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Introduction

In this document, we shall review the concepts developed by Study Group 1 on Question 7/1 (Universal access/service), and contribute to the analysis of issues related to universal service, with particular attention to the concept of regional development, suggesting an option for analysis of the method for calculating the costs associated with the universal service obligation (USO).

A number of approaches for study of this question emerge from Document 1/64 of the meeting held in Buenos Aires on 5-7 July 1999, which are summarized below:

•
The concept of universal service was reaffirmed within the framework of the objective set by the United Nations

•
Universal service should be neutral in respect of competition and the rules of universal service should be competitor- and technology-neutral

•
The concept of universal service must be dynamic

•
A number of conclusions and recommendations emerged regarding the cost and financing of universal service:

· the best mechanism for financing universal service is through the State or, if this is not possible, through subsidies funded by a contribution on the net income of telecommunication companies;

· the cost of universal service should be calculated as the difference between the operating costs of a company with universal service obligations and the costs of the same company without any such obligations; account should also be taken of income from users of the service.

Universal service and its application in developed and developing countries

According to a definition employed by the eminent professor of the University of Colombia, Eli Noam, universal service is a programme of subsidies with the aim of expanding telecommunication connectivity and services beyond the level that would be attained by market forces alone. Strictly speaking, it is an intervention. The reasons for such intervention are many and varied, ranging from increasing penetration to fostering greater participation of marginal segments of society in the economy. It is basically what in economics is termed internalization of externalities, in other words, introducing measures in a given market in order to benefit a particular segment of the population.

While this concept is quite clear and accepted by most countries and communities, the same cannot be said of the measures to be taken to resolve issues relating to the implementation of universal service. The main reason for this is the great disparities between countries. The main sources of discussion and contention are the level of economic development (per capita GDP), the prevailing degree of competition (and especially its timing, i.e. when and how it was introduced), and the penetration levels and geographical configuration of the areas to be served.

Thus, while some people are in favour of "importing" methods, criteria, conclusions and solutions in respect of universal service directly or more or less directly, other schools of thought call for a more detailed analysis of the potential implications and impact of adopting such solutions. We share the latter view. In our opinion, it is not possible to take conclusions and concepts that may be extremely valid in certain circumstances and market environments and transpose them to other markets, contexts and realities. Here, there is a clear difference of approach between the so-called developed countries and developing countries (some authors subdivide this latter category into intermediate countries and less-developed countries). The developed countries include, for instance, the United States, the European Union, Japan and New Zealand, and their main characteristics are a high level of penetration and high income, and, in some cases, significant demographic concentration in a number of towns, with little geographical dispersion throughout the country.

The characteristics of the developing countries, which include, for instance, the majority of countries in Latin and Central America, Africa and Asia, are low penetration, low per capita incomes and a severe lack of funds to cover universal service needs for various reasons (social, geographical and cultural). There are also countries with sharply asymmetric development, where some regions enjoy development conditions equivalent to first-world countries while other regions display extremely low penetration rates. Latin American countries are a good example of this, which is why we suggest analysing the recently published report drawn up by CITEL with the participation of the ITU Regional Office entitled "El Servicio Universal en las Américas" accompanying this presentation. The report describes the characteristics of universal service/universal access in the Americas. It clearly highlights the differences that exist between a developed country (United States) and developing countries (Bolivia, Guatemala, Cuba). It also provides a detailed description of the universal service plans and programmes implemented in the region.

It is precisely in the developing countries that most care has to be taken in setting universal service objectives (which does not mean not taking the necessary action), to ensure that they can be attained despite the scarcity of economic resources and the huge need for funding. Simply adopting 
developed country "recipes" is likely to end in failure on account of the lack of resources, technology and funding. In other words, there is a danger of merely expressing pious wishes with little practical effect.

Application of universal service in competitive environments

It is clear, then, that concepts and considerations relating to universal service vary according to the political and economic context. One of the basic principles in any definition of universal service is affordability (the actual ability to access the services in question), and there is no doubt that the opening up of telecommunication markets to competition has helped in this regard through lower tariffs and bigger and better service offerings.

Developing countries which have opened their doors to competition have released their incumbent monopolies from the obligation to provide universal service and, once the necessary tariff rebalancing completed (eliminating cross-subsidies between services and customers), the following questions arise: What is universal service? How can it be financed? In such cases, the regulator is generally confronted with a huge mass of "poorer" customers and a small "wealthier" minority who have to finance universal service. Furthermore, it is highly probable that the regulator will wish to increase penetration in unprofitable areas or for low-income customer groups. Above all, the regulator has to remain "neutral" in its decisions, since universal service must not be used as a means of distorting competition in the sector, in other words implementation of its universal service policies must not confer advantage on any of the competitors.

This is where there are significant differences between the developed and developing countries and the timing of the introduction of policies and concepts to finance universal service begins to take on importance. By timing, we mean the gradual and orderly development of the scope, costing and funding of universal service. 

As a guide, and in order to simplify the notion of timing in a monopoly and a competitive environment, the following table contains a matrix of concepts and solutions.


