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SUBJECT:
PREPAYMENT:  AN ALTERNATIVE FOR REDUCING CALL CHARGES

________


Financial management of telecommunication services entails operations to bill subscribers for telephone usage and to collect the amounts owed. While the amounts billed are reflected in gross turnover, collection activities determine effective revenue from transactions. The collection rate rarely exceeds 80 per cent for incumbent operators.


Prepayment, a product of new information and communication technologies, promises to be one of the best mechanisms to reduce call charges and increase turnover.


The cost of a telephone call is determined through analytical accounting. According to the principle of cost-orientated rates, prepayment offers the following advantages:

–
Eliminates hard-copy billing with all the attendant costs;

–
Eliminates postal and transport charges;

–
Reduces the number of billing and collection staff needed;

–
Eliminates disputes related to contested billing;

–
Provides an easy way to reach customers (sale of cards in kiosks or shops throughout cities);

–
Provides an easy mechanism for business expansion and administration of revenues.

All of these advantages are directly reflected in the costs of calls.

RECOMMENDATION


Prepayment is already a common practice in mobile telephony, and in light of its advantages, it should be applied to fixed telephony as well. Incumbent operators that are establishing new telecommunication infrastructures should abide by the following principles:

–
Allow substantial capacity (at least 20 per cent of total capacity) when ordering and dimensioning new switches;

–
Make subscribers aware of the prepayment service;

–
Set a predetermined valid period for prepaid cards at a multiple or fraction of 30 days (one month), so that cards expire on pay-days;

–
Set prices for prepaid cards at amounts near average monthly consumption levels for households (three to five persons) as determined from statistical data.


When added to the advantages of prepayment, implementation of these principles can clearly reduce call charges and lead to a substantial increase in revenue for incumbent telecommunication operators.
____________________
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