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Tariff policies, tariff models and methods of determining the cost of national telecommunication services

STUDY GROUP 1
SOURCE:
RAPPORTEUR FOR QUESTION 12/1

TITLE:
REPORT OF THE MEETING OF THE RAPPORTEUR GROUP ON QUESTION 12/1 (GENEVA, 19-20 OCTOBER 2000)

________

1
Opening of the meeting

The Rapporteur Group for Question 12/1 held its third meeting on 19 and 20 October 2000 in Geneva. Participants were welcomed by the Rapporteur, Mr Pierre Fontaine (France). The list of participants is given in Annex 2 to this report.

2
Adoption of the agenda

Mr Fontaine put forward the agenda set out in Document 1/WGQ12/OJ/001, which was approved (see Annex 1).

3
Current status of work

Mr Fontaine briefly reported on the results of the September 2000 meeting of Study Group 1 in respect of Question 12/1. In the light of comments and concerns that had been expressed at that meeting, the Rapporteur had added two items to the report which he had submitted to Study Group 1, namely an analysis of the replies to the questionnaire on tariffs, and spectrum cost and tariffs.

4
Consideration of contributions received

Document 1/150 (Analysis of responses to the questionnaire on tariffs) drawn up by the Telecommunication Development Bureau was introduced by the BDT representative. The Rapporteur said that the analysis had been included in his report, but without making any comment or expressing any opinion. He also asked participants to state their views on two matters, namely the principle of issuing an annual questionnaire on national tariff issues and the principle of broadening the scope of the questionnaire to include other subjects (such as Internet). He also stated that he would be in favour of the possibility of collecting replies "on line" directly in a database. 

The meeting decided that: 1) it would be useful to institute a standing questionnaire, but the questionnaire should be focused on precise objectives; 2) the issue of whether or not to expand the scope of the Question would be discussed when discussing the definition of Question 12/1 itself.

Document 1/129 (Charging for the spectrum) by Thomson‑CSF (France) was introduced by the Rapporteur, who stressed that the example of France described on page 2 of the document was not precise enough and should be revised accordingly. He also wondered whether the variables given in the tables on pages 5 to 7 could be incorporated in a formula. He added that this part had already been included in his draft Final Report.

The delegate of the United States requested that Document 1/129 be formally transmitted to ITU‑R Study Group 1 which would be meeting in Geneva on 1 and 2 November 2000, in order to request its views on the content of the document. The Rapporteur said that Report ITU‑R SM.2012 related to economic aspects of spectrum management, and that there had been three questions on spectrum pricing in the joint questionnaire issued by ITU‑R and ITU‑D on 2 November 1999 (ITU‑D CA/08). The analysis of the replies to those questions could be included in the Final Report as an annex.

In reply to a comment by the delegate of Burkina Faso, who pointed out that incumbent telecommunication operators often failed to consider frequency aspects, Mr Fontaine said that the point in question could be covered in a recommendation.

Document WGQ12-1/026 (Strategic approaches to financing telecommunication development) (Document TDAG‑4/6) by the Telecommunication Development Bureau was introduced by the BDT representative. The document was accepted as a good basis for drafting recommendations.

Document WGQ12-1/027 (Telecommunication tariffs in Ghana) was introduced by the representative of Ghana. The Rapporteur said that he would endeavour to inject as much information as possible from the document into his draft Final Report.

5
Discussion and finalization of the new version of the draft Final Report

Using a powerpoint presentation, the Rapporteur introduced Document WGQ12-1/024 (Draft Final Report on tariff policies, tariff models and methods of determining the cost of national telecommunication services) (Document 1/146(Rev.1)), which he pointed out was the latest version of the report, including two sections on analysis of replies to the questionnaire on tariffs and on spectrum cost and tariffs. A drafting exercise using electronic media was then undertaken, and the draft Final Report was amended. In particular, the section on economic aspects of spectrum management was made into a new Chapter 7. The new draft Final Report, as amended by the meeting (Document 1/146(Rev.2)) is available on the web and on request (for the moment only in French).

The Rapporteur requested contributions to provide an example for § 7.1 of the document, and Burundi undertook to submit a contribution in relation to § 7.2.

6
Revision of the questionnaire on Question  12/1

The questionnaire on Question 12/1, as sent to Member States and Sector Members, and contained in Administrative Circular CA/05 of 20 April 1999, was amended in order to convert open questions into closed questions, thereby facilitating statistical analysis of replies. The new draft questionnaire is set out in Document WGQ12-1/028 and annexed to this report. The Rapporteur Group proposes that the questionnaire should be issued annually, and that the replies should incorporated in the BDT database on tariffs. The document will be submitted to the next meeting of Study Group 1 in September 2001.

