlying voice carriage component (i.e., network service) provided by an Operator licensed to provide such underlying voice carriage component. The “enhanced voice” operation shall not include the carriage of the underlying voice component.

“Exclusivity/Monopoly” – Shall be interpreted to cover:

1. exclusivity with regard to the provision of services,

2. the exclusive control of the facility for the provision of such services, and

3. exclusive entitlement to revenue generated by the provision of such services.

2.2 
Tendency to apply provisions of legislative and regulatory framework confined to a narrow outlook

In general, there are three dominant mandates that guide the operations of a regulatory body. The first and more traditional one is to serve the social goals set out in the National Telecommunications policy related to issues like universal service obligations. The timetables set out for tariff re-balancing processes and continuation of an exclusivity/monopoly to facilitate the tariff re-balancing are also related to this area, as the degree of achievement of universal service will depend on the time targets set for the completion of the tariff re-balancing. The second is aimed at controlling telecom service provision due to its strategic role in the defence and economy of the nation. The third, and the most recent one, calls for the regulator to play a key role in stimulating and assuring fair and balanced competition in the domestic communications market.

Although most regulatory bodies would engage all three roles, the relative weight of each differs according to the degree of economic development and the particular political system of each nation. In developed countries, liberalised markets have pressed regulators to concentrate on simulating and fine tuning competition and achieving significant improvement in the quality and sophistication of services. In developing countries, however, regulatory agencies are still heavily involved in the pursuit of more general socio-economic goals, such as expansion of basic services, the building of national telecom structure, and the control of the industry "in the national interest". Therefore any interconnection arrangement imposed by a regulator should necessarily be guided by the said mandates, applied in the correct proportion or weightage as appropriate to that country.

However based on the Sri Lankan experience, it seems that regulators in many developing countries try to emulate the interconnection models used in developed countries as if their sole mandate is to play a role in stimulating competition in the communications market. For example, the 1998 determination imposed by the Sri Lankan regulator for interconnection of fixed services networks does not give due reference either to the international voice telephony exclusivity granted to the incumbent operator as per the National Telecommunications Policy or to the ongoing tariff re-balancing process. The main reason for this tendency appears to be the lack of experience in relation to regulation in developing countries. Furthermore, the many treatises, papers and publications on regulation including related training courses/seminars almost entirely focus on regulation as applicable to the scenarios in developed countries. International bodies like the ITU should take a lead role in rectifying this situation in facilitating solutions to the problems faced by the developing countries and codifying the experiences for reference.

3. DECISION MAKING PROCESS 

The decision making process adapted in Sri Lanka is similar to the process followed by AUSTEL in Australia. The decisions related to interconnection are left for commercial negotiations between the parties. However the regulator is empowered by the Telecommunications act “ to approve interconnection charges and charges for calls between licensed interconnected telecommunication systems where operators of those systems are able to agree on such charges, and to determine such charges where operators are unable to agree”. Thus the related clause implies that the regulator has power even to disapprove the interconnection charges agreed by parties after commercial negotiations.

The Sri Lankan experience suggests that the disputes arising over interconnection issues are not really related to the decision making process itself but to the substance and validity of the decisions made within that decision making process. 

4. INTERCONNECT PRICING

According to Professor William H. Melody, the renowned authority on Telecommunications Reforms “the solution to most interconnection problems is that interconnect charges should be based on cost. Indeed cost-based pricing is recited with such frequency and conviction as the correct answer to most telecom and other public utility regulatory problems, one is tempted to conclude the regulation of telecom prices should be straightforward and non-controversial issue…….. But adopting the principle of cost as an important standard for regulation is not the solution to any problem. Rather it is the entry point to a complex and controversial field of analysis.

Telecommunication costing is a complex matter under the best of circumstances. It is rendered especially difficult for operators that have recently been transferred from government and administrative departments where detailed business accounting and information systems were not employed. Without an effective cost information system, it becomes extremely difficult to find a basis for judging the reasonableness of any price, including the price of interconnection”.

In the above two paragraphs, Professor Melody has clearly highlighted the problems faced by incumbent operators in many a developing country with regard to “cost-based” interconnect prices. 

