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Information and communication technologies (ICTs) are shaping the process of globalisation. Recognising their 
potential to accelerate Africa’s economic integration and thereby its greater prosperity and social 
transformation, Ministers responsible for Communication and Information Technologies meeting under the 
auspices of the African Union (AU) adopted in May 2008 a reference framework for the harmonization of 
telecommunications/ICT policies and regulations, an initiative that had become especially necessary with the 
increasingly widespread adoption of policies to liberalise this sector.   

Coordination across the region is essential if the policies, legislation, and practices resulting from each 
country’s liberalization are not to be so various as to constitute an impediment to the development of 
competitive regional markets.  

Our project to ‘Support for Harmonization of the ICT Policies in Sub-Sahara Africa’ (HIPSSA) has sought to 
address this potential impediment by bringing together and accompanying all Sub-Saharan countries in the 
Group of African, Caribbean and Pacific States (ACP) as they formulate and adopt harmonized ICT policies, 
legislation, and regulatory frameworks. Executed by the International Telecommunication Union (ITU), co-
chaired by the AU, the project has been undertaken in close cooperation with the Regional Economic 
Communities (RECs) and regional associations of regulators which are members of the HIPSSA Steering 
Committee. A global steering committee composed of the representatives of the ACP Secretariat and the 
Development and Cooperation – EuropeAid (DEVCO, European Commission) oversees the overall 
implementation of the project. 

This project is taking place within the framework of the ACP Information and Telecommunication Technologies 
(@CP-ICT) programme and is funded under the 9th European Development Fund (EDF), which is the main 
instrument for providing European aid for development cooperation in the ACP States, and co-financed by the 
ITU. The @CP-ICT aims to support ACP governments and institutions in the harmonization of their ICT policies 
in the sector by providing high-quality, globally-benchmarked but locally-relevant policy advice, training and 
related capacity building.  

All projects that bring together multiple stakeholders face the dual challenge of creating a sense of shared 
ownership and ensuring optimum outcomes for all parties. HIPSSA has given special consideration to this issue 
from the very beginning of the project in December 2008. Having agreed upon shared priorities, stakeholder 
working groups were set up to address them. The specific needs of the regions were then identified and 
likewise potentially successful regional practices, which were then benchmarked against practices and 
standards established elsewhere.  

These detailed assessments, which reflect sub-regional and country-specific particularities, served as the basis 
for the model policies and legislative texts that offer the prospect of a legislative landscape for which the whole 
region can be proud. The project is certain to become an example to follow for the stakeholders who seek to 
harness the catalytic force of ICTs to accelerate economic integration and social and economic development. 

I take this opportunity to thank the European Commission and ACP Secretariat for their financial contribution. I 
also thank the Economic Community of West African States (ECOWAS), West African Economic and Monetary 
Union (UEMOA), Economic Community of Central African States (ECCAS), Economic and Monetary Community 
of Central Africa (CEMAC),    East African Community (EAC), Common Market for Eastern and Southern Africa 
(COMESA), Common Market for Eastern and Southern Africa (COMESA), Southern African Development 
Community (SADC), Intergovernmental Authority on Development (IGAD), Communication Regulators' 
Association of Southern Africa (CRASA), Telecommunication Regulators’ Association of Central Africa (ARTAC), 
United Nations Economic Commission for Africa (UNECA), and  West Africa Telecommunications Regulators' 
Association (WATRA), for their contribution to this work. Without political will on the part of beneficiary 
countries, not much would have been achieved. For that, I express my profound thanks to all the ACP 
governments for their political will which has made this project a resounding success. 

Brahima Sanou 

BDT Director 

http://www.comesa.int/
http://www.comesa.int/
http://www.comesa.int/
http://www.watra.org/
http://www.watra.org/
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This assessment report, which is in respect of the East Africa Sub-Region, relates to the ITU-EC joint 
project for “Harmonisation of ICT Policies in Sub-Sahara Africa” (HIPSSA) which aims at developing and 
promoting harmonized policies and regulatory guidelines for the ICT market as well as building human 
capacity in the field of ICT.  

Within the framework of its joint project with the EU, ITU is responding to the needs of HIPSSA 
beneficiaries and its members by providing regional organization with an up-to-date review of regulatory 
practices regarding regulatory accounting and cost modeling in their respective regions identifying trends 
on which they could build a common approach on regulatory auditing and cost modeling. 

To this end, and guided by the terms of reference contained in Annex 1, the assessment study involved a 
review of the description of the cost models and data used by each country with the output being the 
individual national reports. The national reports were subsequently consolidated into this regional 
assessment report. The various regional reports shall subsequently be consolidated into a global 
assessment report for Sub-Saharan Africa. The list of contact persons is attached as Annex 1/ 

Based on this assessment, updated training material will be developed, delivered and embedded into the 
respective networks of regional associations of regulators and ITU Centers of Excellence to ensure a 
sustainable mechanism of delivery. 

This report has therefore been prepared by Mr. Christopher Kipkoech Kemei based on the assessment 
study on costing strategies and cost model application and processes in the East African sub-region under 
the terms of reference shown in Annex 1. 

The assessment report is divided into 4 main parts namely: 

• Part 1 – Main findings and recommendations, 

• Part 2 – Legal and regulatory framework for tariff regulation, 

• Part 3 – Cost accounting and regulatory auditing, and  

• Part 4 – Costing tools and cost model development. 

Part 1 provides a summary of the main findings of the regional assessment as analyzed in parts 2, 3 and 4. 

Special thanks for the useful guidance, appropriate interventions and assistance provided throughout the 
assessment period goes to Ms. Saida Ouederni, and the HIPSSA Project Team members including Mr. 
Sandro Bazzanella, Ms. Carmen Prado-Wagner, Mr. Marcelino Tayob, Ms. Asenath Mpatwa, Ms. Ida Jallow 
and Ms. Hiwot Mulugeta among others.  
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 1.1 Main findings 

1.1.1 Level of Response to the Questionnaire 

Out of the 13 countries under study in the East African sub-region, 7 responded to the request for 
information vides the submitted questionnaire albeit with varying degree of detail. These are Ethiopia, 
Kenya, Madagascar, Rwanda, Seychelles, Tanzania and Uganda. This notwithstanding it was possible to 
include information pertaining to Mauritius in the analysis on the application of cost accounting since the 
requisite information was available on the NRA’s website resulting in an overall response level of 61.5%. 

1.1.2 Cost accounting  

1.1.2.1 Summary of Application of Cost Accounting in the Countries Concerned 

According to the analysis (Table 2), 5 out of the 7 respondents indicated that their strategy is to apply cost 
accounting in regulating tariffs for wholesale (mainly MTR) and retail tariff for operators with SMP. This in 
essence is implemented within the context of a prior approval requirement.  

This ex ante regulatory approach is indeed consistent with the analysis of the legislative frameworks 
which provide for cost oriented application of tariffs (MTR and retail for those with SMP) in almost all the 
countries under the assessment study within the East Africa sub-region. It is however noted that these 
countries are at different level of the implementation of cost accounting systems with the majority having 
not started off (see Table 3).  

In almost all the countries concerned it was noted that whereas there are legislative frameworks in place 
that provide for cost oriented tariffs and/or tariffs based on efficiency and economic considerations and 
also provide for some form of regulatory auditing, the frameworks do not delve sufficiently deep to the 
point of providing explicitly the methodologies for the implementation such as the role of and/or the 
approach to be taken by the NRA in enforcing the cost accounting and/or regulatory audit principle.  

This may be one of the reasons why most NRAs are not undertaking these important functions properly. 
The non-application of analytical cost accounting by the operator and the lack of resources on the part of 
the NRAs are the other challenges that are preventing effective application of the ex ante regulatory 
interventions. 

It is also noted that there are differences in form and structure of these frameworks particularly in terms 
of level and nature of the prior prescription of the cost accounting methodologies with fairly low levels of 
prescription in most jurisdictions rendering the implementation and application of cost accounting as well 
as regulatory auditing, either ex ante or ex post, more challenging. 

There is therefore an apparent need for all the countries under study to properly institutionalize their cost 
accounting systems and build internal capacity in order to effectively carryout this mandated function on 
regular basis rather than undertake the same on an ad hoc basis. 

1.1.2.2 Examples of Best Practices on Cost Accounting in the Sub-region 

In terms of the framework on cost accounting systems within the NRAs the case of Uganda stands out in 
terms of its comprehensiveness and may therefore be considered as one of the best practices in the sub-
region that may be worth considering by other NRAs in terms of benchmarking. 
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 Below are some highlights on the obtaining cost accounting framework in Uganda that is embedded in 

law: 

Principles of Tariff Regulations 

• Charges shall be derived from the cost of providing the services, based on a cost causation and 
oriented approach, 

• Charges shall be subject to a rate mechanism of price-caps and price-capping formulae and 
where the rates are specified as a ceiling, no tariff shall be fixed in excess of the ceiling and 
where a tariff is specified as a floor, no tariff shall be fixed below the floor. 

• Charges shall be just, non-discriminatory and must be guided by the following principles: 

○ rates for the same or comparable services shall be integrated; 

○ rate structures for the same or comparable services shall be integrated; 

○ rate structures for the same or comparable services shall be consistent with one another;  

○ rate elements shall be selected to reflect market demand, pricing convenience for the 
operator and customers, and cost characteristics;  

○ rate elements which appear separately in one rate structure shall appear separately in all 
other rate structures;  

○ rate elements shall be consistently defined with respect to underlying service functions 
and shall be consistently employed through all rate structures; and 

○ rate structures shall be simple and easy to understand. 

• Licensees to file a price-cap tariff for the services provided. 

• The price-cap tariff filed under the regulation shall comply with a pricing system of 
telecommunications services that is cost-based, applying the long run incremental cost 
principle. 

• A licensee, subject to price-cap tariff, shall file with the NRA for its approval, price adjustment 
applications for any tariff rates the licensee may seek to have adjusted. 

• The NRA shall authorise licensees to establish baskets which shall be subject to price-cap 
regulation. 

• Licensee shall file initial price-cap tariffs, for all the price-cap baskets prescribed in the 
regulation, on a date the NRA shall determine. 

• A licensee shall justify the initial price-cap tariffs basing on the concepts of cost based, cost 
causation and long run incremental costs.  

• Every licensee shall adjust its books of accounts by a date specified by the NRA, to reflect the 
accounting regulations to enable the development of a uniform system of accounts. 

• A telecommunication operator shall file initial price-cap tariffs, for interconnection charges 
between the different operators, by a date the NRA may specify. 

• The NRA shall not accept interconnection charges that do not reflect the cost based and cost 
causation principles. 

• Every public operator shall submit annual price-cap tariff filings that propose rates for the 
following year, make appropriate adjustments to its price-cap index, average price index, 
service band index and service price indexes values; and incorporate the costs and rates of new 
services into the price-cap index, average price index or service band index calculations. 
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 • Each price-cap tariff filing shall be accompanied by supporting materials, sufficient to calculate 

the required adjustments to each price-cap index, actual cap index, and service band index, in 
accordance with the methodologies prescribed in the Regulations. 

• Each price-cap tariff filing that proposes rates that are within applicable bands established and 
that result in an actual price index value that is equal to or less than the applicable price-cap 
index value, shall be accompanied by supporting materials, sufficient to establish compliance 
with the applicable bands and to calculate the necessary adjustment to the affected actual 
price indexes and service band indexes. 

• Each price-cap tariff filing that proposes rates above the applicable band limits established or 
above the limit on composite average rates, shall be accompanied by supporting materials 
establishing substantial cause for the proposed rates. 

• Each price-cap filing that proposes service category rates below applicable band limits shall be 
accompanied by supporting materials establishing that the rates cover the service category’s 
average variable cost and that the service category’s net additional revenue resulting from the 
price change exceeds additional costs. 

• Each price-cap tariff filing that proposes rates that are likely to result in an actual price index 
value that exceeds the applicable price-cap index value shall be accompanied by— 

○ an explanation of the manner in which all costs have been allocated among baskets; and 

○ within the affected basket, a cost assignment showing down to the lowest possible level 
of desegregation, including a detailed explanation of the reasons for the prices of all rate 
elements to which costs are not assigned. 

• Each price-cap tariff filing that proposes restructuring of existing rates shall be accompanied by 
supporting materials sufficient to make the adjustments to each affected actual price index and 
service band index. 

