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	Geneva, 10 December 1999



	Ref.
	TSB Collective-letter 12/TAS


	

	Tel:

Fax:
	+41 22 730 5989

+41 22 730 5853
	-
To the members of the Tariff Group for Asia and Oceania (TAS Group)

	
	
	

	Subject:
	Inquiry on the results of the cost study for inward IDD services in direct and transit relations
	


Dear Sir/Madam,

1
Among the items in the programme of Study Group 3 is Question 8/3 (Regional costing studies for the development of cost models together with related economic and policy issues) which is to be dealt with on a regional tariff basis by the various Regional Tariff Groups.

2
At the meeting held in Singapore from 11-14 May 1999, the Tariff Group for Asia and Oceania (TAS Group) has recognized the validity of TAS Group cost model for inward IDD services in direct and transit relations. The TAS Group agreed also to ask the Administrations for information on the final results of their cost study based on the TAS cost model.

3
The cost studies for inward IDD services were carried out from 1995. The Questionnaire used for those initial costs studies has been readapted to avoid misunderstanding. This new Questionnaire is intended to collect from each Administration or recognized operating agency of the Region the above-mentioned results of the cost study.

4
A diskette containing the software, to enable them to calculate for themselves the cost based on the data collected in using the agreed cost model, will be sent to any Administration or recognized operating agency of the TAS Region which requests it.


The diskette is available and may be obtained by completing and returning Annex 2 to the TSB.

5
Because the information requested is confidential data, the TAS Group has decided to request only the minimum information necessary, in an aggregated format, from Administrations and recognized operating agencies (see Questionnaire in Annex 1, Attachment 1). Only replies to that Questionnaire should be sent to the TSB.

6
I enclose a copy of the adopted cost model and the Questionnaire to be completed by your Administration or recognized operating agency, and would draw your attention to the fact that the data to be furnished in reply to the questions should relate to the reference year 1999.

7
Replies to the Questionnaire alone should reach the TSB not later that 31 January 2000.

8
It should be clearly understood that all replies received will be treated as strictly confidential by the TSB and by the members of the TAS Group when they are examined at the next meeting of TAS Group in February 2000 and will be open solely to representatives of the Administrations and recognized operating agencies of the Region.

9
Although aware of the additional administrative burden involved in preparing the replies, the TAS Group has emphasized that it is extremely desirable for the largest possible number of Administrations and recognized operating agencies to reply to the Questionnaire, so that the results of the study may be statistically significant and may be regarded as representative of the Region.

10
If, despite the explanations given in the cost model, you have any difficulty in interpreting the model, you may contact in writing to the TSB, to the Chairman of the TAS Group, whose name and address is given in Report TAS-R 4, or to the contact shown in the information section in the cost model diskette.

Yours faithfully,

H. Zhao
Director of the Telecommunication
Standardization Bureau

Annexes : 
1.
Cost model and Questionnaire


2.
Format for diskette

ANNEX 1
(to TSB Collective letter 12/TAS)

TAS Group cost elements for Inward IDD Services

II.1
TAS Group cost elements for inward IDD services

II.1.1
Direct relations

II.1.1.1
Direct costs

Facility, investment & operating costs

1)
International exchange cost:


–
International telecommunication maintenance and operation centre.


–
Telephone exchange.


–
Associated transmission & signalling equipment.

2)
Earth Station.

3)
Cable Station.

4)
Submarine/terrestrial cable system.

5)
National links between Earth Stations and Cable Landing Station and international exchanges 
and between international exchanges.

6)
International terrestrial radio links.

NOTE – Investment means depreciation or replacement expenses. Operating means operation and maintenance costs associated with these facilities and should include costs incurred during the year on regular and normal repairs; consumable materials, electricity and other utility charges; rentals; labour costs of staff providing operation, repair and maintenance.

Rental and lease cost

1)
Space segment.

2)
Facilities where applicable (for example leasing an exchange).

3)
Administration lease.

