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Introduction

Interconnection is probably the most important subject area in opening up the market to competition, since in the telecommunications sector it is essential for new market entrants that their customers can communicate with all of the customers of the established operator. In the early stages of liberalisation, interconnection constitutes one of the main costs for new entrants as it enables them to make use of assets of a high strategic value, such as the access to an established operator’s entire customer base.

It is suggested that the results of the working group should comprise a collection of high level principles and objectives to assist developing countries in their development of telecommunications policies in relation to network interconnection.

The specific circumstances of each country will determine the national regulation to be applied in each case, taking into account the distinct national characteristics such as the level of network development, investment needs, levels of tariff rebalancing, etc. For developing countries, it is deemed necessary to actively encourage a rapid and efficient investment policy to make progress possible and to act as the telecommunications sector’s contribution to the economic development of these countries. The availability of efficient telecommunications networks and services are increasingly vital for the economy of any country (developed or developing), which is precisely the reason why it is so urgent for developing countries to count on networks to support the new services that are required by the information society.

Setting the parameters of the subject under analysis: Definition of interconnection

There are many regulatory definitions of interconnection in various countries
, but there is a clear consensus about that the fact that interconnection is key in achieving the principle of “any to any”. It is the means by which any user connected to one network can communicate with the users of another.

It is suggested that the results of the working group should focus on network interconnection for switched traffic. Unbundling and resale are both areas that are more suited to markets which have had certain experience of the liberalisation process, and have more in common with a policy of services competition than investment in networks.

Unbundling can be considered in relation to interconnection, as part of the minimum set of services required to fulfil the principle “any to any” (in other words, interconnection at a local level, transit, etc.)

Direction of the Analysis

The combined experience of countries with liberalised telecommunications services will help give direction to the work. It is preferable that as many countries as possible are included, especially those countries with lower levels of network development, in order to evaluate experiences which are more closely related to those of developing countries.

In order that the countries which will receive the document can learn from successes as well as failures, it is necessary that these experiences comprise: approved policies, the specific reasons that led to such measures being taken, the market situation when they were approved, as well as the effects that the precise regulatory measures have had on the market.

The difficulty of numerical comparisons between countries

Different organisations, regulators and consultants have made various benchmarks of interconnection prices. The number of factors which contribute to interconnection and the particularities of services at a national level, do not make for easy comparisons. Therefore, the majority of comparisons are only partial, as they obviously cannot take into account all of the necessary variables to compare interconnection costs between countries.

In general, the majority of comparisons are based on variable costs for network use, in terms of price per minute, given that this is the most easily comparable factor. The use of these benchmarking exercises should be made with the appropriate safeguards.

There are certain elements of the interconnection which are overlooked, such as:

· different definitions of services (e.g. a call termination service on a simple transit level can have many different types of coverage depending on the operator’s network which offers it, there are operators which define services according to their network structure and others according to geographical areas, ...)

· fixed costs per interconnection point

· traffic patterns at different times 

There are as wekk other basic elements to assess the impact of interconnection prices in the market:

· the level of end user prices and existing margins with interconnection prices, according to different types of call. A valuation of an interconnection price does not reveal anything by itself, it needs to be compared with the price of end user tariffs.

· Other factors to have an effect on market entry:

· Licence taxes

· Tariff rebalancing

· Contributions to access deficit and/or universal service

· Coverage requirements: minimum number of interconnection points needed or investment obligations 

There is also a series of elements which influence network costs, and that should be factored in when comparing data between two countries:

· Population distribution (dispersed, concentrated,...)

· Size and Orography of the country

· Network architecture

· Network level of use

Cost oriented interconnection tariffs

The principle of cost oriented interconnection tariffs is commonly recognised by the majority of regulatory regimes. More variable is the accounting methodology which should be used to calculate prices.

The working group should make a compilation of these regulations, with the accounting methodologies which have been applied to different services, at the same time as compiling a list of the systems used from the time the markets opened and the time they have used their various methodologies. As there are other ITU groups who are also working on accountancy matters, it would be necessary to liaise with them.

In any case, cost oriented interconnection tariffs should be accompanied by cost orientation of all the services provided by the operator providing interconnection, as otherwise tensions would be created.

Accounting systems

A key objective for establishing interconnection prices is to ensure an efficient distribution of resources and discourage inefficient entries, as well as guaranteeing that an operator’s offer of interconnection services is economically viable. To achieve these objectives, the accounting systems to use are essential.

· Undervaluing interconnection prices can lead to discouraging investment in infrastructures, especially local networks. Interconnection prices should take related costs into account, in a way that should not hinder investment in infrastructures, either from the established operator or from the new operators.

The methodology for calculating prices, as well as the timetable for its implementation, is a decision which enters into the political domain, and which should only be taken after an exhaustive study of its impact on the national market. This has to be the case, due to the repercussions on the structure of the market in competition.

The timetable for the implementation should allow the established operators to recover their historic costs, especially when these costs derive from obligations to develop the network in recent years.

· The implementation of a new accounting system brings with it considerable costs. This implementation should be put into effect as less burdensome as possible, aiming to guarantee efficiency of interconnection prices with a minimum of bureaucracy.

· Any over-regulation of interconnection should be avoided, leaving it to the market to fix prices for services where competition exists, as in the case of long distance interconnection services, which are subject to competition in many traffic routes. Regulation of these prices in competitive sectors would be counter-productive, since in these cases the market is the most efficient means of determining prices.

Long run incremental costs.

Any accounting methodology should bear in mind the consequences that amortisation have on the results of established operators, such that these can recover their losses in assets incurred from the rapid introduction of new technologies.

Accounting systems based on long term incremental costs run the risk of removing incentives for investment by new and established operators.

An operator which offers interconnection based on long run incremental costs would automatically offer the prices of the best technology to interconnected operators, which are competing with them at the same time in the market of providing services to end users. This offer of the best possible prices would damage the established operator in its capacity to benefit from its own investments and its research and developments to use the best technology. Furthermore, the new operators would have less incentive to develop their own infrastructure if they can benefit from the use of that of the established operator at equivalent prices to the best available technology.

Therefore, long run incremental costs can only serve as a lower limit in the determination of prices. It is necessary to add another series of concepts on top of these costs to be included within a “mark up” which guarantees the survival of the company in the long term and which provides sufficient incentives for future investments.

____________

� According to the European Union Directive on interconnection: "interconnection" means the physical and logical linking of telecommunications networks used by the same or a different organization in order to allow the users of one organization to communicate with users of the same or another organization, or to access services provided by another organization.  Services may be provided by the parties involved or other parties who have access to the network;
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