4.1
Structure and level of interconnect pricing 

Interconnect pricing should cover the following cost components.

1. Cost of provision of the physical link for interconnection

2. Cost of provision of interconnect services using the incumbent’s network

3. Contributions towards any social obligations like an USO fund.

Although the formulation of the cost component for provision of the physical link is straight forward, arriving at the cost of interconnect services using the incumbent’s network is highly challenging. In this regard, although there are many costing methods used in various countries, the current trend appears to be in favour of the “forward looking costing” method of LRIC (Long Run Incremental Costing). However, the suitability of adapting LRIC in developing countries, especially in the initial stages of liberalisation has to be studied carefully as this leads to under-recovery of incumbent operator’s costs, if applied generally. Instead, the “historical costing” method of FDC (Fully Distributed Costing) seems to be more appropriate in determining interconnect charges in developing countries, at least in the initial stages of liberalisation. Of course, the new entrants will always argue that this will force them to pay for the past inefficiencies of the incumbent operator. However it should be understood that these past inefficiencies are mostly related to  “social obligations” the incumbent operator has been forced to fulfil by the various governments that had been in power. This point is well understood if services rendered by an government owned incumbent operator prior to liberalisation is viewed in the context of the total social environment of the country rather than been confined to the telecommunications sector only.  The increased prices a new entrant has to pay due to the adaptation of FDC over LRIC has to be viewed as a  “social obligation” of the new entrant towards the nation. 

The incumbent operators of most developing countries will need adequate time to move towards detailed business accounting and information systems and so does the move towards LRIC. Even in the case of UK the evolutions of interconnect pricing from FDC to LRIC took nearly 12 years.

In the absence of adequately refined cost data, regulators in developing countries usually tend to look towards international benchmarks to formulate interconnect prices. However, extreme care is necessary in adapting international benchmarks to suit circumstances in developing countries, as ill-considered use of international benchmarks from developed countries could harm one or more parties to an interconnection dispute. For example, the Alternate Dispute Resolution (ADR) mediation team appointed by the Sri Lankan regulator to resolve the interconnection disputes amongst the fixed operators relied on benchmarks from Canada and Hong Kong in suggesting interconnect prices, thereby giving rise to a series of fresh disputes that have escalated even up to the Courts of Law.

Jerry A. Hausman, the Economics Professor at the M.I.T. of US, who is also a world renowned authority on telecommunications industry, commenting on the said mediation report cautions against the use of international bench marks in the Sri Lankan context because of the unique characteristics of the Sri Lankan regulatory (e.g. international monopoly), economic (e.g. high risk profile) and social (e.g. low teledensity) circumstances. In particular, cost studies that have been generated in developed countries where national network roll out has been largely completed and where the risk of investment is relatively low is unlikely to be of any value in a developing country like Sri Lanka where teledensity is still in the range of 3-4% and the risk of investment is much higher. Professor Hausman further points out that price elasticity is also a factor that has to be considered in adapting such benchmarks in developing countries. In countries with almost total telephone penetration, this price elasticity is very near zero. However, in countries with much lower telephone penetration, the price elasticity is significantly higher. Professor Hausmann also recommends comparison of the GDP in determining the suitability of the sources of benchmarking. 

The following table illustrates the inappropriateness of the countries used as sources of benchmarking in the Sri Lankan example. 

	Country
	Telephone Penetration
	GDP (in US $)

	Sri Lanka
	4 %
	825

	Canada
	61.6 %
	26,499

	Hong Kong
	55 %
	20,462


Furthermore, Canada and Hong Kong uses forward looking costing methods to determine interconnect charges where as in countries like Sri Lanka charges based on historic costs are preferable.

Accordingly, a major problem faced by regulators in developing countries is the adaptation of international benchmarks to suit the local circumstances and Sri Lanka feels that this study group should focus on this matter as a key issue. It is understood that in countries like UK, adjustment of benchmarks are carried out to accommodate variations in teledensity, return on capital, costing methods (i.e., conversion from FDC to LRIC or visa-versa) etc. Such work already carried out in this area, if extended to cover variables such as the GDP and the price elasticity, would prove extremely valuable to regulators in the developing countries.