7
Revision of the Question for the next study period

Document WGQ12-1/025 (Definition of Question 12/1) was revised and amended by participants. The draft new wording of the Question is contained in Document WGQ12‑1/025(Rev.1) and annexed to this report. This document will be submitted to the next meeting of Study Group 1.

8
Draft new recommendations

The meeting examined and approved the draft Recommendation on cost methods and models to be implemented, as set out in Document 1/134(Rev.1).

The meeting also decided on two other draft new recommendations:

•
draft Recommendation on tariff rebalancing and cost orientation of tariffs (Document WGQ12‑1/029);

•
draft Recommendation on taking into account spectrum cost in the pricing of telecommunication services (Document WGQ12‑1/030).

These three draft recommendations have been consolidated in Document 1/134(Rev.2) and are annexed to this report. They will be submitted to the next meeting of Study Group 1.

9
Closure of the meeting

Mr Fontaine thanked all participants for the excellent work accomplished and declared the meeting closed.
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TITLE:
DRAFT AGENDA OF THE MEETING OF THE RAPPORTEUR'S GROUP ON QUESTION 12/1 (GENEVA, 19 - 20 OCTOBER 2000)

________

	1. 
	Opening of the meeting

	2. 
	Adoption of the agenda

	3. 
	Current status of work

	4. 
	Consideration of the contributions received

	5. 
	Discussion and finalization of the new version of the draft Final Report

	6. 
	Revision of the Question for the next study period

	7. 
	Draft new Recommendations

	8. 
	Any other business

	9. 
	Closure of the meeting


________

List of participants

[ not available electronically ]
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TITLE:
DRAFT NEW QUESTIONNAIRE ON QUESTION 12/1

________

Questionnaire on Question 12/1

	1)
	Do you have a method for calculating national communication costs ?
	YES
	NO

	2)
	If so, please give a brief description of the methods used:
	
	

	
	None
	
	

	
	Average cost of BCU
	
	

	
	Costs calculated ex ante
	
	

	
	Costs calculated ex post
	
	

	
	Cost model
	
	

	
	Unspecified
	
	

	3)
	Is the method based on cost accounting ?
	YES
	NO

	4)
	Do you have a cost model?
	YES
	NO

	5)
	If so, please give a brief description of that model:
	
	

	
	None
	
	

	
	CCA
	
	

	
	FDC
	
	

	
	FDC with ABC
	
	

	
	FDC without ABC
	
	

	
	LRIC with ABC
	
	

	
	LRIC without ABC
	
	

	
	Unspecified
	
	

	6)
	Is there a plan for tariff restructuring/rebalancing in order to bring tariffs in line with costs?
	YES
	NO

	7)
	If so, please give a brief description of that plan:
	
	

	
	None
	
	

	
	Benchmark cost
	
	

	
	Access deficit
	
	

	
	Subscription fee
	
	

	
	Unspecified
	
	

	8)
	Are inflation and money devaluation taken into consideration ?
	YES
	NO

	9)
	If you have universal service obligations, of which type are these:
	
	

	
	Import tax exemption
	
	

	
	Subsidized fund
	
	

	
	Direct government subsidy
	
	

	
	Fund and interconnection charge
	
	

	
	ROA fund
	
	

	
	Cross subsidies
	
	

	
	Subsidized fund and cross subsidies
	
	

	
	Interconnection charge
	
	

	
	Other
	
	

	
	Unspecified
	
	

	10)
	What is the process for tariff approval:
	
	

	
	Council of ministers
	
	

	
	Negotiations with the regulatory authority
	
	

	
	Simple notification
	
	

	
	Governmental act
	
	

	
	Ministry approval
	
	

	
	Parliament approval
	
	

	
	Board of directors
	
	

	
	Tariffs calculated by ministry
	
	

	
	Regulator
	
	

	
	Unspecified
	
	


	11)
	Do you apply time bands for charging?
	YES
	NO

	
	If so, how much?
	
	

	
	0
	
	

	
	1
	
	

	
	2
	
	

	
	3
	
	

	
	More
	
	

	12)
	Do you have tariff zones (local, long-distance, …)?
	YES
	NO

	
	If so, how many?
	