• Each tariff filing by an operator that introduces a new service that is likely to be included in a 
basket at a later date, shall be accompanied by cost data, sufficient to establish the new service 
and each unbundled element shall generate a net revenue increase measured against revenue 
generated from all services subject to price-cap regulation, and calculated based upon the 
present value, within the lesser of a twenty four month period after an annual price-cap tariff 
of the new service takes effect, or thirty six months from the date the new service becomes 
effective.  

• Each company making a tariff filing shall, at the time the new service is incorporated into the 
price-cap index, submit data sufficient to make the actual price index and price-cap index 
calculations required to make the service band index calculations.  

• Each telecommunications operator shall file the costs and basis of allocating the various costs 
to the different price-cap baskets to warrant the different rates to be introduced.  

• The costs filed under this regulation shall reflect how the following costs are distributed or 
allocated on a minute basis to the various services offered by an operator— 

○ direct costs; 

○ exchange costs to the various services provided by an operator; 

○ the benefits of economies of network expansion between consumers and the operator; 

○ proportion and basis of the share of the indirect costs allocated to the various services 
offered by the operator; and 

○ the effect of interconnection charges on the final tariff of the services offered by an 
operator 
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 1.1.3 Regulatory Auditing 

1.1.3.1 Summary of the Application of Regulatory Auditing in the Countries Concerned 

Table 2 and Table 3 provide details of the responses from the various countries that responded to the 
questionnaire on the matter. 

It is noted that despite the existence of one form or another of a legal requirement for regulatory auditing 
in almost all the countries under study this activity is yet to be institutionalized and/or undertaken except 
in Uganda.  

In almost all these countries it is reported that whereas regulatory auditing is mandated it is not carried 
out due to lack of sufficient implementation framework as well as lack of resources. 

In the case of Uganda, in addition to the framework provided for under the sector legislation and the 
supplementary legislation Regulatory Reporting Guidelines have been developed to provide for a clear 
framework for regulatory reporting and/or auditing.  

Tanzania on the other hand reported that the development of new regulations (the Electronic and Postal 
Regulations 2011) which among others provide for guidelines for the preparation and auditing of 
regulatory accounts. The regulations are reported to have been finalized and will soon come into effect. 

There is therefore the need for the countries that are yet to embark on the process of regulatory audit to 
further develop their regulatory audit framework and build their resource base in order to be able to 
effectively carry out these mandated functions. 

1.1.3.2 Example of Best Practices on Regulatory Auditing in the Sub-region 

In terms of institutionalization of regulatory auditing within the NRAs the case of Uganda may be 
considered as one of the best practices that may be worth considering by other NRAs in terms of 
benchmarking. 

As indicated earlier, in addition to the framework provided for under the sector legislation and the 
supplementary legislation, Uganda has also developed Regulatory Reporting Guidelines which provides 
for a clear framework for regulatory reporting and/or auditing.  

These guidelines have been issued pursuant to the mandate of the regulator (UCC) as provided for under 
sub sections 4 (b) and 4 (e) of the Uganda Communications Act (i.e. to monitor, inspect, license and 
regulate communication services and to supervise and enforce license conditions). Section 48 of the same 
Act prescribes annual reporting requirements for licensees in a manner determined by the UCC.  

The guidelines prescribed by the NRA in Uganda set out the minimum reporting requirements necessary 
to achieve the regulatory and policy advisory functions. They seek to ensure that licensees provide 
detailed and consistent records that easily translate into useful information for the execution of the NRA’s 
functions and obligations. 

With specific regard to tariff regulations and cost accounting processes below are highlights of some of 
the obtaining regulatory auditing framework in Uganda in form of guidelines. Please refer to the NRA’s 
website at www.ucc.co.ug 

• All licensees are required to submit operational reports on a quarterly basis by the 25th day of 
the month following a given quarter.  

• Licensees are obliged to submit their annual financial report and audited books of account at 
most four (4) calendar months after end of the declared end of their financial year. 

http://www.ucc.co.ug/
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 • Every licensee under the Act is required to keep its financial records in accordance with the 

generally accepted accounting principles. 

• A licensee’s financial records is required to be kept on a sufficient level of disaggregation to 
show fully the facts pertaining to all entries in the accounts, and the detailed records shall be 
filed in a manner that is readily accessible for examination by the NRA. 

• Every licensed operator is expected to keep separate accounts which identify all elements of 
cost and revenue, the basis of calculation of the cost and revenue and the detailed attribution 
methods used, related to the licensee’s telecommunications activities including an itemised 
breakdown of fixed asset and structure costs, or a structural separation for the 
telecommunications activities. 

• The NRA shall aggregate or desegregate telecommunications activities into the separate 
businesses identified or attributed in terms of costs, revenue and assets. 

• Every telecommunications operator shall prepare and keep separate records for each business 
aggregated or disaggregated. 

• Every licensed operator shall prepare and publish financial statements in accordance with the 
International Accounting Standards (IAS), in operation at the time the accounts are prepared. 

• A licensed operator shall prepare and publish financial statements to reflect the true and fair 
view of its financial position and performance and the cash flow of its activities. 

• Every licensed operator shall recognise the elements of financial statements in accordance 
with the International Accounting Standards criteria. 

• Every licensed operator shall disclose the following information in the financial statements— 

○  telecommunications plant in-service account; 

○ customer deposits; 

○ revenues from the different categories,  

○ expenses including— 

–  plant specific expenses; 

–  plant non-specific expenses; 

–  customer operating expenses; and 

–  corporate operations expenses. 

1.1.4 Costing tool and cost modeling 

Reference is made to Tables 4, 6, 7, 8, 9, 12, 13, 14, 15, 16, 17, 18, 23, 24, 25, 26, 27, 28, 29, 30, 31, 32, 33, 
34, and 35 on various inputs from the respondents on costing tool and implementation of cost modeling 
in their respective countries. 

It is noted generally that some respondents namely; Kenya, Rwanda, Tanzania and Uganda have or are in 
the process of carrying cost studies based on bespoke cost models developed or to be developed by 
consultants upon which they have or/intend to issue determinations/decisions with regard to tariff 
regulations.  
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 1.1.4.1 Main Considerations taken into account in Cost Modeling 

i)  Bottom-Up (BU)/Hybrid 

Below are some of the considerations taken into account, for the issues relating to cost accounting, by the 
countries that are in the process of or have undertaken adhoc BU costing modeling exercises in their 
jurisdictions and provided information on the same namely; Kenya and Uganda.  

Rwanda and Tanzania while indicating their plans to undertake similar exercises they didn’t provide detail 
information hence they have not been included in the analysis given below. Madagascar reported 
existence of a bottom up model but reported that it is not being used due to lack of technical skills. 

However in all the above cases it is reported that the models are/shall only be for internal use and shall 
not be publicly available as they contain/shall contain confidential operator specific data. 

a) Cost accounting system/allocation methodology applied in the region  

 Both Kenya and Uganda adopted Long Run Incremental Costs (LRIC) accounting system in 
 their cost modeling. Kenya however adopted the pure LRIC in its latest cost modeling.  

b) Size of Increment under LRIC 

 In terms of relevant increment size, Kenya opted for service increment while Uganda 
 opted for marginal increment. 

c) Assets valuation 

 Both Kenya and Uganda adopted Current Costs Accounting (CCA) valuation approach in 
 their cost modeling. Kenya however applied the OCM capital maintenance concept while 
 Uganda applied Financial Capital Maintenance (FCM) capital maintenance concept. 

d) Depreciation methods and assets lifetime 

 In terms of depreciation method Kenya applied the Annuity method while Uganda 
 applied the Straight-line. 

 In terms of asset lifetimes (civil work/buildings, power equipments, telecom equipments, 
 license, etc.) Kenya applied a range between 8 and 20 years depending on the type of 
 asset while Uganda applied a range between 3 and 15 years. 

e) Cost of capital 

 In terms of methodology used to calculate the allowed rate of return both Kenya and 
 Uganda used the Weighted Average Cost of Capital (WACC) methodology.  

 In the estimation of the cost of equity Kenya used the Capital Asset Pricing Model (CAPM) 
 while Uganda derived the same using national statistics and benchmarking with 
 international values.  

 This resulted in the allowable level of the rate of return of 14.14% for Kenya and 25% for 
 Uganda. 

f) Application to Operators 

 With regard to the application of the costing tool Ethiopia reported that it will be applied 
 to the incumbent while in Madagascar it is applied to the operator with SMP. In Kenya, 
 Rwanda, Tanzania and Uganda the modeling is applied to all operators.  

g) Data Collection Challenges 

 In terms of data collection challenges a few NRAs indicated having been faced with 
 challenges relating to delay by operators to submit data in time. In some cases challenges 
 regarding the lack of accounting separation were cited though these are being addressed 
 through establishment of clear regulatory reporting guidelines. Without accounting 
 separation and in absence of analytical cost accounting the application of the principles 
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  of objectivity, transparency and causality would not be effective. This is because without 

 accounting separation it would not be possible to determine and cure undesirable 
 situations such as cross-subsidization. 

h) Legal Disputes 

 In terms of legal disputes two previous cases were reported namely; in Tanzania and 
 Uganda. Both cases involved operators challenging the jurisdiction of the NRA to 
 intervene where there was no dispute among parties. In both cases however the 
 judgment was in favour of the regulator. This has triggered a review of the regulatory 
 framework in order to address the lack. 

i) Model Assumptions 

 The assumptions taken by the various NRAs with regard to type of modeled operator, 
 time horizon, demand and market share are noted to be diverse (Table 26). However in 
 terms of model parameters (Table 27) there is a high degree of convergence with regard 
 to cost drivers namely; subscriber base, traffic volumes and coverage. However in terms 
 of coverage assumptions there is some divergence perhaps reflective of the diversity of 
 the geographical factors obtaining in these countries. There may however be need to 
 further consider this issue with a view to harmonization where possible. 

ii) Top-Down 

Except for Mauritius no other country reported the application of the Top-Down cost 
accounting/modeling. The case of Mauritius was noted determined through analysis of information on the 
website of the NRA, the Information and Communication Technologies Authority (ICTA). 

In 2009 the ICTA initiated the process for the computation of cost-based interconnection rates for mobile 
operators. At this point ICTA decided to determine the cost-based interconnection rates based on 
historical cost using the Fully Distributed Costing (FDC) methodology which essentially is a Top-Down 
approach.  

This was in consideration by the ICTA that the preferred forward looking, Long Run Incremental Cost 
(LRIC) methodology would have taken a longer period of time due to its complexity. It also notes that the 
change over to LRIC methodology requires further consultation with the stakeholders. As such, the NRA 
has proceeded with the present cost determination exercise based on FDC which they consider as a step 
towards the LRIC based MTR determination for which consultations will be launched at a later stage. 

It is further noted that the cost determination for purposes of the present exercise is based on the annual 
accounts of the relevant operators (Emtel and Cellplus) for the year 2008 as these were the latest audited 
accounts available when the said exercise was initiated. 

iii) Benchmarking 

Seychelles reported the use of benchmarking for determining interconnection rates. To this end the 
selection of countries (between 5 and 8) to benchmark with takes into consideration factors such 
population size and density, topography and market size. In the end the rates are set best on best ranked 
“n” approach. Generally used rate of return in Seychelles is reported to be 15%. 
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 1.1.4.2 Example of Best Practice in Cost Modelling 

A good example on the application of cost modeling is the case of Kenya where a cost study that was 
concluded in 2010 based on pure LRIC resulted in MTR level of Ksh.0.87/Minute. However considering 
that the MTR then of Ksh.4.42/Minute was way above the pure LRIC level of Ksh.0.87/Minute, a glide path 
process was adopted to align the MTR to the derived MTR cost based as shown in the table below.  

The glide path sought to strike a balance between the regulatory objectives of reducing termination rates 
to the efficient level as quickly as possible while at the same time guarantee stability in the industry. 
Consequently a gradual reduction in MTR was effected starting with an immediate 50% reduction in 2010 
to Ksh.2.21/Minute and then progressively lower the rates every year with a view to reaching the pure 
LRIC level of Ksh.0.99/Minute by January 2013. 

This managed approach towards cost based MTR is thought to be appropriate as it takes into account the 
need for market stability during the transition phase and avoid possible adverse disruption of business 
models for the investors. 