Another key issue faced by regulators in developing countries with regard to formulation of interconnect prices is the difficulty of securing services of international consultants who have experience related to developing country scenarios. Advice of international experts/consultants who do not possess such experience could cause irreversible damage to the sector with very far reaching consequences. For example, the 1998 interconnection determination for fixed operators in Sri Lanka was based on the recommendations of the mediation team consisting of such international consultants. The said determination imposed the following interconnect arrangements.

· Mutual compensation for domestic calls between the incumbent and the WLL operators, with a maximum price of Rs. 1.50 per minute during the peak hour.

· A 20% discount on the incumbent’s international tariffs to WLL operators; to cover billing, collection and bad debt costs in relation to international calls generated from the WLL networks. (The incumbent operator holds the international monopoly until August 2002).

· A payment of Rs. 9.50 per minute by the incumbent operator to WLL operators, for all international incoming calls terminated on the WLL networks.

A surprising feature of this arrangement is that in case of an international terminating call, the incumbent operator is forced to pay WLL operators more than six times the price of a domestic terminating call, although in both instances WLL operators incur identical costs in terminating the calls. Professor Hausmann points out that this is a clear case of creating a new cross-subsidy from the incumbent operator to the WLL operators where as the policy should be to reduce and eliminate cross subsidies. He further states, inter alia, that this newly created cross-subsidy;

· should be interpreted as a tax on revenues of the incumbent operator and therefore will decrease investment incentives,
· should decrease economic efficiency, as the price elasticity in developing countries like Sri Lanka is significant,
· and that asymmetric treatment of originating and terminating calls will create arbitrage opportunities for the WLL operators, as they will have an economic incentive to have their customers to use call-back operators, rather than making originating international calls. This is a policy similar to taxing the output of a domestic industry and subsidising the output of a foreign industry, according to Professor Hausmann.
The incumbent operator has already challenged the said interconnection determination in the Court of Appeal, siting that the regulator has acted ultra vires in imposing a cross-subsidy instead of an interconnect charge.

5. NON-PRICE ASPECTS

Interconnect prices and the associated regulatory framework remains critical issues. However, experience in maturing interconnect relationships suggest that there are other major non-price aspects of interconnection which also have significance for both the new entrant and the incumbent. These other issues are often less tangible, confined or capable of a ready regulatory solution.

5.1
Points of interconnect

Planning points of interconnect need to be thought of both on a ‘horizontal plane”, being the geographic distribution of POIs and on a ‘vertical plane”, being the level in the network hierarchy of the incumbent at each geographic location where the point of interconnect is to be established. 

The geographic distribution of POIs is important because the location of the POIs will often determine interconnect charges payable by the new entrant. The Network hierarchy of the incumbent operator in Sri Lanka has the arrangement as shown in the figure appended.












The country is divided in to four Tertiary Switching Centre (TSC) areas and under each TSC area they’re a number of Secondary Switching Centre (SSC) areas. The Sri Lankan regulator has directed that the incumbent operator should provide at least one POI in each TSC area and that a WLL call terminating within the same TSC area should be considered as a local call where as in the incumbent’s network a local call is one that terminates within the same SSC area.

In developing countries there may be instances where the incumbent’s network is not capable of supporting any POIs in a given geographic area. In such instances, one of the following solutions may be pursued.

· The incumbent could be required to provide transmission at cost-based interconnect rates between the non-POI supporting area to a POI supporting area and/or

· The new entrant could contribute to the upgrading of the incumbent’s network to make the geographic area in question POI capable. Obviously, the new entrant will only want to pursue this option if it could recoup this expense through eliminating additional transmission costs otherwise payable.

Another major issue is who should determine the location of the POIs within a geographic area. The new entrant will argue for the right to choose where the POIs should be located because this decision, in effect, determines the boundaries and heavily influences the network architecture of its network. The incumbent will respond that free right of choice by the new entrant will cause significant dislocation within its network as staff and resources have to be pulled off the incumbent’s own projects to build capacity for points of interconnect, and recovering the costs of the incumbent’s staff, etc. involved in this work does not adequately address the incumbent’s concerns. 