	

	
	0
	
	

	
	1
	
	

	
	2
	
	

	
	3
	
	

	
	More
	
	

	13)
	Do you apply interconnection charges?
	YES
	NO

	14)
	Do you have different interconnection charges by:
	
	

	
	Services
	
	

	
	Operators
	
	


__________
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TITLE:
DRAFT NEW DEFINITION OF QUESTION 12/1

________

Q.12/1
Tariff policies, tariff models and methods of determining the costs of national telecommunication services, including spectrum aspects
1
Statement of the problem or situation

The level and structure of telecommunication tariffs have an important role to play in at least creating internally generated funds which in most cases are ploughed back towards the development programme and also used in meeting recurrent expenditure requirements of telecommunication entities. The 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 as telecommunications is both a traded service and facilitator of economic development. The role of tariffs would be enhanced by various countries putting into place appropriate and suitable telecommunication tariffs.

The trends and development in the telecommunication environment have important repercussions for telecommunication tariffs. In fact, the gradual opening up to competition of the telecommunication sector and the development of new services oblige incumbent operators to develop tariff policies which take greater account of the actual costs of providing telecommunication services at both the national and international levels.

The pressure for efficient and cost-orientated tariffing has become a prerequisite for enhancing the role of telecommunication tariffs on a sustainable basis.

Most developing countries lack adequate experience and skills in formulating efficient and cost-orientated tariffing to enable them to benefit fully from telecommunication tariff policies, strategies and practices.

Developing countries need assistance in formulating efficient and cost-orientated tariff levels and structure for terrestrial-, space- and submarine-based telecommunication services including accounting and settlement rates, transit fees 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.

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

2
Question or issue proposed for study

Having regard to the first outputs from the 1998‑2002 study period and to the work of ITU-T Study Group 3 and its Regional Tariff Groups, the study group should:

1)
Consider the general evolution of tariff structures for the different services in countries which have implemented a policy for rebalancing their telecommunication tariffs.

2)
Add to the database on costs and tariffs in developed and developing countries on the basis of replies to the annual questionnaire on costs and tariffs.

3)
Keep up to date the principal methods of determining and calculating the costs of telecommunication services, taking into account work carried out by the ITU-T Regional Tariff Groups and by ITU‑D.

4)
Continue collating costing and tariffing 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 for ensuring the provision of access to universal service.

5)
Gather information on the necessary policies and regulations required for ensuring cost-orientated tariffs for the different telecommunication services.


3
Expected output

Taking account of the outputs from the first study period, the expected outputs are as follows:
1)
A document on the policies and regulations required for cost‑orientated tariffs.

2)
Guidelines and recommendations for the application of cost‑orientated tariffs.

3)
A document comparing the different tariffing and costing models that exist for formulating cost-orientated telecommunication tariff levels and structure.


4
Required timing of the expected output

[To be determined.]
5
Proposers/sponsors of the question or issue

This Question was proposed by the Rapporteur Group for Question 12/1.

6
Sources of inputs required in carrying out the study

–
Member States.

–
Sector Members.

–
Regional organizations.

–
ITU Sectors.

7
Target audience for the output

	
	Developed countries
	Developing countries
	LDCs

	Telecom policy makers
	*
	*
	*

	Telecom regulators
	*
	*
	*

	Service providers (operators)
	*
	*
	*

	Manufacturers
	*
	*
	*


The output will be particularly useful for service providers, telecom regulators and telecom policy makers.

The implementation of the results should be through a number of channels including information dissemination, seminars, workshops, conferences, etc.

8
Proposed method of handling this Question

Within a study group.

9
Liaison and coordination

To secure the required coordination, there should be close liaison with ITU‑T Study Group 3 and its regional tariff groups, as well as with other international or regional organizations concerned with the study of problems relating to tariffs for telecommunication services.

_________________
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SOURCE:
RAPPORTEUR FOR QUESTION 12/1

TITLE:
THREE DRAFT RECOMMENDATIONS
________

Action required: 

The participants are invited to give their approval to the proposed three draft Recommendations.