MTR Implementation in Kenya 

Nominal KES 1stMarch
2010 

1stSeptember
2010 

1stSeptember
2011 

1stSeptember 
2012 

1stSeptember 
2013 

1stJanuary 
2014 

MTR Price 4.42 2.21 1.44 1.15 0.99 0.99 

Percentage 
Price Change 

(%) 
 (50.00) (34.84) (20.14) (13.91) 0.00 

Pure LRIC 
Cost 0.87 0.87 0.89 0.91 0.95 0.99 

Percentage 
Change in 
Pure LRIC 
Cost (%) 

 0.00 2.30 2.25 4.40 4.21 

Source:Communications Commission of Kenya 

1.1.5 Analysis of Services with Price Controls 

Below is a matrix for services with price controls in various countries based primarily on their responses to 
the HIPSSA questionnaire. From the matrix it is noted that in the majority of the cases wholesale services 
(e.g. fixed and mobile termination) are subject to ex ante price control obligations while retail services are 
not subject to ex ante the obligations in most of the countries.  

It is further noted that in a majority of the cases new and innovative services such as roaming, broadband 
infrastructure, NGN and mobile payment service are also not subject to price controls in majority of the 
countries. 
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 Matrix on the Application Price Control for ifferent Service in Different Countries 

 Price Control Obligations in Different Countries 

Service Ethiopia Kenya Madagascar Mauritius* Rwanda Tanzania Uganda

Retail Mobile Voice No No No Yes No No Yes 

Retail Fixed Voice  No  Yes  No Yes 

Retail Fixed Data  No No Yes No No Yes 

Retails Mobile Data  No No Yes No No Yes 

Fixed interconnection  Yes  Yes  Yes Yes 

Bit stream Access  No  Yes  No Yes 

Local Loop Unbundling  Yes No Yes No No Yes 

Leased Lines  Yes No Yes No  Yes 

Access to IGW  No No Yes No  No 

Access to IXP  No No  No  No 

Roaming  No No     

Broadband 
Infrastructure 

 No No Yes   Yes 

NGN  No No   No No 

Mobile Payment  No No   No Yes 

Source: NRAs vide HIPSSA Questionnaire 

Note 
* Due to non-responsiveness to the HIPSSA questionnaire data for Mauritius was sourced from the ITU database 
(ITU World Tariff Policies Database, ITU ICT Eye: www.itu.int/icteye ) – report generated on 15th September 2011. 

Further analysis of the regulatory frame indicate that even in the case of Mauritius and Uganda, where it 
is shown that price control obligations include retail tariffs, the obligations with regard to retail tariffs are 
general principles that seek, for example in Mauritius, to establish a correlation as well as minimize the 
disparity between retail tariffs and wholesale tariffs (MTR) with the later explicitly fixed. In the case of 
Uganda a floor retail price is fixed to safeguard against predatory pricing practices. 

It is apparent from the review of the responses that the above scenario stems from the reliance of 
competition to control prices and only apply ex post interventions. This indeed is a prudent strategy in 
that competition is thought to be a far more superior method of controlling prices particularly in a 
competitive environment.  

However although competition is thought to be a more effective tool in maintaining efficiency in the face 
of blistering technological and market changes, it is thought that there is need to manage the transition 
from a monopolistic environment, in some cases, to a fully competitive environment where only ex post 
interventions are relied up and subsequently adopt forbearance in case of an effective self-regulating 
telecommunications market.  

http://www.itu.int/icteye
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 1.1.6 Analysis of MTR versus Off-net Retail Tariffs 

Below is the analysis of the data submitted on current MTR and Retail Off-Net Tariffs by the respondents 
and also from the websites of the respective NRAs and operators. 

Matrix for MTR and Retail Off-Net Tariff for Various Countries 

Country 

WB PPP 
Conversion 
Factor, GDP  
(LCU to US$) 

Lowest MTR/Min 
Average Off-net Retails 

price per minute 
(excluding VAT) 

Local 
Currency 

In US 
$/min** 

Local 
Currency In US $** 

Ethiopia 4.4 NR1  0.50 
Birr/min* 

0.11 

Djibouti**** 92.6   DJF 30 0.32 

Kenya 37.3 KES 
2.21/min*** 

0.06 KES 3.75 0.10 

Madagascar 908.3   Ar 280/min 0.31 

Mauritius**** 17.1 Rs. 0.60 0.035 Rs. 1.80/min  0.11 

Rwanda 265.5 Rwf 45/min 0.17 Rwf 90 0.34 

Seychelles 5.6 SCR 0.765 
/min* 

0.14   

Sudan***** 1.6   SDG 0.17  0.11 

Tanzania 518.2 TShs 103/- 0.20 TShs 135/- 0.26 

Uganda 811.9 Ugs 131 0.16 Ugs 275 0.34 

Source:National Regulatory Authorities (NRAs) including from their websites 

* assuming 50/50 split between peak and off-peak traffic 
** Converted using Purchasing Power Parity (PPP) for 2010 (except for Djibouti where 2009 was used) based on World Bank 
conversion factor 

www.search.worldbank.org/quickview?name=%3Cem%3EPPP%3C%2Fem%3E+conversion+factor%2C+GDP
+%28LCU+per+international+%24%29&id=PA.NUS.PPP&type=Indicators&cube_no=2&qterm=PPP 

*** Results from the application of a cost model 
**** Obtained from websites of NRAs 
***** Obtained from websites of Operators 

Below is a graphical presentation on the comparison of MTRs and Off-Net retail tariffs for the various 
countries under consideration. Please note that data for MTRs was not available for inclusion in this 
analysis owing to the non-responsiveness of some of the countries to the questionnaire. 

                                                 
 
1  Please note that since the incumbent is the only operator in Ethiopia which operates both fixed and mobile networks 

and not at an arm’s length, neither does MTR or off-net rates apply in Ethiopia. The figure indicated as off-net rate is 
actually an average applicable rate across the board. 

http://www.search.worldbank.org/quickview?name=%3Cem%3EPPP%3C%2Fem%3E+conversion+factor%2C+GDP+%28LCU+per+international+%24%29&id=PA.NUS.PPP&type=Indicators&cube_no=2&qterm=PPP
http://www.search.worldbank.org/quickview?name=%3Cem%3EPPP%3C%2Fem%3E+conversion+factor%2C+GDP+%28LCU+per+international+%24%29&id=PA.NUS.PPP&type=Indicators&cube_no=2&qterm=PPP
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 MTRs Vs Retail Off-Net Tariff for Various Countries (in US$) 

$ 
Source: Author 

From the above table & graph it is noted that there is a wide disparity on the applicable MTRs among the 
respondents with the lowest being in Mauritius with MTR at US$ 0.035/ In terms of average off-net retail 
prices the disparity is less in comparison with MTR with the lowest being in Kenya at US$ 0.10/min and 
the highest being in Rwanda and Uganda at US$ 0.34/min, being over 3 times that of the lowest.  

Kenya, Mauritius, Ethiopia and Sudan have off-net tariffs that are very comparable  

Djibouti, Tanzania, Uganda, Madagascar and Rwanda have off-net tariffs that are exceedingly higher than 
the rest. It is not possible at this point to deduce and/or attribute this disparity given the lack of 
similarities of attributes pertaining to these four countries. 

In the case of Seychelles it is a requirement that on and off-net differential should not be more than 70%. 

1.1.7 Operators’ Perspective  

In view of the need to incorporate the views and opinions of the operating agencies on the subject of Cost 
Accounting and Cost Modelling in sub-Sahara Africa, comments were sought from the mobile operators 
on the main aspects of the HIPSSA assessment study. Below is the analysis of the responses received with 
regard to legal and regulatory framework for tariff regulations in relation to the East Africa region. Out of 
the 8 respondents from East Africa region, 8 were mobile operators while 3 were global in respect of their 
operations  

• Out of the 8 respondents, 4 reported the use and/or recommend the use of forward looking 
cost accounting while 2 reported the use of current cost accounting. This means that of the 
total respondents, more than 75% were subject to regulatory cost accounting obligations. 

• 50% of the respondents were in agreement that the requirement for cost accounting fostered 
competition. 50% of the respondents were not satisfied with the manner in which the cost 
accounting obligations were being introduced or imposed by the various NRA’s. 

• There is an indication that in East Africa only 3 out of 8 (37%) of the respondents indicate that 
their NRA’s utilize or have made use of some form of cost model to establish MTRs. 
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 • Only 25% of the respondents indicated that they were subject to mandatory regulatory audits. 

However the purpose and content of these audits varied. 

• Only 1 out of 8 respondents indicated that the audits were conducted by independent auditors 
appointed by the NRA.  

• As was also determined in the survey, in those instances where the auditing was mandatory, 
virtually all operators were concerned not only with respect to the potentially time-consuming 
nature of the audits but also with potential implications regarding the confidentiality of the 
information audited. 

• Of the operators surveyed, approximately 75% of the operators have now implemented some 
form of cost model with the majority having implemented a bottom-up model based on some 
form of LRIC. 

• Approximately 50% of the respondents indicated that their NRA was using a cost model.  

• All respondents expressed concerns that with respect to the cost models being developed or 
implemented by NRAs the most prevalent of which is the methodology used in developing the 
cost model as well as the assumptions regarding the WACC (weighted average cost of capital), 
followed by the scope of the network elements incorporated. 

• The operators’ perspective regarding the NRA’s knowledge level on cost accounting and cost 
modelling is rated by the majority (75%) of the respondents as either very good or satisfactory. 

• With regard to the degree to which the operators concur with the manner in which the 
regulators are setting rates, about 50% disagree or strongly disagree with the rate setting 
methodologies currently employed. About 50% of the respondents consider that the current 
rate setting process is neither completely transparent nor independent.  

In addition to the above the following specific comments were made by certain operators with regard to 
imposition of cost accounting and regulatory auditing as well as its implementation. 

• That the regulator’s staff do not have the needed cost skills and are actually unable to perform 
any telecommunication cost assessment. The regulator should undertake specific LRIC training. 

• That cost accounting separation is one of the most intrusive forms of intervention which comes 
along with expensive/excessive burden. An impact assessment should precede it yet this is 
seldom the case/practice. Noted that other forms of interventions may be just as effective 
without the burden. 

• One operator expressed strong objections to the use of the pure LRIC model saying it resulted 
to exceedingly low MTRs.  

• That the process of undertaking a cost study would improve if it were more consultative and 
consideration be taken on the choice of consultants, Terms of Reference for the consultants, 
transparent discussion of the target objective/intention of the study and level of 
consultation/engagement with operators. 
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 1.1.7.1 Summary of the Main Issues and Perspectives 

The table below gives the highlights of the perspective of the NRAs visa a viz that of the Operators on 
some of the main issues regarding cost accounting and regulatory auditing. 

Summary of Perspectives of NRAs and Operators on Main Cost Accounting/Auditing Issues  

Main Issues NRA Perspective Operators’ Perspective 

Application of cost 
based tariffs (cost 
accounting) 

All NRAs that responded are in 
agreement that cost-based wholesale 
tariff is the way to go and have set out 
this as the main tariff policy 

Operators equally agree that cost 
oriented whole sale tariffs fosters 
competition 

Use of cost model 

Some NRAs use some kind of a cost 
model but there is no uniformity in the 
models used or the parameters. Most 
cost models used by NRAs are based on 
LRIC. 

Most operators use cost models which 
are based on LRIC mainly for internal 
purposes as the NRA don’t recognise 
them 

Cost Model 
Transparency 

All reported cost models in existence 
are not publicly accessible in view of 
the confidentiality of the data it 
contains 

Operators insist on more transparency in 
the setting of tariffs. They are however 
concerned about the intrusive nature of 
auditing as they attached great 
importance to confidentiality 

Asset valuation 
Of the NRAs that use a cost model the 
widely used asset valuation approach is 
the Current Cost Accounting (CCA) 

 

Capital maintenance Some NRAs use OCM others FCM  

Depreciation method Some NRA use the Annuity while others 
use the Straight Line  

Cost of Capital Most NRAs use the Weighted Average 
Cost of Capital (WACC) 

Some operators are however concerned 
with the assumptions used in the 
derivation of WACC 

Cost of Equity Some NRAs use CAPM while others use 
national statistics and benchmarking  

Size of Increment in 
the LRIC model 

Out of the 3 NRAs that responded on 
the issue of size increment, 3 reported 
the adoption of Marginal while 1 
adopted Service Increment 

 

Regulatory Auditing 
Few NRAs implement regulatory 
auditing due to lack of implementation 
framework 

Most operators are concerned with the 
aspect of confidentiality and absence of 
specific methodology 
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 1.2 Conclusions and recommendations 

Based on this assessment study the following Conclusions and Recommendations may be drawn with 
respect to East African Countries. Please note that the numbering is such that conclusions start with “C” 
while the recommendations start with “R”. In addition the recommendations are in bold letters. 

