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Costing and financing of universal service in different cases, in a monopoly situation and in a competitive market. Consideration of cases where there is more than one player. Geographical analysis

Costing and financing methods and mechanisms for universal access/service take different forms according to market conditions and the regulatory framework in each country.

Generally speaking, the reason why certain services would have to be subsidized is that they do not, with their own income, cover the costs to which they give rise. As mentioned above, the following are typical cases: low-income customers unable to afford the service at existing prices/tariffs, customers in remote or low teledensity regions with high operating and/or investment costs, uneconomic public telephones, and other specific cases (services for the disabled, for example).

The cost of universal service should as a rule be calculated as the difference between the net operating costs of an operator, including universal service obligations, and those of an operator with no such obligations. This is the concept of "avoidable cost" which was adopted at the meeting on Question 7/1 held in Buenos Aires in 1999 and incorporated in Document 1/REP/6. In networks with very low telephone density, however, the low traffic volume in relation to fixed charges results in a structurally high unit cost of traffic for basic telecommunication services. Moreover, in order to make domestic services affordable, the public authority frequently places a ceiling on the retail price of such services, thereby creating a "structural deficit in the provision of domestic services" which would not have existed if the operator were authorized to base its prices on its costs expunged of all inefficiencies. This operating deficit, also called by the misnomer access deficit, is a measure of the cost of universal service. In all cases, costs must be audited and justified to the regulatory authority.

The net cost of providing universal access/service should in principle be calculated as follows:

–
avoidable service costs without universal access/service

–
minus revenue received for such services
–
EQUALS NET DIRECT COST
–
minus value of any indirect profit derived from universal access/service obligations

–
EQUALS TOTAL NET COST.

The calculation should include all direct and indirect costs of functions, elements, facilities and assets required for the provision of universal service, taking into account the direct and indirect profits earned by the provider from the provision of the service.

Objective methods of calculation should be used in all cases, in order to avoid consideration on the basis of unverifiable assumptions. Costing may be based on the service provider's commercial accounts, with due allowance for possible past inefficiencies, and including a factor for technological change up to the present day.

Adoption of the "avoidable cost" method tends to prevent any compensation for costs incurred in the provision of universal service from entailing an unfair advantage for service providers in relation to their competitors. In countries with very low telephone density, however, the notion of avoidable cost may in fact hardly be applicable to universal service, since its benefits the vast majority of users. Even in such countries, it must be ensured that all service profiders operating in the market are treated in an equitable and non-discriminatory manner in terms of their participation in the costs of universal service. This is particularly important under conditions of genuine competition among various operators, at least one of which has universal access/service obligations.

Externalities are difficult to measure and, since they have to be estimated with care in order to rule out arbitrary considerations, not only are they frequently still not used in the above method of calculation, but no analytical evaluation of them has been undertaken.

Once the means of calculating the costs of universal access/service provision have been determined, it has to be accepted that the most efficient theoretical financing mechanism is one based on specific budgetary appropriations earmarked directly from tax revenue. This is the most appropriate mechanism because it is competition-neutral.

However, the practical difficulties of achieving this objective at the international level are well known, particularly in the case of relatively less developed or developing countries.

Under any of the scenarios, regulation must not promote the establishment of cross‑subsidy mechanisms because they distort competition.

For this reason, alternative mechanisms must be studied and developed, such as the establishment of a levy on telecommunication sector net income.

The financing of universal service through international cooperation may also produce positive results, especially for relatively less developed countries, either on the basis of an accounting rate scheme that takes account of their situation, or through the intervention of international finance agencies.

By way of example, it should be mentioned that some countries in the Americas, Africa and Asia have established a system of universal service financing based on a percentage of the returns earned by operators in the market, while others have implemented government subsidies as a source of financing for universal access/service.

In the European Union, each Member State establishes its own universal service financing methods, with the objective of compensating the universal service operator when the imposition of the universal service obligation is considered to constitute an unfair burden for that operator.

With regard to where the burden of contribution to universal service should fall, it should be noted that all operators of inter-state telecommunication services in the United States are required to contribute to universal service, at a level proportional to the volume of their activities.

In the countries of the Americas, there is observed to be a marked tendency to require all telecommunication service operators to contribute to universal access/service.

This is also the approach adopted by most African countries and by the Asian and Asia-Pacific countries.

Lastly, it should be noted that some countries already operate a universal access/service fund and others intend to establish one.

In those countries where a universal access/service fund has been established, it is usually stipulated that the fund is to be administered and managed by the telecommunication regulatory body.

A further alternative method of costing universal access/service is to award contracts in respect of the obligations concerned by means of auctions or competitive bidding. The only drawback - which the regulator has to anticipate - arises when such auctions are unproductive, i.e. when no one is prepared to offer the service put up for auction. When the method is successful, that is to say when there are bidders who are awarded the right to provide services in accordance with the universal access/service obligation concerned, the resulting cost is not only uncontroversial but may be assumed, in principle, to be the correct cost. This method has been applied with varying degrees of success in different locations.
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