Abstract:

The three draft Recommendations concern the following areas:
1.
Models and methods to determine the cost of national telecommunication services

2.
Tariff rebalancing and cost-oriented tariffs
3.
Taking into account spectrum costs in setting telecommunication service tariffs
_____

1.
Draft recommendation on Models and methods to determine the cost of national telecommunication services

(Ref.: Document WGQ12-1/022)
The World Telecommunication Development Conference,

recognizing

that the level and structure of telecommunication tariffs have an important role to play in creating the internally generated funds needed by telecommunication operators, which in most cases serve to finance telecommunication entities' development programmes and are also used in meeting their recurrent expenditure requirements;

that the establishment of a balanced and attractive telecommunication tariff structure can promote efficient use of the network and services, enhance universal service provision and have a positive effect on the development of other sectors of the economy,

noting

that 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;

that these countries need assistance in obtaining tools for determining and calculating costs in the context of the implementation of cost-orientated tariff structures and levels,

recommends

that, in establishing of their legal and regulatory frameworks, public authorities and administrations should:

•
focus on methods for determining and calculating cost-orientated tariffs for telecommunication services, including interconnection charges;

•
take the necessary measures to ensure that they are provided with the appropriate tools for determining the costs of telecommunication services;

•
provide for appropriate training of staff responsible for the tariff structure on the various models and approaches existing worldwide, including in particular the regional tariff models relating to national costs,

recommends

that the following general principles identified by ITU‑T Study Group 3 be implemented in determining and calculating costs:

•
transparency,

•
practicability,

•
objectivity,

•
cost causality,

•
cost recovery,

recommends

that, pursuant to WTDC‑98 Resolution 12, ITU, and the Director of BDT in particular, give support to administrations in the implementation of cost-orientated tariff structures.

2.
Draft recommendation on Tariff rebalancing and cost-oriented tariffs
(Ref.: Document WGQ12-1/029)
The World Telecommunication Development Conference,

recognizing

a)
that the level and structure of telecommunication tariffs play an important role for telecommunication operators in the financing of their development programmes and meeting their recurrent expenditure requirements;

b)
that the establishment of a balanced and attractive telecommunication tariff structure can promote use of the network and the operation of services, enhance universal service provision and have a positive effect on the development of other sectors of the economy,

noting

a)
that 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;

b)
that these countries need assistance in obtaining tools for determining and calculating costs in the context of the implementation of cost-orientated tariff structures and levels,

recommends

that, in establishing their legal and regulatory frameworks, public authorities and administrations should take into consideration, where necessary, the impact of high inflation, 

recommends

that public authorities:

•
gradually rebalance tariffs so as to move to cost-orientated tariffs;

•
adopt time-limited safeguards to ensure that losses of income due to the lowering of tariffs for certain services and/or in certain areas are not offset by price increases for other services and/or in other areas (peripheral, rural, …);

•
introduce price caps, geographical averaging or other similar schemes to avoid undue prejudice to users on account of the necessary rebalancing and to ensure that rebalancing does not undermine the affordability of telephone services,

recommends

that public authorities ensure:

•
that tariffs for access to and use of the fixed public telephone network are independent of the type of application which the users implement, except to the extent that they require different services or facilities;

•
that the tariffs for facilities additional to the provision of connection to the fixed public telephone network and fixed public telephone services are sufficiently unbundled so that the user is not required to pay for facilities which are not necessary for the service requested;

•
that, in cases where different tariffs exist, in particular to take account of high traffic load during peak hours and low traffic load at quiet times, the differences are commercially justified,

recommends

that, pursuant to WTDC-98 Resolution 12, ITU, and the Director of BDT in particular, should give support to administrations in the implementation of cost-orientated tariff structures, inter alia by conducting case studies, making the questionnaire an annual one and updating the database.

3.
Draft recommendation on Taking into account spectrum costs in setting telecommunication service tariffs
(Ref. : Document WGQ12-1/030)
The World Telecommunication Development Conference,

recognizing

a)
that the level and structure of telecommunication tariffs play an important role for telecommunication operators in the financing of their development programmes and meeting their recurrent expenditure requirements;

b)
that the establishment of a balanced and attractive telecommunication tariff structure can promote efficient use of scarce resources, enhance universal service provision and have a positive effect on the development of other sectors of the economy,

further recognizing

a)
that the radio-frequency spectrum is an increasingly scarce resource for which there is growing demand;

b)
that access to the spectrum and the use of radio frequencies entail additional costs for telecommunication operators and service providers,

noting

that, when setting their telecommunication service tariffs, telecommunication operators and service providers in most developing countries do not take account of the costs incurred for access to the spectrum and use of the frequencies allocated to them, 

recommends

that public authorities, regulators and operators take account of the costs arising from access to the spectrum and use of radio frequencies in their costing methods and when calculating cost-orientated tariffs for telecommunication services,

further recommends

that ITU, and the Directors of BDT and BR in particular, give support to regulators, administrations and operators in the implementation of cost-orientated tariff structures that take account of the costs of the radio-frequency spectrum.

_________________
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