C (i) In almost all the countries under assessment there is in place a legislative framework 
that provides for cost oriented tariffs and/or tariffs based on efficiency and economic 
considerations.  

C (ii) Similarly the legislative frameworks provide for some form of regulatory auditing 
albeit not explicitly in some cases. There is however differences in form and structure 
of these frameworks.  

R (i) It is thought that there is need for further elaboration of the legislative frameworks 
in some of the countries in order to make cost accounting and regulatory auditing 
requirements more explicit and easier to implement.  

R (ii) There is need for harmonization of the legislative frameworks in view of the diverse 
nature of the frameworks that are currently obtaining in these countries. 

C (iii) All the respondents indicate that their strategy is to apply cost accounting in 
regulating tariffs for wholesale (mainly MTR) and/or those for operators with SMP. 
This is indeed consistent with the analysis of the legislative framework which provides 
for cost oriented application of tariffs in all the countries under the assessment study. 
It is however noted that different countries are at different level of implementation of 
cost accounting systems with the majority having not started off.  

R (iii) Globally, there is an apparent need for all the countries under study to properly 
institutionalize their cost accounting systems and build internal capacity in order to 
effectively carryout this mandated function on regular basis rather than on adhoc 
basis. 

C (iv) As a best practice it is noted that in the case of Uganda, Regulatory Reporting 
Guidelines have been developed to provide for a clear framework for regulatory 
reporting and/or auditing. This is in addition to the framework provided for under the 
sector legislation and the supplementary legislation. Tanzania on the other hand 
reported that the development of new regulations (the Electronic and Postal 
Regulations 2011) which among others provide for guidelines for the preparation and 
auditing of regulatory accounts. The regulations are reported to have been finalized 
and will soon come into effect. 

R (iv) There is need for the countries that are yet to embark on the process of regulatory 
audit to further develop their regulatory audit framework and build their resource 
base in order to be able to effectively carry out these mandated functions. 

C (v) In terms of cost modeling Kenya, Rwanda, Tanzania and Uganda are some of the 
countries that have and/or are in the process of undertaking adhoc BU costing 
modeling exercises in their jurisdictions. Madagascar on the other hand reported the 
existence of a BU model which is not being used due to lack of technical skills. 
However in all relevant cases the cost models are not publicly available as they 
contain/shall contain confidential operator specific data.  

C (vi)  A majority of the operators surveyed are in agreement that the requirement for cost 
accounting fostered competition. However many are not satisfied with the manner in 
which the cost accounting obligations were being implemented by the various NRA’s. 
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 C (vii)  There is an indication from the operators that most NRA’s now utilize or have made 

use of some form of cost model to establish MTR’s2. 

C (viii) Slightly over half of the surveyed operators indicated that they were subject to 
mandatory regulatory audits. However the purpose and content of these audits 
varied. In most instances, the audits were conducted by independent auditors 
appointed by the NRA. However, in regimes where audits were mandatory, in slightly 
more than 25% of these cases, no specific auditing process or methodology had been 
put in place. In those instances where the auditing was mandatory, virtually all 
operators surveyed were concerned not only with respect to the potentially time-
consuming nature of the audits but also with potential implications regarding the 
confidentiality of the information audited. 

C (ix)  Most operators surveyed (approximately 65%) have now implemented some form of 
cost model with the majority having implemented a bottom-up model based on some 
form of LRIC. 

C (x)  Most operators have expressed concerns with respect to the methodology used in 
developing the cost model as well as the assumptions regarding the WACC (weighted 
average cost of capital), followed by the scope of the network elements incorporated. 

C (xi)  Some operators have the view that the regulator’s staff do not have the needed cost 
skills and are actually unable to perform any telecommunication cost assessment. 
They therefore recommend that the regulator should undertake specific LRIC training. 

C (xii)  Some operators consider cost accounting separation as one of the most intrusive 
forms of intervention which comes along with expensive/excessive burden. They 
therefore recommend that an impact assessment ought to precede such an activity 
noting that other forms of interventions may be just as effective without the burden. 

C (xiii)  Operators have also observed that the process of undertaking a cost study would 
improve if it were more consultative and consideration on the choice of consultants, 
Terms of Reference for the consultants, transparent discussion of the target 
objective/intention of the study and level of consultation/engagement with operators 
taken into account. 

 

                                                 
 
2 It is important to note that the cost models utilized by the NRA’s to establish MTR’s were not in all cases 
proprietary to and resident within the NRA. There are multiple instances where the NRA sought assistance 
from external consultants who then used their own models to conduct the analysis on behalf of the NRA. 
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 Section 1 – Legal and regulatory framework for tariff regulation 

This section was aimed at providing an up-to-date overview on adopted price control strategies, their 
implementation, the difficulties encountered and the foreseen evolutions.  

To this end, specific questions were to be answered by stakeholders in this section to provide relevant 
inputs on the adopted or foreseen regulatory framework:  

1. The type and the level of regulatory intervention in the local market as well as the underlying 
legal basis and regulatory strategy; 

2. Difficulties encountered by NRAs, if any, and associated reasons; 

3. Foreseen evolutions regarding the regulatory framework, regulatory strategies for new services 
and associated challenges. 

2.1 Legal & Regulatory Framework overview for tariff regulation  

The above notwithstanding the review of the legislative framework covers all the 13 countries since 
information on the legislative framework was sourced from the websites of the National Regulatory 
Authorities (NRAs) among other sources. In view of this the author acknowledges the possible obsolesce 
of some of the legal texts that were analyzed.  

The legislative framework is the primary basis and source of mandate for all activities undertaken by NRAs 
including those related to tariff regulations. It was therefore of necessity that the assessment study 
included a review of the legislative frameworks of all the countries concerned. 

Below is therefore an overview of the legislative framework for the 13 East African countries who are the 
subject of this report. The analysis was done on the legislative information obtaining in each country 
based on data obtained from the websites of the NRAs/Ministries as well as other sources.  

A detailed analysis of the same is provided in Annex 1 herewith attached. 

a) Comoros 

Decree No. 09-064/PR of May 23 2009 on the mode of application of Law No. 08-007/AU of January 15 
2008 on areas of ICT differentiates between regulated and unregulated services on the basis of level of 
competition. Tariff regulation is based on price cap for regulated services. It also provides that the price 
cap methodology to be applied should be simple. The Decree also provides for a framework for 
Regulatory Auditing and subsequent tariff approval. 

The regulatory Authority of Comoros, Autorité Nationale de Régulation des Technologies de l'Information 
et de la Communication (ANRTIC) is therefore mandated to establish the principles and guidelines for 
determination and application of cost based prices for regulated services (i.e. those not subject to 
sufficient competition) based on price cap regulatory regime.  

b) Djibouti 

Law No. 80/AN/04/5ème L Portant Réforme du Secteur des Technologies de l'Information et de la 
Communication provides for the application of reasonable and non-discriminatory tariffs. In case of 
interconnection it provides for an interconnection framework based on the principle of reasonable cost 
allocation. 

The law also provides for a regulatory auditing of interconnection agreements. Dispute resolution with 
regard to interconnection include prescription of terms by the Agency guided by among others the cost of 
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 services. Tariff regulations forbids tariff that are below costs (predatory pricing). The law also provides for 

regulatory reporting and auditing. 

A Regulatory Authority of Djibouti, ‘Agence Djiboutienne de Regulation des Telecommunications (ADRT), 
which is currently being setup under the jurisdiction of the Ministry of Communication and Culture, is 
therefore mandated to regulate MTRs based on cost accounting principles. 

c) Eritrea 

Proclamation No 102/1998 – Communications Proclamation provides for a framework for tariff 
formulation (calculation). The Ministry of Transport and Communications which is vested with the 
regulatory authority of the communications sector, is therefore mandated to formulate and regulate 
telecoms tariffs.  

d) Ethiopia 

The sector legislation in Ethiopia, Council of Ministers Regulations No. 47/1999, provides for a framework 
for cost modelling for basic telecommunication services based on marginal cost and optimum System 
Planning. It also provides for regulatory auditing on the same. The Ethiopian regulatory authority, 
Ethiopian Telecommunications Agency (ETA) is therefore mandated to ensure the application of cost 
based tariffs. 

It is reported that Ethiopia has just completed the development of telecommunication Services tariff 
Regulatory framework with support from ITU and they have planned to start the development of Cost 
Models in January 2012.  

e) Kenya 

The sector legislation in Kenya, the Kenya Information and Communications Act Cap 411A, provides the 
Legal framework for regulating tariffs based on efficiency and economy. The specific legal provisions are 
contained under Section 23 of the said legislation. Under this section it is the duty of the regulator to 
protect the interest of users with respect prices charged, promote competition in order to ensure efficient 
and economic provisioning of ICT services.  

In essence this legal provision broadly provides for the undertaking of all manner of activities relating to 
price control and economic efficiency which is presumed to also include cost modeling as well as 
regulatory auditing by the regulatory authority, the Communications Commission of Kenya (CCK). 

Further the supplementary legislation, the Kenya Information and Communications (Tariff Regulations) 
2010, provides at Section 90 through 91, for the differentiation between regulated and unregulated 
services based on the level of competition prevailing in relation to a particular. It further clarifies that the 
regulatory framework for tariff is based on price cap for the regulated service (i.e. those not subject to 
competition). Section 92 of the said supplementary legislation also provides for a framework for 
Regulatory Auditing. 

The Kenya Information and Communications (Interconnection and Provision of Fixed Links, Access and 
Facilities) Regulations 2010, provides among others for: mandatory interconnection (Section 4), 
interconnection that promotes efficient systems and service, framework for issuance of technical & 
costing guidelines, regulatory auditing of interconnection agreements (Sections 5 & 6), application of 
interconnection charges that are objective, independently verifiable, & fair, based on the principle of 
causality, non-subsidy, below retail rates, and structured according to various cost streams e.g. fixed, 
variable, periodic, one off, etc and a framework for issuance of guidelines on interconnection charging 
methodology (Section 12). These Regulations also provide for a framework for the application of a 
reference interconnection, access, and collocation offers for dominant operators (Sections 18, 19 & 20).  
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 In addition all issued licenses have a requirement that a service provider must at least one month prior to 

offering a service or adjusting tariffs file the same for approval by the regulator. It also requires the 
licensee to publish the charges, terms and conditions of offering licensed services 30 days in advance. This 
in essence provides for a framework for detailed regulatory examinations as well as public disclosure of 
not only charges but also other terms and conditions for a particular service. 

f) Madagascar 

The sector legislation in Madagascar, ACT No. 2005-023 of 17 October 2005 recasting the Law No 96-034 
of 27 January 1997 provides for a framework for public disclosure, fair competition, and regulatory 
auditing in general. It further states that interconnection must be non-discriminatory and is subject to 
commercial negotiations; cost shared equally and may be subject to international standards. 
Interconnection agreement is filed with the Regulatory agency. The Act also provides for benchmarking of 
interconnection rates. The regulatory authority in Madagascar, Autorité de Régulation des Technologies 
et de la Communication (ARTC), is therefore mandated to regulate MTRs. 

g) Mauritius 

The sector legislation, the Information and Communication Technologies Act 2001, Act 44/2001 provides 
for a framework for regulating tariffs based on cost and also for regulatory auditing of tariff formulation 
and public disclosure. 

In implementation of its statutory mandate and in exercising of the powers conferred upon it under the 
above mentioned Act, the Mauritian ICT regulator, the Information & Communication Technologies 
Authority, (ICTA) often issues Directives to determine the rates for interconnection, referred to as the 
Interconnection Usage Charges (IUC). The latest issue of such Directive was on 26th May 2011 and the 
same took effective from 1st July 2011. 

As a consequence of such directives and given the envisaged effect on retail tariffs ICTA subsequently 
invite operators to submit proposals, in accordance with Section 31 of the Act, to revise their retail tariffs 
in order for consumers to benefit from the reduction of the interconnection rates. In the event of 
insufficient response from the operators, the Authority may intervene in public interest. 