National extension cost

a)
Combined international/national ROA investment and operating cost:


1)
national exchanges;


2)
national transmission facilities;


3)
local loop, if applicable and identified under a bilateral or multilateral agreement; or

b)
Separate international and national ROA:


Payment by international ROA to the national ROA on the basis of:


1)
per minute;


2)
annual lump sum;


3)
revenue/cost sharing:



(e.g. percentage of International collections); or


4)
combination of any of the above three.

Cost of funds invested

1)
Interest and charges on borrowed funds.

2)
Reasonable return on own investment.

II.1.1.2
Indirect costs

a)
General Administration (non-facility):


1)
Human resources and human resources development.


2)
Building and its support services (depreciation).


3)
Office equipment (depreciation).


4)
Transport and travel.


5)
Management system (e.g. accounting system).

b)
Appropriate taxes or equivalent.

II.1.1.3
Other related costs

Other costs may qualify for inclusion by bilateral agreement, e.g.:

–
Temporary alternative routing (overflow transit);


NOTE – Inclusion of transit costs is applicable only for incoming terminating overflow traffic where D.155 divisioning of accounting rates is observed.

–
Direct and indirect R&D costs.

II.1.2
Indirect relations

II.1.2.1
IDD direct relation cost on the route from the last switched transit provider

II.1.2.2
Switched transit cost

Half the switched transit provider's (or providers') published transit charge (or charges).

NOTE – If there are more than one transit provider, i.e. a double transit route, then the switched transit cost is half the sum of the Transit providers' published transit charges.

II.2
Apportionment methodology for an incoming IDD telephone traffic cost model

The apportionment methodology below assumes each ROA has determined the total cost of each element defined in the preceding subclause "TAS Group Cost Elements For Inward IDD Service", for a given year.

II.2.1
Total cost (All Services) apportionment to the telephone service

Allocation of a portion of total costs for each element, as discussed above, must be made to the Telephone service only. The following apportionment methodology is adopted by the TAS Group.

Each ROA may use reasonable apportionment methodology, if any, other than the apportionment methodology below.

II.2.1.1
Direct relations

II.2.1.1.1
Direct costs

Facility, investment & operating costs

1)
International exchange cost:


–
International Telecommunication Maintenance and Operation Centre:

Total ITM&OC costs should be apportioned to the telephone service according to reasonable methodology such as the ratio of bearer capacity by which the establishment of international circuits for the telephone is reasonably made distinct.









NOTE – This method is named the Bearer Capacity Basis.



–
Telephone exchange.


–
Associated transmission & signalling equipment.


The above two international exchange costs are apportioned in total to the telephone 
service in principle.

2)
Earth Station:





3)
Cable Station:


Firstly, cable station costs are allocated to a particular cable system based on their design use, for example, a cable station supporting two cable systems: Cable A = 5000 bearer circuits and Cable B = 2000 bearer circuits.








    


 


Secondly, each portion of the cable station cost (A B) is then allocated to the telephone service based on cable system usage:







4)
Submarine/terrestrial cable system:





5)
National links between Earth Stations and Cable Landing Station and international exchanges 
and between international exchanges:


Apportioned to telephone on the above-mentioned bearer capacity basis.

6)
International terrestrial radio links:


Apportioned to telephone on the above-mentioned bearer capacity basis.

Rental and lease cost

1)
Space segment:


Space segment rental costs should be able to be identified on a service basis and therefore can be easily apportioned to telephone. Where a satellite bearer is shared between services, the apportionment to telephone can be achieved on a sub-bearer capacity basis.

2)
Facilities where applicable:


The lease cost of facilities (e.g. telephone exchange) can be apportioned to telephone using the methodology outlined in "Facility Investment and Operating Costs" above.

3)
Administration lease:


Apportionment to telephone on the same basis as "Space Segment" above.

National extension cost

Whether A or B (combined international/national or separate international/national ROAs) is applicable, it should be possible to identify and apportion costs for the national network which relate to the extension of the international telephone service only.

Cost of funds invested

1)
Interest and charges on borrowed funds:


Cost of interest and charges on borrowed funds for investment made in the international telephone network.

2)
Reasonable return on own investment:


A reasonable return on own investment based on the net fixed assets employed in the international telephone service (a return for that portion of assets assigned to the international telephone service from the national extension should also be included).

