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Question 7/1: 	Universal access/service








STUDY GROUP 1





SOURCE:	ANALYSES LTD. (UNITED KINGDOM)





TITLE:	COSTS, BENEFITS AND FINANCING OF UNIVERSAL SERVICE IN THE UNITED KINGDOM (DOCUMENT PUBLISHED IN JULY 1995)





In this document, prepared for the United Kingdom regulatory body OFTEL, the consulting firm Analyses develops a methodology for costing universal service, which appears to follow a similar approach to that of a previous BTCE study on avoidable costs in the Australian context, prepared in 1989.


The report is the result of the second stage of the study undertaken by OFTEL with a view to establishing a benchmark for the evolution of the universal service obligation concept in a framework of effective competition. The structural outline of the document may be defined as follows: i) a detailed and precise calculation of BT costs for implementation of the universal service obligation, based on two interpretations of the data supplied by BT; ii) a detailed calculation of the cost to Kingston Communications of implementing the universal service obligation; iii) an evaluation of the cost to BT under certain planning hypotheses such as increased penetration, improved efficiency, tariff adjustments, fixed radio access for specific users, inclusion of certain services such as ISDN, public payphones, improved services for the disabled, etc.; iv) quantification of the non�financial benefits to BT of implementation of the universal service obligation; v) a proposal for alternative mechanisms for financing the universal service obligation.


The report is based on the premises laid down in the OFTEL consultative document "A framework for effective competition" (December 1994) with regard to achieving a basic telephone service accessible to all, upon request, irrespective of where they live, at reasonable prices for those who cannot pay the normal price of the service, and to the adoption of the necessary measures to facilitate access to the service for persons with varying degrees of disability.


The report identifies economically unprofitable areas and unprofitable subscribers for all areas, i.e. those areas (or subscribers) for which the avoidable costs (including a reasonable rate of return on the avoidable capital employed) are greater than the income that could be foreseen as a result of ceasing to provide the service in the area (or to the subscriber) concerned. In other words, an attempt is made to identify those areas or subscribers which do not generate a rate of return on the �
capital employed, taking into account all income generated as a result of serving those areas or subscribers, including income from incoming calls, and calculating the cost and capital employed on the basis of that which could be avoided in the long term as a result of not serving the areas or subscribers in question.


The consulting firm prepared its report on the basis of two working hypotheses: i) there is no variation between areas so that, on average, the traffic, both incoming and outgoing, on any given subscriber line is the same in all types of area and, in addition, the relation between traffic flows for different types of residential subscriber is assumed to follow the typological pattern estimated by BT (simplified interpretation); and ii) subscribers in rural areas generate more outgoing traffic per line than those in urban areas, while maintaining a greater ratio of incoming to outgoing traffic. Consequently, those subscribers generate ten per cent more outgoing traffic and 20 per cent more income from incoming calls than the total national average. It is also assumed that there are more incoming calls to low consumption residential subscribers than was estimated by BT, which made a conservative projection of the increase in calls (alternative interpretation).


The two working hypotheses define two sets of values for universal service obligation costs; they are substantially different, being lower in the case of the alternative interpretation.


Account was also taken, for the purposes of the study, of the non�financial benefits derived from enhanced corporate reputation, marketing, and disclosure of the brand associated with service benefits. It should be point out that the complexity of the costing exercise is compounded by the possible link between the above�mentioned types of income and the dominant position of BT.


With regard to financing of the universal service obligation, various methods are reviewed, and it is recommended that a fund be set up independently of the firms involved, made up of contributions from telecommunication service providers at levels proportional to the income derived from such services, subject to authorized exceptions (broadcasting services, etc.). Application of any type of surcharge to interconnection prices or call termination prices is deemed inadvisable.


On the competition front, reference is made to the possibility that another provider might have the same difficulty as BT in identifying uneconomic subscribers, and this would cast doubt on calculation of the universal service obligation using the methodology discussed, which assumes, for the purposes of the calculation, savings arising from the discontinuation of service provision; furthermore, it is difficult to foresee whether any of those subscribers will cease to be uneconomic in the future. It is emphasized that, despite such difficulties, major savings could be obtained through connecting subscribers by radio, which could lead to a change in the characteristics of some of the subscribers concerned, given the lower operating costs.


As regards calculation of the net costs of the universal service obligation, it is recommended that OFTEL establish procedures for the submission of data by service providers, with responsibility for the necessary calculations and the implementation of any auditing procedures required falling to the regulatory body.


Lastly, it is recommended that small-scale tendering procedures be organized for the purpose of awarding licences for service provision in uneconomic areas to providers demanding the lowest subsidy as compensation for the higher costs or inadequate rate of return.
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