In 2009 the ICTA initiated the process for the computation of cost-based interconnection rates for mobile 
operators. At this point ICTA decided to determine the cost-based interconnection rates based on 
historical cost using the Fully Distributed Costing (FDC) methodology.  

This was in consideration of the ICTA that the preferred forward looking, Long Run Incremental Cost (LRIC) 
methodology would have taken a longer period of time due to its complexity. It also notes that the change 
over to LRIC methodology requires further consultation with the stakeholders. As such, the NRA has 
proceeded with the present cost determination exercise based on FDC which they consider as a step 
towards the LRIC based MTR determination for which consultations will be launched at a later stage. 

It is further noted that the cost determination for purposes of the present exercise is based on the annual 
accounts of the relevant operators (Emtel and Cellplus) for the year 2008 as these were the latest audited 
accounts available when the said exercise was initiated. 

h) Rwanda 

The sector legislation, Law No. 44/2001 of 30/11/2001 governing the telecommunications sector in 
Rwanda, provides for a framework for derivation and filing tariffs as well as public disclosure of the same. 
In accordance with the said legislation, tariffs for the dominant operator are to be based on objective 
criteria and cost of provisioning. Tariffs for access network are independent of usage volume. The act also 
provides for unbundling of network elements and mandatory interconnection upon request. The 
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 regulator, Rwanda Utilities Regulatory Agency (RURA), is therefore mandated to regulate wholesale 

tariffs, particularly for dominant operators (with SMP), based on objective and cost based criteria. 

i) Seychelles 

The sector legislation, the Broadcasting and Telecommunication Act, 2000 mandates the Minister in 
charge of ICT to regulate tariffs in public interest bearing in mind the need to promote efficiency and 
economy in the provision of ICT services. The Act also provides for a framework for regulatory auditing 
through inspections. 

Section 30 of the above mentioned Act provides for a regulatory framework for interconnection with 
prices required to be based on incremental costs (additional cost accruing). Section 38 empowers the 
minister to in addition make regulations including those related to charges/tariffs. The Department of 
Information Communications Technology in the Office of the Vice President is therefore mandated to 
among others regulate wholesale tariffs based on incremental cost accounting principles. 

j) Somalia 

No framework exists. However within the framework of the ITU project on the reconstruction of Somalia 
telecommunications sector after years of civil war the ITU has in the past been assisting Somalia in terms 
of expertise with a view to establishing a legal and regulatory framework. 

k) Sudan 

The Telecommunication Act 2001 provides for the establishment of the NRA with the mandate to approve 
the methods and costing of telecommunication services. It also provides for a framework for regulatory 
auditing and also for the issuance of By-Laws including those related to tariff regulation. The National 
Telecom Corporation (NTC) as the regulator is therefore mandated to regulate, even ex ante, tariffs 
including the methodology of costing of services. 

l) Tanzania 

The ICT sector legislation in Tanzania, the Electronic and Postal Communications Act, 2010, provides for 
broad principles that guide operators in setting tariffs while reserving the right to carry out reviews of 
tariffs to ensure compliance with the set principles. It also provides for the filing of tariffs and public 
disclosure of the same. 

The supplementary legislation, the Tanzania Communications (Tariff) Regulations, 2005, provide for cost 
oriented tariffs. They also provide for a framework for tariff auditing and approval based on set criteria. 

The Electronic and Postal Regulations 2011 which is expected to be operational soon, under Accounting 
Separation Regulation 2011, empowers the National Regulatory Authority to demand accounting 
separation and undertakes regulatory auditing. The regulator, Tanzania Communications Regulatory 
Authority (TCRA) is therefore mandated to ensure the application of cost oriented wholesale tariffs. 

m) Uganda 

The sector legislation, Uganda Communications Act Chapter 106, provides for a framework to among 
others make regulations including those related to tariffs. 

The subsidiary legislation, the Telecommunications (Tariffs and Accounting) Regulations, 2005 issued 
under section 94 of the Uganda Communications Act, Cap 106, provides for the tariffs setting principles 
which include cost orientation, causality and the implementation is vide a price cap regime. It also 
provides for a framework for regulatory auditing and the use of price-cap based on baskets. 



 HIPSSA – Regulatory accounting and cost modeling in sub-Saharan Africa – East Africa (Regional) 

> Part 2 – Legal and regulatory framework for tariff regulation 27 

Pa
rt

 2
 In addition to the framework provided for under the sector legislation and the supplementary legislation 

as indicated above Uganda has also developed Regulatory Reporting Guidelines which provides for a clear 
framework for regulatory reporting and/or auditing. The guidelines have been issued pursuant to the 
mandate of the regulator (UCC) as provided for under sub sections 4 (b) and 4 (e) of the Uganda 
Communications Act (i.e. to monitor, inspect, license and regulate communication services and to 
supervise and enforce license conditions). Section 48 of the same Act prescribes annual reporting 
requirements for licensees in a manner determined by the UCC.  

The guidelines prescribe the minimum reporting requirements necessary to achieve the UCC’s regulatory 
and policy advisory functions. They seek to ensure that licensees provide detailed and consistent records 
that easily translate into useful information for the execution of the UCC’s functions and obligations. 

In summary therefore it may be said that in almost all the countries concerned there is in place a 
legislative framework that provides for cost oriented tariffs and/or tariffs based on efficiency and 
economic considerations. Similarly the legislative frameworks provide for some form of regulatory 
auditing albeit not explicitly in some cases. There is however differences in form and structure of these 
frameworks.  

In view of this, there may be need for further revision and elaboration of the framework in some of the 
countries in order to make cost accounting and regulatory auditing requirements more explicit and easier 
to implement. There is also need for harmonization in view of the diverse nature of the frameworks that 
are currently obtaining/in force in these countries. 

2.2 Strategy for regulatory intervention  

2.2.1 Status of price regulation and underlying strategy 

With reference to Table 1 below please note that whereas only 7 countries (i.e. Ethiopia, Kenya, 
Madagascar, Rwanda, Seychelles, Tanzania and Uganda) out of 13 responded to the question regarding 
the status of price regulation and the underling strategy, it was possible to include information pertaining 
to Mauritius in the analysis on the application of cost accounting since the requisite and sufficient 
information was available on the NRA’s website.  

Table 1 – Type of regulatory intervention, legal basis and underlying regulatory strategy 

 
Type: CO, 

B, 
PC, RM (1) 

Basis: Li, La, SMP (2) Underlying strategy:  purpose, goal, outcome 
and achievements... 

Ethiopia CO La 

Pricing shall be based on economic efficiency, public 
interest and economic viability of the operation of the 
service. Ensure the sustainability of the service and 
the attraction of fresh investment in the sector. 

Kenya 

Cost 
orientation 

(Cost 
accounting 

approaches) 

Under Kenya 
Information and 
Communications 
(interconnection and 
provision of fixed links, 
access and facilities) 
regulations, 2010-(10)-
The Commission may 
from time to time issue 

The Commission only regulates wholesale prices with 
the primary purpose of guiding the licensees in 
negotiating interconnection agreements. However, 
there has been a positive correlation between 
wholesale prices and retail prices. 
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Type: CO, 

B, 
PC, RM (1) 

Basis: Li, La, SMP (2) Underlying strategy:  purpose, goal, outcome 
and achievements... 

technical, costing and 
other relevant 
guidelines to guide 
licensees in negotiating 
interconnection 
agreements. 

Madagascar CO La 
Strategy is to direct the prices of services to their 
costs based on efficient management and to 
eliminate subsidies of one service by another. 

Mauritius CO La 

The sector legislation, the Information and 
Communication Technologies Act 2001, Act 
44/2001 provides for cost-based MTR. However, 
given the correlation between MTR and retail 
prices operators are, pursuant to Section 31 of the 
Act, required to revise their retail tariffs in order for 
consumers to benefit from any reduction of the 
MTR. 

Rwanda CO La & Li 

Only wholesale tariff is regulated for the non 
dominant operators, while both wholesale and 
retail tariff are regulated for dominant operators. 
For the wholesale tariff, the cost accounting 
approaches using cost based methodology is used 
while the retail tariff is not yet regulated as the 
dominant operator is not yet determined. As far as 
the wholesale tariff regulation is concerned, further 
growth of subscriber base, affordable 
communications services and efficiency in 
infrastructure management are the main outcomes 
and achievements up to now. 

Seychelles CO 

Under section 
(Interconnection) of 
the Broadcasting & 
Telecommunication 
Act 2000. 

Regulate Interconnection traffic rates. 

Tanzania CO 
Law (Electronic and 
Postal Communication 
Act, 2010). 

The strategy is to determine the cost incurred by 
operators on MTR and the expected outcome is to 
minimize the cost of interconnection across 
networks by ensuring that operators recovers only 
the cost of providing MTR services. Interconnection 
is essential service that should not be used as a 
source of revenue/generating profit. 
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Type: CO, 

B, 
PC, RM (1) 

Basis: Li, La, SMP (2) Underlying strategy:  purpose, goal, outcome 
and achievements... 

Uganda CO 

Contained in the 
Parent Law and 
Operators licenses- 
SMP finding is that all 
operators have SMP in 
the MOBILE 
TERMINATION 
MARKET. 

Independent cost study run involving wide industry 
consultations. Cost oriented rates are derived and 
applicable in the market. The initial cost review 
resulted in a decline in tariff for mobile services in 
the country. 

(1) CO: cost orientation (cost accounting approaches), B: benchmark, PC: price cap, RM: retail minus... 
(2) Li: license, La: law, SMP: relevant market analysis... 

2.2.2 Cost accounting and regulatory auditing framework 

With reference to Table 2 below it is noted that 5 out of the 8 countries under consideration indicated 
that their strategy is to apply cost accounting in regulating tariffs for wholesale (mainly MTR) and retail 
tariff for operators with SMP. This is indeed consistent with the analysis of the legislative frameworks 
given earlier and as analyzed in Table 1 which provide for cost oriented application of tariffs in almost all 
the countries under the assessment study within the East Africa sub-region. 

Table 2 – Status on cost accounting obligation and regulatory auditing 

 

Cost accounting Regulatory auditing 

Mandated:  
Yes, No, 

Pl (1) 

Operators:  
all, SMP, 

incumbent… 

Basis:  
Li, La, SMP, other 

(specify) (2) 

Mandated:  
Yes, No, 

Pl (1) 

Basis:  
Li, La, SMP, other 

(specify) (2) 

Ethiopia Yes Incumbent La Yes La 

Kenya Yes All La Yes Regulations and 
License 

Mauritius Yes All La Yes La 

Madagascar Yes All La Yes 

La. The regulatory 
authority performs 
the analysis of the 
costs of services. It 
determined ceiling 

of price on the basis 
of the cost 

structure and sales 
of services made by 

operators. 



 HIPSSA – Regulatory accounting and cost modeling in sub-Saharan Africa – East Africa (Regional) 

30  > Part 2 – Legal and regulatory framework for tariff regulation 

Pa
rt

 2
 

 

Cost accounting Regulatory auditing 

Mandated:  
Yes, No, 

Pl (1) 

Operators:  
all, SMP, 

incumbent… 

Basis:  
Li, La, SMP, other 

(specify) (2) 

Mandated:  
Yes, No, 

Pl (1) 

Basis:  
Li, La, SMP, other 

(specify) (2) 

Rwanda No SMP (Dominant 
Operator) 

Telecom Law and 
License (it is not yet 

imposed but it is 
allowed by the Law). 

This is due to 
unjustified market 

conditions, since the 
dominant operator is 

yet to be 
determined. 

Yes 
La (Article 30 of the 

Law establishing 
RURA) 

Seychelles Pl   No  

Tanzania No 

Operators with 
SMP or any 

other operator 
as may be 

required to 
provide cost 

breakdown by 
the Authority. 

Currently cost 
accounting is not 

imposed to an 
operator. However 
the new Electronic 

and Postal 
Communications Act, 

2010 and their 
regulations of 2011 
which are expected 
to be operational 

soon obliged an SMP 
operator to provide 
cost base tariffs for 

approval before use. 

No N/A 

Uganda Yes 

SMP operators 
are required to 

separate 
accounts for 

wholesale and 
retail especially 

in the 
infrastructure 
market; other 

cost accounting 
obligations 

imposed on all 
operators. 