II.2.1.1.2
Indirect costs

a)
General Administration (non-facility).

b)
Appropriate taxes or equivalent:


A reasonably accurate apportionment methodology to allocate indirect costs to the telephone service is Activity Based Costing (ABC). This methodology involves the surveying of staff to determine what proportion of their time (and therefore associated costs such as building, support services, transport, travel, office equipment, etc.) is spent on the telephone service versus other services. This proportion can then be used to allocate total indirect costs to the telephone service.


Apportionment of indirect costs to the telephone service based on the number of workforce directed to the telephone service to the total number of workforce would be an alternative method.


However, in the absence of other more accurate methodologies, apportionment of indirect costs to the telephone service based on the proportion of telephone direct cost to total direct cost would be appropriate.

II.2.1.1.3
Other related costs

Other costs may qualify for inclusion by bilateral agreement, e.g.:

–
Temporary alternative routing (overflow):
The following apportionment methodology provides a per minute world average cost of incoming transit where D.155 divisioning is observed.





–
Direct and indirect R&D costs:

Methodologies outlined in II.2.1.1.1 and II.2.1.1.2 would provide a guideline depending on whether the cost was direct or indirect for these costs.

II.2.1.2
Indirect relations

Where the PRIMARY route between two ROAs requires a switched transit provider (or providers) to relay traffic between the origin and destination, then from the perspective of the destination, the cost to terminate IDD traffic received on an indirect route can be broken into two elements:

II.2.1.2.1
IDD direct relation cost on the route from the last switched transit provider

This cost is calculated with reference to II.2.1.

II.2.1.2.2
Switched transit costs

Under D.155 accounting rate apportionment on a Switched transit relation, the origin and destination share the switched transit provider's charge equally. Therefore the destination's cost should include half the switched transit provider's charge (see Note).

NOTE – If multiple transit carriers are used, then the destination's cost is half the sum of the Transit providers' published charges.

The addition of elements II.2.1.2.1 and half the switched transit provider's charge provide the effective cost to the destination of terminating such inward IDD traffic on an indirect route. As a result, the inward costs associated with a given origin will differ depending on the route's cost with, and charges levied by, different switched transit providers.

II.2.2
Methodology to determine the world average cost per minute to terminate incoming 
IDD telephone traffic

This subclause provides a methodology to calculate incoming costs on a per minute basis adopted by the TAS Group.

With reference to the list of cost elements used in terminating IDD telephone traffic, as previously noted, other non‑telephone services (private leases, telex, packet switching, etc.) also utilise some of these elements. Using the above methodology, each ROA is able to determine the cost of each of these elements, a total cost of the IDD elements used in providing the total telephone service will be provided for the year (note that some costs may already be expressed as a per minute figure, e.g. incoming transit and national extension, and therefore need to be excluded until later in the exercise).

It is important to recognise that these IDD elements are also used to provide all other telephone services, for example, person-to-person, station-to-station, collect, toll free, Country Direct, etc. Furthermore, outgoing and incoming traffic of all these telephone services utilise these elements equally.

Therefore, the total cost of IDD elements should be divided by the ROA's total annual world bothway (incoming, outgoing and transiting) total telephone traffic. This per minute figure (added to per minute costs, e.g. incoming transit and national extension) represents the ROA's world average per minute cost to terminate incoming IDD traffic.





In the case where an ROA is unable to determine costs on a stream basis, the above world average cost per minute to terminate incoming IDD telephone traffic can be used in bilateral negotiation and adjusted for stream specific characteristics by agreement.


II.2.3
Stream costing


Each ROA, where possible, may calculate the cost of each element on a stream basis, using the apportionment methodology below. However, it is recognised that some cost elements are either too difficult or not appropriate to apportion on a stream basis; in this case the world average cost may be used. The combination of stream costs and world average costs as detailed in II.2.3.2 may be used to determine individual stream costs.

II.2.3.1
Apportionment of telephone costs by stream

This subclause deals with a stream apportionment methodology adopted by the TAS Group.