A compromise approach may be to separately identify two stages:

· the in incumbent should produce periodically a schedule which nominates exchanges which currently have, or within a forecast period will have, capability to support a POI; and

· from this list, the new entrant to nominate exchanges at which it wishes to have POIs located.

5.2 
Co-location

In Sri Lanka, the incumbent operator has allowed the new entrants to place equipment in the incumbent’s switching centres charging at rates as approved by the regulator. However, in view of the security problems peculiar to Sri Lanka, where a number of installations of the incumbent operator has been subjected to terrorist attacks, providing access to O & M personnel of the new entrants at short notice to such sites had been a problem in the past, calling for intervention of the regulator at times. 

5.3 
Equal access and unbundling

As in many other developing countries, in Sri Lanka too, these issues are not yet applicable. Considering the status of telecommunication networks in many developing countries, it is quite clear that abundant access and transmission facilities are not yet available for sharing between different operators and national telecommunication policies in most of these countries are directed towards development of such facilities by the new entrants too, in parallel with the incumbent operator, in order to ensure much needed network penetration. 

5.4 
Quality of service

The WTO Reference Paper on Regulatory Principles require that interconnection with a major supplier should be ensured at a quality no less favourable than that provided for its own like services or for like services of non-affiliated service suppliers or for its subsidiaries or other affiliates. In ensuring this requirement, regulators in developing countries should first assess the existing service qualities in the incumbent’s network and set realistic and objective targets. It is of paramount importance that this area is handled by technically competent personnel within the regulatory body, in order to ensure correct understanding of the ground situation and to ensure sensible handling of disputes arising out of quality of service problems. It is interesting to point out that an international consultant employed by the Sri Lankan regulator to draft industry wide quality of service standards suggested a 90 % fault clearing rate within the first 24 hours of reporting the fault, where as even in his own (developed) country it was less than 80 %, as evident from the latest (1999) OECD Communications Outlook! It was later revealed that this consultant was in fact a Lawyer by profession with no technical background at all.

5.5
Fault handling and maintenance

As bypass carrier environments are not applicable in most of the developing countries such as Sri Lanka, faults handling and maintenance related to interconnected traffic is a rather straightforward activity that narrows down to the identification whether fault is within the incumbents network or the new entrants network. Signalling traces obtained for test calls to and from a POI exchange will generally facilitate the identification whether the fault is within one’s one network or outside. The most important aspect in this area is the management/administrative arrangements in place for handling of fault reports, diagnosis of faults and assigning responsibility for clearance of faults. It is best that such arrangements are included in the interconnection agreement with appropriate escalating procedure for fault reports, depending on the time duration a fault is continued.

5.6
Billing arrangements

Billing arrangements should commence from the interconnection testing stages. The general method adopted is Accounting and CDR (Call Detail Records) checks generated by transferring various categories of calls through the tested interconnection link. The purpose of these accounting and CDR checking is to reduce the risk of billing disputes between the two operators once the interconnection is operational.  This is achieved by testing whether the CDRs and bills that are generated at both sides, match.

Generally there are two interconnect billing choices; to bill yourself or to let the other operators bill for interconnect calls and trust the figures provided by them. However, as the interconnected traffic grows and forms a major portion of the revenue of an operator, it is essential to have its own interconnect billing system as it provides the following benefits.

· Win disputes with other operators by providing accurate, defensible claims for payment

· Present better arguments to the regulator with evidence of traffic and its value

· Detection of incorrect charges, erroneous and fraudulent claims

· Facilitate verification and resolution of billing disputes

· Better cost measurement and management

5.7
Forecasting and ordering

An incumbent will naturally require some guarantee of forecasting accuracy form the new entrant, on which it bases its planning. Furthermore, an incumbent will usually seek to protect its position against inaccurate forecasting by imposing penalties for under or over forecasting. In countries like Sri Lanka, where the incumbent operator is now a commercially oriented business company, this aspect becomes very important as the board of directors of the company has a fiduciary obligation to ensure maximum return on investment of the shareholders. Therefore it is important that any interconnection agreement contains acceptable margins for forecasting errors built in to the agreement, to facilitate penalties for under or over forecasting.