Contained in the 
communications act 

and respective 
regulations as well as 

license. 

Yes 

Tariff and 
Accounting 

Regulations 2005. 
Applies to all 
Operators. 

(1) Pl: Planned  
(2) Li: license, La: law, SMP: relevant market analysis. 
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 With reference to Table 3 below where only 5 countries responded to the reasons behind the non 

implementation of cost accounting/regulatory auditing, it is firstly noted further that the countries under 
consideration are at different level in the implementation of cost accounting systems with the majority 
having not started off. The predominant reasons being the lack of internal knowledge resources as well as 
insufficient legislative and institutional framework. 

Table 3 – Reasons for which cost accounting and/or regulatory auditing are not implemented or 
foreseen 

 

Cost accounting not mandated or 
foreseen Regulatory auditing not mandated or foreseen 

Reasons: lack of legal basis, 
insufficient resources... 

Reasons: lack of legal basis, lack of audit 
framework, insufficient resources… 

Ethiopia  
There is lack of Audit Framework. The accounting 

system and cost separation per services not 
properly implemented by the operators. 

Kenya 
Mandated but not carried out due to 
lack of sufficient audit framework and 

resources. 

Mandated but not carried out due to lack of 
sufficient audit framework and resources. 

Rwanda 
This is due to unjustified market 
conditions, since the dominant 

operator is yet to be determined. 
 

Seychelles Lack of Resources. Lack of resources. 

Tanzania 

Cost accounting will be imposed to an 
SMP operator or any other operator as 
may be required by the regulator once 

new regulations come into effect. 

Lack of legal basis. The Electronic and Postal 
Regulations 2011 which will be operational soon 

(Accounting Separation Regulation 2011) 
empowers the Authority to demand accounting 

separation undertakes regulatory auditing. 

2.2.3 Status and development stage of costing tools 

With reference to table 4 below, it is to be noted that some respondents namely; Kenya, Rwanda, 
Tanzania and Uganda have or are in the process of carrying cost studies based on bespoke cost models 
developed or to be developed by consultants upon which they have or/intend to issue 
determinations/decisions with regard to tariff regulations. It is further evident here that there is a 
common problem on lack of resources leading in some cases to non-usage of existing models. 
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 Table 4 – Costing tools 

 

Use of a 
costing 

tool: 
Yes, No, 

Pl (1) 

Which one: 
BU, TD, H, B (2) 

Operators:  
all, SMP, 

incumbent … 

Level of 
development 
of the tool: 

E, U, P (3) 

If no costing tool 
is used, please 
indicate why: 

lack of resources, 
lack of skills … 

Ethiopia Pl H Incumbent P  

Kenya Yes Hybrid All Existing N/A 

Madagascar No  

(SMP) Operator 
provides 

services under 
monopoly. 

Tools are 
available, but 
not applied. 

The cost model is not 
used due to lack of 

technical skills. 

Rwanda Yes H All E N/A 

Seychelles No    Lack of Resources 

Tanzania Yes 

BU. The costing 
tool used in 

previous 
determination 
of MTR is LRIC-

Bottom-up 
model, 

developed by 
the consultant 
who undertook 

the study. 

All Existing/Planned  

Uganda Yes BU 

All.  
All operator 

data is 
considered in 

building / 
designing a 

hypothetical 
network. 

E N/A 

(1) Pl: Planned 
(2) BU: Bottom-Up, TD: Top-Down, H: Hybrid, B: Benchmark 
(3) E: existing, U: under development, P: Planned  
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 2.2.4 Level of MTR and retail price 

From the table below it is noted that there is a wide disparity on the applicable MTRs among the 
respondents with the lowest being in Mauritius with MTR at US$ 0.035/min and the highest being in 
Madagascar with MTR at US$ 0.31/min, about 10 times that of Mauritius. In terms average off-net retail 
prices the disparity is less in comparison with MTR with the lowest being in Kenya at US$ 0.10/min and 
the highest being in Rwanda and Uganda at US$ 0.34/min, being over 3 time that of the lowest. 

Table 5 – Level of MTR and retail price 

Country 

WB PPP 
Conversion 
Factor, GDP 
(LCU to US$) 

Lowest average level of 
regulated MTR 
(per minute) (1) 

Retail price: lowest average 
national off-net price 

(per minute in local currency) (1) 

Local 
currency 

In US$ 
(Converted 
using PPP) 

(Local currency) 
In US$ 

(Converted 
using PPP) 

Ethiopia  NR  

0.72 Birr/min at 
peak hour and 
0.30Birr/Min at 
off-peak hour3 

0.11 

Kenya 4.4 KES 2.21  KES 3.75 0.32 

Djibouti 92.6  0.06 DJF30 0.10 

Madagascar 37.3   Ar 280/min 0.31 

Mauritius 908.3 Rs. 0.60 0.035  0.11 

Rwanda 17.1 Rwf 45 0.17 Rwf 90 0.34 

Seychelles 265.5 SCR 0.765 0.14   

Sudan    SDG 0.17 0.11 

Tanzania  TShs 103/- 0.20 TShs 135/- 0.26 

Uganda  Ugs 131 0.16 Between Ugs 
250 and 300 0.34 

(1) The average price for MTR as well as for retail is calculated as follows: 	 	 	 	 	 	 	 	 	 	∗ 	 	 	 	 	 	 	 	 	 	 	 	∗ 	   
Where: 
Peak ratio is the proportion of calls passed during peak hours.  
Offpeak ratio is the proportion of call passed during offpeak hours. Offpeak ratio = 1 – peak ratio 
In case the the peak/off peak ratio is not known please use the following: peak ratio = 70% and off peak ratio = 30% 
  

                                                 
 
3  Please note that since the incumbent is the only operator in Ethiopia and operates the only fixed and 
mobile networks and not at an arm’s length, neither does MTR or off-net rates apply in Ethiopia. 
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 2.3 Difficulties encountered by NRAs  

2.3.1 Data collection 

In terms of difficulties in data collection only 5 countries reported some form of challenges during this 
process as indicated in the table 6 below. These difficulties range from lack of sufficient regulatory from to 
hesitation/reluctance by operators to provide relevant data in a timely manner. 

Table 6 – Issues in data collection 

 Occurred: 
Yes, No 

If yes, at 
which stage 

of the 
collection 
process 

If yes, what were the reasons? (1) 

Ethiopia yes  Difficulties for operator to provide relevant data in a timely 
manner. 

Mauritius Yes Initial Difficulty in obtaining current audited accounts for historical 
costing approach taken. 

Rwanda Yes  Delay or reluctance for the operator to provide all the requested 
information. 

Tanzania Yes  

Lack of legal basis is the major reason, after developing 
regulations to address this, there will be some difficult for 
operators to provide these data because the accounting 
guidelines on preparation of regulatory accounting and 
accounting separation not yet issued, also there is a lack of 
will from operators because it involve disclosing sensitive 
information and cost considerations. 

Uganda No N/A N/A 

(1) For instance: lack of legal basis, difficulties for operators to provide relevant data, lack of will from operators...  
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 2.3.2 Disputes 

Table 7 – Legal disputes 

 Occurred: 
Yes, No 

Nature of 
the dispute Date Object of the dispute Outcome 

Impacts, 
if any, on 

tariff 
regulation 

or cost 
modeling 

Kenya No      

Madagascar No      

Rwanda No      

Seychelles No      

Tanzania Yes 

A court case 
regarding a 
dispute over 
MTR 
determination 
No 2 of 2007, 
One of the 
operators 
disputed the 
process used 
in 
determination 
of MTR. 

2007 

(i) One operator 
complained that he was 
not availed sufficient 
time to provide inputs 
to during the exercise 
of determining MTR, 
(ii) The regulator was 
supposed to facilitate 
negotiation of MTR 
between operators by 
developing 
Interconnection 
Negotiation Guidelines 
that will allow 
operators to negotiate 
and agree in MTR. The 
regulator can interfere 
and set MTR only when 
operators fail to reach 
an agreement. Date of 
the dispute 2 years 
from 2008 – 2010. 

The 
judgment 
was in favor 
of the 
Regulator. 

No 

Uganda Yes 

Challenge on 
the NRA’s 
mandate 
where there 
is no dispute. 

January 
2010 

Termination according 
to the law is requires to 
be a matter of 
negotiation, so should 
the Commission 
intervene especially if 
there is no dispute 
related to termination 
rates? 

Commission 
set 
reference 
rates which 
should be 
used during 
negotiations. 
The 
reference 
ratesbecame 
defacto for 
all users. 

No 
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 2.4 Foreseen evolutions and challenges 

2.4.1 Price control regarding other services 

Table 8 – Price control obligations of retail services 

 

Retail mobile voice Retail fixed voice Fixed data Mobile data 

CA(1): 
Yes/No 

Costing 
tool: N, 
BU, TD, 

B (2) 

CA(1): 
Yes/No 

Costing 
tool: N, 
BU, TD, 

B (2) 

CA(1): 
Yes/No 

Costing 
tool: N, 
BU, TD, 

B (2) 

CA(1): 
Yes/No 

Costing 
tool: N, 
BU, TD, 

B (2) 

Ethiopia No        

Kenya No No No No No No No No 

Madagascar No N/A No N/A No N/A No N/A 

Mauritius* Yes TD Yes TD     

Rwanda No N/A No N/A No N/A No N/A 

Seychelles N/A N/A N/A N/A N/A N/A N/A N/A 

Tanzania No  No  No  No  

Uganda Yes BU Yes BU Yes BU Yes BU 

(1) CA: cost accounting 
(2) N: No, BU: bottom-up, TD: top-down, B: benchmark  

*Data from NRA’s website 
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 Table 9 – Price control obligations of wholesale services 

 

Fixed 
intercon-
nection 

Bitstream 
access 

Local loop 
unbundling 

Leased 
lines 

Access 
to IGW 

Access 
to  IXP 

CA(1) 

Yes/
No 

CT(2) 

N, 
BU, 
TD, 
B (3) 

CA(1) 

Yes/
No 

CT(2) 

N, 
BU, 
TD, 
B (3) 

CA(1) 

Yes/
No 

CT(2) 

N, 
BU, 
TD, 
B (3) 

CA(1) 

Yes
/No

CT(2) 

N, 
BU, 
TD, 
B (3) 

CA(1) 

Yes/
No 

CT(2) 

N, 
BU, 
TD, 
B (3) 

CA(1) 
Yes/
No 

CT(2) 

N, 
BU, 
TD, 
B (3) 

Ethiopia P      P      

Kenya Yes No No No yes No Yes No No No No No 

Madagascar No N/A No N/A No N/A No N/A No N/A No N/A 

Mauritius* Yes TD           

Rwanda No N/A No N/A No N/A No N/A   No N/A 

Seychelles N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 

Tanzania Yes 
Hybrid 
(BU & 

TD) 
No  No  

Pl
an

ne
d 

 

Pl
an

ne
d 

 
Pl

an
ne

d 
 

Uganda Yes BU Yes BU Yes BU Yes BU No BU No  

(1) CA: cost accounting 
(2) CT: costing tool 
(3) N: No, BU: bottom-up, TD: top-down, B: benchmark 

*Data from NRA’s website 
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 2.4.2 Foreseen changes in regulatory framework 

Table 10 – Telecom law or regulatory framework review 

 
Status: 
No, Pl, 
Uw (1) 

Target 
date Main objectives 

Ethiopia No   

Kenya No N/A N/A 

Madagascar No N/A N/A 

Rwanda Uw  The main objective was to reflect the major changes that occurred in 
ICT sector since 2001. The draft ICT bill is now in Parliament. 

Seychelles No N/A N/A 

Tanzania Uw 2012 

New Interconnection regulations 2011 after introduction of Electronic 
and Postal Communications Act 2010 with the objective to address 
some shortcoming in previous regulations, it is awaiting final 
endorsement and possibly will come into effect in 2012. 

Uganda Pl  Law to give UCC discrete powers to set termination rates with or 
without a dispute. 

(1) No: no, Pl: planned, Uw: under way 
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 2.4.3 Regulatory strategies for new services and associated challenges 

Table 11 – Anticipated regulatory strategies for new services and associated challenges 

 Service (1) Considered: 
Yes/No 

Legal / 
regulatory 

basis 

Regulatory models / 
strategies being 

considered 
Challenges 

Ethiopia 

Roaming Yes  

It will be determined by 
the cost model study 

planned to start in 
January 2012. 