Depending on the detail of information possessed by an ROA, it is possible to determine the per minute cost to terminate incoming traffic from each direct stream and each indirect route. This can be achieved by apportionment of the cost elements results obtained in II.2.1 on a stream basis where possible as detailed below.

II.2.3.1.1
Direct relations

I.2.3.1.1.1
Direct costs

Facility, investment & operating costs

1)
International exchange:


–
International Telecommunication Maintenance and Operation Centre:




Total ITM&OC costs should be apportioned to the telephone service according to reasonable methodology such as the ratio of the number of circuits by which the establishment of international circuits for the telephone is reasonably made distinct.


–
Telephone exchange.


–
Associated transmission & signalling equipment.

World Average Cost may be used.

2)
Earth Station:






The bearer capacity basis may be substituted, when appropriate, by the number of circuits whereupon this method is named the stream number of circuits basis.

3)
Cable Station:


(Refer to II.2.1 for definition of Portions A & B.)








4)
Submarine/terrestrial cable system cost:




5)
National links between Earth Stations and Cable Landing Station and international exchanges and between international exchanges:


Apportioned to stream on the above-mentioned stream bearer capacity basis.

6)
International terrestrial radio links:


Apportioned to stream on the above-mentioned stream bearer capacity basis.

Rental and lease cost

1)
Space segment:


Telephone space segment rental costs should be able to be identified on a stream basis and therefore can be easily apportioned to a stream. Where a satellite bearer is shared between streams, the apportionment to telephone can be achieved on a sub-bearer capacity basis.

2)
Facilities where applicable:


The telephone lease cost of facilities can be apportioned to stream using the methodology outlined in "Facility Investment and Operating Costs" above.

3)
Administration lease:


Apportionment to a stream on the same basis as "Space Segment" above.

National extension cost

World Average Cost may be used.

Cost of funds invested

1)
Interest and charges on borrowed funds:


World Average Cost may be used.

2)
Reasonable return on own investment:


World Average Cost may be used.

II.2.3.1.1.2
Indirect costs

World Average Cost may be used.

II.2.3.1.1.3
Other related costs

Other costs may qualify for inclusion by bilateral agreement, e.g.:


–
Temporary alternative routine (overflow transit):

The following apportionment methodology provides a per minute world average cost of incoming transit where D.155 divisioning is observed.




–
Direct and indirect R&D costs:

Methodologies outlined in II.2.3.1.1.1. or II.2.3.1.1.2 would provide a guideline depending on whether the cost was direct or indirect.

II.2.3.1.2
Indirect relations

Where the PRIMARY route between two ROAs requires a switched transit provider (or providers) to relay traffic between the origin and destination, then from the perspective of the destination, the cost to terminate IDD traffic received on an indirect route can be broken into two elements:

II.2.3.1.2.1
IDD direct relation cost on the route from the last switched transit provider

This cost is calculated with reference to II.2.3.1.1.

II.2.3.1.2.2
Switched transit costs

Under D.155 accounting rate apportionment on a Switched transit relation, the origin and destination share the switched transit provider's charge equally. Therefore the destination's cost should include half the switched transit provider's charge (see Note).

NOTE – If multiple transit carriers are used, then the destination's cost is half the sum of the Transit providers' published charges.

The addition of elements II.2.3.1.2.1 and half the switched transit provider's charge provide the effective cost to the destination of terminating such inward IDD traffic on an indirect route. As a result, the inward costs associated with a given origin will differ depending on the route's cost with, and charges levied by, different switched transit providers.

II.2.3.2
Methodology to determine the stream cost per minute to terminate incoming 

IDD telephone traffic

II.2.3.2.1
Direct relations

1)
Those cost elements which can be apportioned by stream are divided by the ROA's annual bothway (incoming, outgoing and transiting) total telephone traffic on that stream.

2)
Those cost elements which are unable to be apportioned by stream (labelled "Extremely difficult to apportion by stream") are divided by the ROA's annual world bothway (incoming, outgoing and transiting) total telephone traffic.

3)
Those elements which are already expressed as a per minute cost (e.g. incoming transit and national extension).