6. CONCLUSIONS

1. Interconnection regimes of developing countries like Sri Lanka must take into account the unique aspects of economic and regulatory environments of those countries. The immediate challenges and demands faced by developing countries are different from those faced by developed countries.

2. The legislative and regulatory framework of interconnection in a country should naturally be geared to achieve the vision and objectives spelt out in the "National Telecommunications Policy". The fundamental regulatory tool available for this purpose is the licensing system emanating from the "Telecommunications Act" or any equivalent legislation

3. One of the main deficiencies evident in the Sri Lankan regulatory environment is found in the area of issuance of licences. There are several instances where the terms and conditions contained in one licence contradict the entitlements in another. This problem is partly due to the use of various terms in licences without proper interpretations.

4. It seems that regulators in many developing countries try to emulate the interconnection models used in developed countries as if their sole mandate is to play a role in stimulating competition in the communications market. The main reason for this tendency appears to be the lack of experience in relation to regulation in developing countries. Furthermore, the many treatises, papers and publications on regulation including related training courses/seminars almost entirely focus on regulation as applicable to the scenarios in developed countries. International bodies like the ITU should take a lead role in rectifying this situation in facilitating solutions to the problems faced by the developing countries and codifying the experiences for reference.

5. The Sri Lankan experience suggests that the disputes arising over interconnection issues are not really related to the decision making process itself but to the substance and validity of the decisions made within that decision making process. 

6. Telecommunication costing is a complex matter under the best of circumstances. It is rendered especially difficult for operators that have recently been transferred from government and administrative departments where detailed business accounting and information systems were not employed. Without an effective cost information system, it becomes extremely difficult to find a basis for judging the reasonableness of any price, including the price of interconnection.

7. The suitability of adapting LRIC for the formulation interconnect prices in developing countries, especially in the initial stages of liberalisation has to studied carefully as this leads to under-recovery of incumbent operator’s costs. Instead, the “historical costing” method of FDC (Fully Distributed Costing) seems to be more appropriate in determining interconnect charges in developing countries, at least in the initial stages of liberalisation.

8. A major problem faced by regulators in developing countries is the adaptation of international benchmarks to suit the local circumstances and Sri Lanka feels that this study group should focus on this matter as a key issue. It is understood that in countries like UK, adjustment of benchmarks are carried out to accommodate variations in teledensity, return on capital, costing methods (i.e., conversion from FDC to LRIC or visa-versa) etc.  Work already carried out in this area, if extended to cover variables such as the GDP and the price elasticity, would prove extremely valuable to regulators in the developing countries.

9. Another key issue faced by regulators in developing countries with regard to formulation of interconnect prices is the difficulty of securing services of international consultants who have experience related to developing country scenarios.

10. In developing countries there may be instances where the incumbent’s network is not capable of supporting any POIs in a given geographic area. In such instances, one of the following solutions may be pursued.

· The incumbent could be required to provide transmission at cost-based interconnect rates between the non-POI supporting area to a POI supporting area and/or

· The new entrant could contribute to the upgrading of the incumbent’s network to make the geographic area in question POI capable. Obviously, the new entrant will only want to pursue this option if it could recoup this expense through eliminating additional transmission costs otherwise payable.

11. In determining the location of a POI within a geographical area, the following compromise approach may be adopted in two stages:

· the in incumbent should produce periodically a schedule which nominates exchanges which currently have, or within a forecast period will have, capability to support a POI; and

· from this list, the new entrant to nominate exchanges at which it wishes to have POIs located.

12. It is very important that the area of Quality of Service is handled by technically competent personnel within the regulatory body, in order to ensure correct understanding of the ground situation and to ensure sensible handling of disputes arising out of quality of service problems.

13. It is important that fault handling and maintenance arrangements are included in the interconnection agreement with appropriate escalating procedures for fault reports, depending on the time duration a fault is continued. Billing arrangements including procedures for verification of bills and resolution of billing disputes should also be included in the interconnection agreement.

14. It is also important that any interconnection agreement contains acceptable margins for forecasting errors built in to the agreement, to facilitate penalties for under or over forecasting by the new entrants in ordering interconnection facilities.
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