 

Broadband 
Infrastructure Yes  

It will be determined by 
the cost model study 

planned to start in 
January 2012. 

 

NGN Yes  

It will be determined by 
the cost model study 

planned to start in 
January 2012. 

 

Mobile 
Payment Yes  

It will be determined by 
the cost model study 

planned to start in 
January 2012. 

 

Kenya 

Roaming No N/A N/A N/A 

Broadband 
Infrastructure No N/A N/A N/A 

NGN Yes  

Not Yet defined. To be 
considered once most 
players in the market 

have adopted the NGN. 

N/A 

Mobile 
Payment No  

This is considered in the 
same manner as SMS 

service for now. 

Central bank of 
Kenya regulates 

operations of 
mobile 

payments while 
the 

Communication 
Commission of 

Kenya only 
regulates the 
infrastructure 

used 
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 Service (1) Considered: 
Yes/No 

Legal / 
regulatory 

basis 

Regulatory models / 
strategies being 

considered 
Challenges 

Madagascar 

Roaming No    

Broadband 
Infrastructure No    

NGN No    

Mobile 
Payment No    

Rwanda 

Roaming   The retails services 
tariffs are not regulated  

Broadband 
Infrastructure   The retails services 

tariffs are not regulated  

NGN   The retails services 
tariffs are not regulated  

Mobile 
Payment     

Seychelles 

Roaming     

Broadband     

NGN     

Mobile 
Payment     
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 Service (1) Considered: 
Yes/No 

Legal / 
regulatory 

basis 

Regulatory models / 
strategies being 

considered 
Challenges 

Tanzania 

Roaming Yes  
Under consideration 

through regional 
approach (SADC) 

Do not exist 

Broadband 
Infrastructure Yes 

Regulating 
prices of the 
National ICT 

Backbone 
(NICTBB) 

through SMP 
remedial 

regulations 
such as 

Accounting 
Separation and 
tariffs approval 
based on cost 
of providing 

services. 

 Do not exist 

NGN No  Early stage of 
introduction Do not exist 

Mobile 
Payment No N/A 

Regulated by the 
Central Bank of 

Tanzania 
Do not exist 

Uganda 

Roaming Yes  

Plan to allow national 
roaming. Rates to be 

negotiated in line with 
UCC requirements 

 

Broadband 
Infrastructure Yes  

Retail minus for 
wholesale providers 

with SMP (Retail minus 
20%) 

 

NGN No  N/A  

Mobile 
Payment Yes  

May consider 
interconnection of 
mobile payment 

services 

 

(1) Roaming, broadband infrastructure, NGN/NGA, mobile payment. 
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 Section 2 – Cost accounting and regulatory auditing 

Cost accounting systems aim at providing the NRA with an in-depth and reliable knowledge of operators’ 
costs. This is commonly viewed as key inputs to NRAs’ regulatory intervention to ensure consumer 
welfare and sustainable competition and market development. 

This section is aimed at providing an up-to-date overview on implemented procedures regarding cost 
accounting obligations and on associated regulatory auditing processes. 

To this end, specific questions pertaining to key issues related to cost accounting methodologies are to be 
addressed by stakeholders in this section to provide relevant inputs on:  

• Data collection processes; 

• Methodologies regarding scope of cost and cost preparation; 

• Degree of regulatory prescription on cost preparation methodologies; 

• Valuation and allocation methodologies including basis on which assets are valued and 
depreciated; 

• Level of cost of capital allowed and methodology used to calculate it. 

To ensure and guarantee regulatory cost accounting relevancy, regulatory auditing is required. Regulatory 
auditing is the process of verification and validation of the regulatory accounting reports issued by 
operators. 

The questions pertaining to regulatory auditing will give relevant inputs on:  

• The scope of regulatory audit and the issues addressed; 

• The obligations to which the operator subject to regulatory auditing is bound and the 
underlying legal/regulatory basis; 

• The overall regulatory auditing process. 
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 3.1 Cost accounting 

3.1.1 Data collection process  

Table 12 – Cost accounting – data collection process 

 

Process Implementation 

Frequency Deadline 
Actual (present and past) 

figures and period 
covered 

Forecasted 
figures and 

period 
covered 

Number 
of occur-

rences 

Latest 
collection 

Kenya One off Given 5 
weeks 

Data was collected using a 
questionnaire: Mobile 
operators provided bottom-
up unit capital cost data for 
the radio network (radio 
sites, BTS, TRX, related 
electronics). The available 
unit capital cost data was 
combined with the total 
gross book values and 
capital expenditure in the 
fixed asset register (FAR) 
and actual network 
deployment, and compared 
against international 
benchmarks to derive a unit 
cost for the relevant cost 
categories. 

Network 
coverage 

information 
and the Split 
of traffic by 
genotype: 5 

years 

Twice March 
2010 

Madagascar 

On 
application 

of a new 
pricing or 

change 

N/A     

Mauritius Ongoing      

Seychelles N/A N/A N/A N/A N/A N/A 

Uganda Quarterly 
& Annually 

Jan-
March 

deadline 
of sub-
mission 

26th April 
Annual – 
FY dead-
line is 3 
months 

from the 
closure 
of each 

FY 

   

2010 
Dec. for 
annual 

and 
2011 Sep. 

for 
quarterly 

data 
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 3.1.2 Scope of costs and cost preparation  

Table 13 – Cost accounting – Degree of regulatory prescription regarding cost preparation  

 

Costs & 
revenues 

nomenclature: 
Yes, No 

Specifications 
imposed: 
Yes, No 

Specifications imposed:  

Kenya Yes Yes 

Cost preparation methodologies e.g. reference to cost 
based and standards, valuation and allocation 

methodologies, identification and treatment of shared 
and common costs. 

Basis on which assets are valued: asset lives and 
depreciation methods.  

Uganda Yes Yes 

Cost preparation methodologies e.g. reference to cost 
based and standards, valuation and allocation 

methodologies, identification and treatment of shared 
and common costs. 

Basis on which assets are valued: asset lives and 
depreciation methods. 

3.1.3 Valuation and allocation methodologies  

Table 14 – Main principles used to allocate costs categories between voice and data  

 Network costs License cost Other costs  

Kenya Routing Factors License cost not considered  

Uganda Cost causation allocation, 
routing table Annualized for license period  

Table 15 – Accounting system/allocation methodology used and relevant increment size 

 
Allocation 

methodology: LRIC, 
FDC  

Size of the relevant increment:  Marginal, Service 
increment, Average increment 

Kenya Pure LRIC Service increment 

Uganda LRIC Marginal 
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 Table 16 – Cost base and assets valuation methodology 

 

Cost base: 
HCA, CCA  Capital 

maintenance 
concept used: 

OCM, FCM  

 Type of asset  and the valuation methodology used: 
Absolute valuation, indexation or MEA 

Kenya CCA OCM Modern Equivalent Asset (MEA) for network assets 

Uganda CCA FCM 
Switching – Absolute (Current Purchase Price) 

Transmission and Access- MEA (Modern Equivalent Asset) 

Table 17 – Depreciation method and assets lifetime 

 
Depreciation 
method:  SL, 

TSL, AN, TAN (1) 

Lifetime (in years) 

Civil 
works 

Power 
equipments 

Access 
equipts

Core 
network Backhaul/backbone License 

Kenya AN 20 8 8 8 8 15 

Uganda SL 10 3 10 10 15 15 

(1) SL: Straight-line, TSL: Titled straight line, AN:  Annuity, TAN:  Titled annuity 

3.1.4 Cost of capital  

Table 18 – Cost of capital allowed and calculation methodology 

 Rate of return 
(value in %) Methodology:  WACC, other Cost of equity estimation:  

CPAM, other 

Kenya 14.14 Weighted Average Cost of 
Capital (WACC) 

Capital Asset Pricing Model 
(CAPM) 

Uganda 25 WACC 

Other. Derived from national 
statistics and data from central 

bank – benchmarked with 
international values 
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 3.2 Regulatory auditing 

3.2.1 Scope of regulatory audit and issues addressed  

Table 19 – Scope of regulatory audit  

 
Reconciliation 
with statutory 

accounts 

Scope of 
costs & 

costs 
allocated  

Cost 
valuation 

and 
allocation  

Cost 
capitalization, 

assets valuation 
and amortization 

Transfer 
charges Other  

Uganda Yes Yes Yes Yes Yes Yes 

3.2.2 Operators obligations  

Table 20 – Regulatory auditing – Operators obligation and legal/regulatory basis  

 Access to all internal 
supporting data 

Respond in a 
predefined timeframe 

to any question 
Other Legal/regulatory Basis 

Uganda No Yes   

3.2.3 Overall regulatory auditing process 

Table 21 – Regulatory auditing implementation 

 

 Implementation rules 

Occurrence Body in charge of 
conducting the audit:  Who pays? Cost 

Uganda 
On demand and annually 

during cost modeling 
exercise 

NRA – UCC with powers to 
engage an independent 

auditor 
NRA   
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 Section 3 – Costing tools and cost modeling development 

Three main costing tools can be used in establishing the price of the regulated service under a price 
control obligation: 

• Bottom-up model: starts with building from scratch the optimal network design to meet a 
given demand for the service included in the increment. Then, it assesses the use of each 
network element to the relevant increment. 

• Top-down model: starts with the reality of the operator’s actual costs but modifies the basis of 
cost valuation and allocation and applies appropriate cost/volume relationships (CVR) 

• Benchmark: consists in comparing the prices of the service or of similar services in other 
relevant countries/markets  

Those three costing tools can be used simultaneously. For example, the bottom-up model can be used in 
conjunction with a top-down approach (also referred to as hybrid model), benchmark can be used in 
conjunction with a top-down or a bottom-up model so as to check the output of the selected model… 

This section is aimed at providing an up-to-date overview on the costing tool(s) implemented and on the 
methodology used to implement the chosen costing tool(s). 

To this end, specific questions pertaining to key issues on the implementation methodology of the chosen 
costing tool are to be addressed (the section is divided into 3 parts corresponding to the 3 main costing 
tools). 

• Bottom-up 

○ Strategy adopted for implementation and level of dependency on the data provided 
by operators; 

○ Model assumptions and parameters: time horizon, level of demand, modeled 
operator, key cost drivers…; 

○ Methodology used to design network, to model OPEX. 

• Top-down 

○ Methodology used to check and correct inefficiencies in operators’ data; 

○ Cost/volume relationship (how costs change as the volume of the cost driver changes) 
and key cost drivers; 

○ Principles underlying the determination of the routing factors (relative usage of 
network by the different services). 

• Benchmark 

○ Benchmark scope; 

○ Criteria used for country selection process and underlying rationale; 

○ Methodology used to set price based on the output of the benchmarking. 
  



 HIPSSA – Regulatory accounting and cost modeling in sub-Saharan Africa – East Africa (Regional) 

54  > Part 4 – Costing tools and cost model development 

Pa
rt

 4
 4.1 Bottom-up 

4.1.1 Strategy for implementation  

Table 23 – Public availability of the model and of its input dataset 

 
Publicly 

available: 
Yes, No? 

If the model is not publicly available: 

Why Shared with operators 
or for internal use 

Planned to 
be made 
public:  

Kenya No It contains Operator specific 
sensitive information 

No. Operators are given 
their specific models No 

Rwanda No 
It contains individual operators’ 

information which is strictly 
confidential 

It is only for internal use No 

Tanzania No No model is currently in place No model is currently in 
place 

No model is 
currently in 

place 

Uganda No Only available to operators. Also 
during consultation review processes Shared with Operators 

Not planned-
But can be 
provided at 

request 
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 Table 24 – Strategy of implementation and data used  

 Strategy of implementation: 
Sh, Co, EE, DI (1) 

Did you use 
data from 
operators: 
Yes, No? 