Developed countries
Developing countries

Concept
Monopoly
Recent competition
Mature competition
Monopoly
Recent competition
Mature competition

Definition of service
US
US
US
UA
UA/US
US

Obligation to provide service
Incumbent provider
Sector
Sector
Incumbent
Sector
Sector

Costing method
FDC
LRIC
LRIC
FDC
FDC/LRIC
LRIC

Accounting system
Historical costs
Current costs
Current costs
Historical costs
Historical/current costs
Current costs

FDC: Fully distributed costs
UA: Universal access
US: Universal service
LRIC: Long-run incremental costs

As an illustration, we shall define recent competition as competition introduced over the last 0 to 5 years and mature competition as competition which has been in place for longer than that. In this way, the gradual application of definitions, costing methods and accounting systems to be applied by universal service providers may provide the necessary affordability (for users of the service) and predictability (for service suppliers) to ensure competitively neutral provision of universal service.

As background reading to the analysis of the considerations to be taken into account for implementation of universal service in an environment characterized by deregulation of services, we suggest the report accompanying this presentation, produced by the Permanent Regulatory Committee of AHCIET "El Servicio Universal en el Proceso de Cambio en la Regulación de Iberoamérica". This report describes market liberalization processes in the region and countries' answers to questions concerning financing methods, costing systems, universal service objectives and such like. One of the conclusions reached in the report, in respect of the use of specific models that may be followed, is that: "The thrust of the United States model is clear, as regards the requisite scope of universal service, above all for educational programmes, libraries and health centres, due to the phenomenon of multimedia. This represents an opportunity for Latin America to accede rapidly to advanced services, but also a challenge, both in terms of the need for adequate infrastructures to provide this type of access and of placing an excessive obligation on private operators, at the risk of slowing investment. Without doubt, however, the feeling which emerges from the study conducted is that the debate on universal service in Latin America has not yet matured to its true dimension, especially in relation to the validity and suitability for the specific situation of the region of the concepts derived in highly developed socio-economic environments with advanced telecommunications provided by several operators on a competitive basis".

Practical implementation of universal service 

In the light of the foregoing, we may set out a few guidelines to be followed when taking decisions for effective implementation of universal service:

•
Free choice in the selection of the type of universal service to be introduced in each country.

•
It must be ensured that universal service is neutral. The most neutral solution is direct financing from tax revenues. If this is not possible, the next option should be subsidies generated within the telecommunication sector (explicit subsidies, not cross-subsidies between services). If this latter option is not feasible, cross-subsidies could be envisaged as an interim measure, but only until the impediments to this are eliminated, from which time the above-mentioned subsidies shall be applied.

•
Separate accounting for each service.

•
The service should be provided on a profitable basis at costs and prices audited by the regulatory authority. Private sector participation should be encouraged.

•
New technologies (WLL, wireless, LMDS, etc) must be considered as a possible option for the provision of services forming part of the universal service.

•
Cost of universal service = Net operating cost with universal service – Net operating costs without universal service.

•
Beneficiaries of universal service: 

–
economically unprofitable areas

–
economically unprofitable subscribers

–
unprofitable public telephone service

–
service for persons with disabilities.

•
Costing method: In the long term, the most appropriate approach would be the long-run incremental cost (LRIC) method. However, this is only an ideal objective, which must be seen in the context of the actual situation of each country. In the short and medium term, a combination of historical and forward-looking costs should be used, subsequently moving on to long-run incremental costs.

•
To calculate the deficit to be subsidized, account should be taken of any payments (or lack thereof) in the sectors concerned in order to measure possible revenues.

•
Views differ on externalities for the company, and these have to be estimated with great care, since in practice it is extremely difficult to calculate these advantages and arbitrary factors may creep in. Furthermore, both positive and negative externalities have to be considered; thus, when we state that the universal service provider may benefit from brand strengthening (positive externality), provision of the service also entails negative externalities, such as for instance excess capacity and maintenance of the service in areas where there is no benefit to be gained at this time, or "miscalculation" of real needs leading to the allocation of company resources and investments that do not yield the expected returns. For these reasons, and given that the consideration of externalities, positive and negative alike, is highly open to discretion and extremely difficult to audit in a competitive environment, we suggest that they be excluded from the universal service cost calculation.

•
Shall be included all the costs, direct and indirect, of the functions, elements, facilities and assets required to provide services in an area. An appropriate rate of return on capital will be considered, taking into account the cost of capital in the country concerned, risk factors in the country and relevant taxes. Marketing costs must include service, registration of connections and modifications, and the handling of complaints.

Conclusions

In view of the differences in countries' characteristics and levels of economic, political and technological development, we believe that there is no sense in dwelling on discussion of the "best method" of achieving the universal service objective. We have seen, for example, that there are different approaches to the cost model question, and in this regard we support the conclusions reached in Working Party 2/3 of ITU-T Study Group 3, which recently issued a document ("Liaison statement to ITU-D Study Group 1 on cost methodology") to clarify various questions regarding the appropriate method of calculating costs. Among the conclusions reached by the Working Party, we note the following: One of the conclusions reached therein is that there are as many opinions on the measures to be applied as there are people consulted; in other words, there is no good reason to insist on considering LRIC as the only suitable method.

In the light of the foregoing, we consider that while objectives and methodologies should be developed, in reaching any conclusions on the costing method or financing mechanism for universal service, account must be taken of the timing of decisions and the feasibility of implementing them in countries that do not possess the requisite economic, political and technical conditions to carry them out.
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