The per minute results of 1), 2) and 3) are added to produce the cost per minute to terminate incoming IDD telephone traffic on that stream. This per minute figure is likely to be different on each stream and provides a more accurate result than the world average result discussed in II.2.2. This is due to the fact that the stream apportionment method takes account of the different traffic levels, facilities employed and circuit efficiencies between streams.




II.2.3.2.2
Indirect relations

Where the PRIMARY route between two ROAs requires a switched transit provider (or providers) to relay traffic between the origin and destination, then from the perspective of the destination, the cost to terminate IDD traffic received on an indirect route can be broken into two elements:

II.2.3.2.2.1
IDD direct relation cost on the route from the last switched transit provider

This cost is calculated with reference to II.2.3.2.

II.2.3.2.2.2
Switched transit costs

Under D.155 accounting rate apportionment on a Switched transit relation, the origin and destination share the switched transit provider's charge equally. Therefore the destination's cost should include half the switched transit provider's charge (see Note).

NOTE – If multiple transit carriers are used, then the destination's cost is half the sum of the Transit providers' published charges.


The addition of elements II.2.3.2.2.1 and half the switched transit provider's charge provide the effective cost to the destination of terminating such inward IDD traffic on an indirect route. As a result, the inward costs associated with a given origin will differ depending on the route's cost with, and charges levied by, different switched transit providers.

Attachment 1
to ANNEX 1

Questionnaire on costs for inward IDD service in 
direct and transit relations and current inpayment rate

1.
Direct relations
	Data for TAS countries
	Number of direct relations
	Average cost orientated inpayment rate requested
 (SDR)
	Unbundled 
impayment rate (SDR)
	Current inpayment rate being received (SDR)

	0 to 3000 km

	
	
	Int’l transm. =
Int’l switch =
National ext. =
	

	3001 to 6000 km

	
	
	Int’l transm. =
Int’l switch =
National ext. =
	

	over 6000 km

	
	
	Int’l transm. =
Int’l switch =
National ext. =
	



2.
Transit relations
	Data for TAS countries
	Number of transit relations
	Average cost orientated inpayment rate requested
 (SDR)
	Unbundled 
impayment rate
(SDR)
	Current inpayment rate being received plus half published transit
(SDR)

	0 to 3000 km

	
	
	Int’l transm. =
Int’l switch =
National ext. =

Half transit providers charge =
	

	3001 to 6000 km

	
	
	Int’l transm. =
Int’l switch =
National ext. =

Half transit providers charge =
	

	over 6000 km

	
	
	Int’l transm. =
Int’l switch =
National ext. =

Half transit providers charge =
	


Note 1 - Conversion : 
3.061 GF = 1 SDR 

  Averages are straight averages and not weighted; example :

0-3000 km

If 5 countries with cost rates

Actual current as at 1 January 1995




of 0.35, 0.39, 0.36, 0.32 and

Inpayment 0.47, 0.49, 0.48, 0.62,



0.41 then average is 0.3666 SDR.
0.54 then average is 0.52 SDR.


Note 2 - The distances are those distances between capitals of countries in Asia and Oceania and as shown in TSB Collective letter 11/TAS, Annexes 4A and 4B .

Annex 2
(to TSB Collective-letter 12/TAS)


Please return this application to the following address:

Telecommunication Standardization Bureau
International Telecommunication Union
Place des Nations
CH-1211 GENEVA 20
Switzerland
Fax: +41 22 730 5853

APPLICATION FOR THE DISKETTE

Please send to the following address the diskette containing the software for calculating the cost of inward IDD services:

	Surname: 
	.....................................................................…..

	First name: 
	......................................................................…

	Administration or
recognized operating agency: 
	......................................................................................................................................................................................................................................................................................................………

	Address: 
	..........................................................................................................................................................................................................................................................................................................................................................................................................................................................………………………………………………………………

	Telephone No.: 
	........................................................................………

	Fax. No.: 
	........................................................................………

	E-mail address
	………………………………………………………


Note - Only Administrations or recognized operating agencies of the TAS Region may receive the diskette.

_______
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