If operators’ data are used, how did 
you collect them: CA, SR, Cn (2) 

Kenya Consultant developed a bespoke 
one Yes Specific request 

Rwanda Consultants to develop a 
bespoke one Yes Specific request 

Tanzania TCRA engaged a lead consultant 
to develop the model Yes Specific request 

Uganda Developed by the consultant and 
evolving Yes CA, SR and Cn 

(1) Sh: From the shelf (ITU, WBG, etc.), Co: Consultants to develop a bespoke one, EE: Evolution of an existing model, 
 DI: Developed internally (from scratch)  
(2) CA: Data from cost accounting obligation, SR: Specific request, Cn: Consultation 

Table 25 – Experience on latest audit conducted 

 

The model was implanted 
internally (from scratch of 

evolution of an existing 
model) 

Consultants were commissioned to implement the model 

Internal human resources 
required (number of people 

and duration) 

Consultant 
fees 

Name of the 
consultant 

Internal human 
resources required 

(number of people and 
duration) 

Kenya N/A US $ 693,622 Analysis Mason 5 people for 12 weeks 

Rwanda N/A British Pounds 
151,627 

Price Water 
House Coopers 

(PWC) 
 

Uganda N/A US$ 700,000 PwC UK 6 People 
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 4.1.2 Model assumptions and parameters 

Table 26 – Assumptions of the model  

 
Modeled 
operator 
EO, HE (1) 

Time horizon applied 
for recovering costs 

Level of demand used: 
CL, FL (2) 

Market share assumed 

Value 
(nb of 
years) 

Why 
(rationale)? Value (%) Why 

(rationale)? 

Kenya HE 10  

Demand is forecast using 
combination of top-down 
and bottom-up algorithms 
Top-down algorithms – 
e.g. segmenting total 
revenues from voice 
traffic on-net, incoming 
and outgoing. 
Bottom-up algorithms – 
e.g. forecasting total 
traffic volumes by 
multiplying forecast 
number of subscribers and 
forecast usage per 
subscriber, extrapolated 
from historical usage per 
subscriber. 

25 

More 
conservative 

with regard to 
the risk of 

setting a too 
low MTR. 

Rwanda HE 10  Average(hypothetical 
efficient operator) 

Average 
(hypo-
thetical 
efficient 

operator) 

 

Tanzania HE 25 License 
duration FL 

Market 
share of 
existing 

operators 

 

Uganda HE  15 
Projections based on 

actual current data and 
previous performance. 

30% 

We have 5 
operators in 
the market, 
but we take 
between 30% 
of the market 
share. 

(1) EO: Existing one, HE: hypothetical efficient operator. 
(2) CL: current level, FL: future level based on extrapolation. 
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 Table 27 – Parameters of the model  

 

Key cost drivers: Yes, No Coverage assumed 

Nb of 
subs Traffic Coverage Other  Basis: AE, CC, TC, 

PC, other (1) 
In % of 

population? 
In % of 

territory? 

Kenya Yes Yes Yes Gross 
additions TC 

Urban 80% 
Rural 25% 
Road 21 % 

 

Rwanda Yes Yes Yes 
Level of 

inflation in 
Rwanda 

CC (Current 
coverage of largest 

network) 

100% in 
Kigali, 94% 

in Provinces 
 

Tanzania Yes Yes Yes  AE 50 70 

Uganda  
Yes – 
Very 

Sensitive 
 

No. of 
Towers, 

Asset life 

TC (efficiency 
considerations) 
benchmarked with 
actual coverage- 
population. 
Coverage for GSM 
is close to 90% 
penetration and 
geographical is 
65% most of the 
reminder are 
considered as 
water  and/or 
forests areas 

90 65 

(1) AE: Average of current coverage of existing networks, CC: Current coverage of largest network, TC: Theoretical coverage 
(as derived from efficiency considerations), PC: Prescribed coverage (as specified in the licenses). 
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 4.1.3 Methodology used to design network and to model OPEX 

Table 28 – Strategy of implementation and data used  

 

Network design Operational expenditure 

Metho-
dology: 

SN, SE (1) 

Rationale 
behind the 
choice of 
scorched 
node or 

scorched 
earth 

Modeling approach: MU, (2) 

If a mark-
up is used, 

please 
specify if it 
is SA, DA, 

DT (3) 

How was the 
figures used to 
calculate OPEX 
derived: B, OD, 

VD(4) 

Kenya SN 

Scorched node 
gives the best 
results for the 
market as it en
courages the 

network 
operator to 

make 
investments 

that are 
efficient given 

the actual 
configuration 

of the 
network. 

Other & MU 
Network opex:  is calculated 

based on unit operating costs. 
Cost trends then assumed and 
these finally multiplied by the 

number of units in each year to 
give the total operating cost for 
each network cost category in 

each year. Retail opex: 
calculations based on cost 

driver calculations, e.g. gross 
additions, subscribers, etc. 

DA  
Business 
overhead 

opex 
category is 
marked up 

onto 
wholesale 
and retail 

service cost 
results. 

OD 

Rwanda   MU DA OD 

Tanzania SN 
Scorched node 

is more 
practical. 

MU 

DA. 
(Different 
mark up 

depending 
on the type 

of asset). 

Mixture of 
operator and 
vendor data. 

Uganda SE 

To take into 
consideration 

current 
network 

topology of 
existing 

operators. 
It is more 
realistic. 

MU. Mark up of capital (Opex is 
30% of capex). 

No mark-up 
used for 
capex. 

Opex costs are 
provided which 
justify the mark-

up used and 
international 
benchmarks. 

(1) SN: scorched node, SE: scorched earth 
(2) MU: mark up on network assets. (3) SA: same mark-up for all network assets, DA: different mark-up depending on the 

type of asset, DT: different mark-up depending on technology i.e. 2G or 3G 
(4) B:  benchmark, OD:  operators’ data, VD:  vendors’ data. 
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 4.2 Top-down 

4.2.1 Strategy for the treatment of operators’ data  

Table 30 – Operators’ data collection and retreatment strategy 

 

Data 
collection: 
CA, SR, Cn. 

 (1) 

Elimination of potential inefficiencies 

Done: 
Yes, No  

If yes, key data 
checked: NT, CE, 

OE, BO(2) 

If yes, basis 
used to check: 

B, CC (3) 

If MNOs data are not 
checked to eliminate 

inefficiencies  

Mauritius SR     

(1) CA: Data from cost accounting obligation, SR: Specific request, Cn: Consultation 
(2) NT: network topology, CE: capital expenditures, OE: operational expenditures, BO: business overhead. 
(3) B: Benchmark with international operators, CC: Cross-check between MNOs. 

4.2.2 Routing factors determination 

Table 32 – Principles underlying the determination of the routing factors 

 What are the principles underlying your determination of the relative usage of 
network by the different services (routing factors)? CA, SR, Cn(1) 

Mauritius CA 

(1) CA: Data from cost accounting obligation, SR: Specific request, Cn: Consultation  
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 4.3 Benchmark 

4.3.1 Benchmark scope  

Table 33 – Strategy of implementation and data used  

 Purpose of the benchmark: PT, CT (1) Nb of countries included in 
the benchmark 

Seychelles We consider benchmarking as a reference in determining 
interconnection rates 5 – 8 Countries 

(1) PT: primary costing tool, CT:  complementary tool to check the outcome of another costing tool.  

4.3.2 Countries selection process  

Table 34 – Basis/methodology used to select the benchmarked countries 

 

‘Similar’ countries 
Only 

countries 
using a 

cost 
model 

(yes, no) 

Other 
selection 
criteria/ 

methodology 
Population 

size 
(yes, no) 

Population 
density 

(yes, no) 

Topography 
(yes, no) 

Similar 
market 

(yes, 
no) 

Other 
similarity 
criteria  

Seychelles Yes Yes Yes Yes    
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 4.3.3 Methodology used to set price 

Table 35 – Methodology used to derive the level of price  

 

On what basis is the price set? Currency 
conversion 

Average of some 
prices: all, 

best 5(1) 

Best rank ‘n’ 
price:  Other  

Rationale behind 
the chosen basis 
used to set the 

price 

Method used 
to convert to 

national 
currency (2) 

Seychelles  Best rank    Average for 
last one year 

(1) Which prices are selected to calculate the average: all, best 5, best 3 excluding rank 1 (1st) price... 
(2) L: latest, A1: average over 1 year, A3: average over 3 year.
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Glossary 

ADRT Agence Djiboutienne de Regulation des Telecommunications (NRA – Djibouti) 

ANRTIC Autorité Nationale de Régulation des Technologies de l'Information et 
de la Communication (NRA – Comoros) 

ARTC Autorité de Régulation des Technologies et de la Communication (NRA Madagascar) 

CAPEX Capital expenditure 

CAPM Capital asset pricing model 

CCA Current cost accounting 

CCK Communications Commission of Kenya (NRA – Kenya) 

CVR Cost/volume relationships 

ETA Ethiopian Telecommunications Agency (NRA – Ethiopia) 

FCM Financial capital maintenance 

FDC Fully Distributed Costs (also referred to as Fully Allocated Costs – FAC) 

HCA Historical cost accounting 

ICTA Information & Communication Technologies Authority (NRA – Mauritius) 

IGW International gateway 

IXP Internet exchange point 

LRIC Long run incremental costs 

MEA Modern equivalent asset 

MNO Mobile network operator 

MTR Mobile termination rate 

N/A Not Applicable 

NRA National regulatory authority 

NTC National Telecom Corporation (NRA – Sudan) 

OCM Operational capital maintenance 

OPEX Operating expenditure 

PPP Purchasing Power Parity 

RURA Rwanda Utilities Regulatory Agency (NRA – Rwanda), 

SMP Significant market power 

TCRA Tanzania Communications Regulatory Authority (NRA – Tanzania) 

UCC Uganda Communications Commission (NRA – Uganda) 

WACC Weighted Average Cost of Capital 
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x Annex: Terms of Reference (Regional Expert East 
Africa) and Assessment Approach 

The Regional Expert for East Africa was responsible for conducting the regional assessment study in 13 
countries namely; Comoros, Djibouti, Eritrea, Ethiopia, Kenya, Madagascar, Mauritius, Rwanda, 
Seychelles, Somalia, Sudan, Tanzania and Uganda.  

The assessment included performing data collection and analysis of the costing and auditing 
methodologies applied in each region as well as the cost models applied for the different services by using 
a survey and interviews (based on templates proposed by and agreed on with the International Expert). 

The mission for the development of the regional assessment study on regulatory auditing and cost 
modelling for electronic communication services with price control is being conducted in three stages and 
the duties of the regional expert include: 

Common template for survey and comparative analysis  

The regional expert is to provide written comments on the draft template of the table of content for the 
comparative analysis and the questionnaire for the survey and interviews both provided by the 
international expert. 

Sub-regional survey and comparative analysis  

The regional expert is to perform the following tasks: 

1. Contact regional organizations among others Regional Integration Organisations (RIO), 
Regional Regulators’ Association (RRA) and the Regional Operators’ Associations (ROA) to 
receive their answers and comments on the above questionnaire and draft a regional 
report. This will include a list of the contact’s persons from each organization4. 

2. Establish a list of persons of contact within each national regulatory authority and 
national operators in charge of tariff policies and costing issues in the sub-region which 
he/she was assigned to. 

3. Have the above questionnaires filled out and draft the corresponding national report for 
each country. This will include the list of electronic communications services with price 
control in the country.  

4. Collect the information of the existing regulatory auditing and cost modelling strategies 
applied by the regulators for the different electronic communications services with price 
control in the country, as determined in 3, and summarize them in order to present the 
results of his/her analysis in summary tables. 

5. Collect the various cost models and data, if available, from the different countries and 
elaborate a detailed description including the data collection methods used.  

                                                 
 
4  However with the agreement of the project management team, it was felt appropriate that responses to 

thequestionnaire be obtained primarily from the NRAs, who are in charge of the implementation of cost accounting 
and regulatory auditing policies and frameworks in their jurisdictions, and thereafter comments on the assessment 
report be sought after from the RIOs, RRAs and ROAs as part of the subsequent phases. 
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x All the above survey and interviews should be done mandatorily by phone and additionally email 
exchange and data collection. 

The regional expert shall consolidate the regional report (item 1 above), the national reports 
(item 3 above), the above mentioned summary tables (item 5 above), a complete description 
of the cost models and data used by each country (item 5 above) and as annexes the list of 
national contacts (item 2 above) into a draft consolidated regional report. 

The regional expert shall submit the consolidated regional report for comments to the 
international expert and the senior international expert. 

The regional expert shall amend the consolidated regional report taking into account the 
comments of the international expert and the senior international expert. 

Finalisation of the study 

The senior regional expert shall review, discuss and provide written comments on the draft final report 
provided by the international expert. 
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