International Consultancy for the design, development and implementation of BU-LRAIC model for calculation of public mobile telephony services costs in Albania
Summary of Responses to the Model Reference Paper Consultation
1. Executive Summary

This paper has been written by InterConnect Communications (InterConnect) on behalf of the Electronic and Postal Communications Authority of Albania (AKEP) as part of a project entitled “International Consultancy for the design, development and implementation of a BU-LRAIC model for calculation of public mobile telephony services costs". 
A consultation document was issued by AKEP in early January 2010 and responses received from the three currently active national mobile telecommunications providers.  Their responses to the fourteen consultation questions are summarised in this document.  The table below shows the broad direction of the operators’ responses, categorised by Interconnect for summary purposes as follows:

· Red – the respondent expresses strong concerns, or disagreement with the proposed approach

· Amber – the respondent broadly agrees with the proposed approach, but expresses some concerns

· Green – the respondent agrees with the proposed approach.
	Question
	AMC
	Vodafone
	Eagle

	Q1: Costing methodology
	
	
	

	Q2:  Single efficient operator
	
	
	

	Q3:  2G or 2G/3Gmodel
	
	
	

	Q4:  Scorched node
	
	
	

	Q5:  Broad or narrow increment
	
	
	

	Q6:  Cost causation principle
	
	
	

	Q7:  Single network increment
	
	
	

	Q8:  EPMU markups for common costs
	
	
	

	Q9:  Externality charge
	
	
	

	Q10:  License and spectrum fees
	
	
	

	Q11:  Annualisation method
	
	
	

	Q12:  Capital costs methodology
	
	
	

	Q13:  Level of WACC
	
	
	

	Q14:  Modelling of small operators and asymmetry
	
	
	


Table 1:  Summary of the broad direction of operators’ responses (red = strong concerns, amber = agree, but with reservations, green = agree with the proposed approach)
2. Summary of responses to questions

Q1: Do respondents have any comments on the costing methodology selected?

	AMC
	Vodafone
	Eagle

	Agree with the proposed approach.
	Agree with the proposed approach.
	Agree with the proposed approach

	
	Advocate a “hybrid bottom-up approach.
	Express concerns about the accuracy that can be achieved with a five-year forecast, given the uncertainties in the industry.

	
	
	


Question 2:  Do respondents agree that it is appropriate to model a single efficient operator with a market share tending to 25% over a number of years?

	AMC
	Vodafone
	Eagle

	Agree with the proposed approach.
	Agree with the proposed approach
	Agree with the proposed approach

	Express some concerns about how the market will be modelled, in terms of market saturation, calling rates etc.  AMC’s views about this are elaborated in a separate chapter of their response.
	
	Intervention is necessary in the pricing of SMP operators only.

	
	
	


Question 3:  Do respondents agree with the proposal to gather data on operators’ 3G plans and investments to date, if any, but to model costs on the basis of an assumed 2G network?

	AMC
	Vodafone
	Eagle

	Would prefer to have 2G and 3G networks included in the model, as this reflects the investments that are in progess.
	Agree with the proposed approach of modelling a 2G operator.
	Agree with the proposed approach

	If only 2G is to be modelled, then AMC would like some clarification about how costs that are currently being incurred will be recoverable in later periods.
	Strongly disagree with the proposal to gather data on 3G, as this is not relevant.
	Operators could soon switch to 3G and this could create complications.

	
	
	


Question 4:  Do respondents agree with the proposed approach in relation to network structure in the model?

	AMC
	Vodafone
	Eagle

	Agree with the proposal in principle.
	Agree with the proposed approach
	Agree with the proposed approach

	Modelling should not necessarily assume that the current level of equipment in relation to usage is appropriate, as usage rates have been growing rapidly and congestion is a problem.
	
	

	
	
	


Question 5:  Do respondents agree that a broad increment expressed on an average basis and incorporating all network services is appropriate?

	AMC
	Vodafone
	Eagle

	Agree with the proposed approach.
	Agree with the proposed approach.
	Eagle Mobile recommend that only termination service shall be modelled. We support the EC proposal of narrow increment for modelling only the termination service.

	
	Comment that narrow service increments only serve to add complexity to the model when it comes to the treatment of fixed and common costs.  Argue that smoothing investments over the long run and selecting modern equivalent (i.e. efficient) assets removes scale effects and so it should make no difference in what order services are added or removed to arrive at incremental costs.  Therefore one might as well take a broad increment and allocate costs using routing factors.
	

	
	
	


Question 6:  Do respondents agree that cost causation should be the primary principle for determining costs within the LRIC model?

	AMC
	Vodafone
	Eagle

	Refer to response to Q8, which argues for future use of Ramsey pricing for the allocation of fixed and common costs, once data services are more prominent.
	Vodafone believes that there is little to dispute here.
	We agree, cost causation should be part of determining costs within LRIC model.

	
	But note that they will wish to argue for a network externality charge.
	

	
	
	


Question 7:  Do respondents agree that a single network increment is appropriate?

	AMC
	Vodafone
	Eagle

	Agree with the proposed approach.
	Agree with the proposed approach.
	It is not totally appropriate due to amount of traffic to be carried, infrastructure deficiency and additional investments in HLR, MSC required by network increment may effect costs.

	
	
	

	
	
	


Question 8:  Do respondents agree that EPMU is the appropriate methodology for apportioning common costs?

	AMC
	Vodafone
	Eagle

	Agree with the proposed approach for now, whilst the primary concern is with voice services.
	Agree with the proposed approach.
	As stated in EC recommendation, it is not clear if this approach is adopted by NRA within the EU. It is so open ended to be interpreted differently on the proportion of the common costs.

	Data services, as well as making different patterns of demand on network capacity, have different degrees of price sensitivity and so EPMU would tend to distort the pattern of allocation and so Ramsey Pricing would be preferable.
	
	

	
	
	


Question 9:  Do respondents agree that there is no case for including an externality charge in the mobile termination rate?
	AMC
	Vodafone
	Eagle

	Agree that the likely level of any such charge would be negligible.  
	Disagree that there is no case for an externality surcharge.
	

	Comment that mobile operators in Albania derive a significant part (20-25%) of their revenues from international termination and any reduction in the price of this would not be reciprocally reflected in outpayments.  They further argue that overseas international callers are less price-sensitive than domestic users and therefore that is likely to be welfare-maximising for the former to subsidise the latter, particularly in relation to marginal customers. 
	Provide evidence from surveys conducted in connection with the 2008 EU consultation on fixed and mobile TR that marginal customers exist and form a significant proportion of the total. They argue that Albania is likely to have more marginal subscribers than the average EU country would.
	

	
	
	


Question 10:  Do respondents agree that license and spectrum fee costs should be included within the cost model?

	AMC
	Vodafone
	Eagle

	Yes
	Yes
	Yes

	
	Note that whilst licence fees are a common cost for all services, spectrum fees should be regarded as being traffic-driven.  Also note that infrequent and lumpy nature of spectrum sales creates an asymmetry of risk for operators, such that it is better for them to buy too much than too little.
	Also other costs such as :

· Supporting  services: Connecting fee for the power supply  

· Purchase or rental of land and building 

· Construction expenditures, including labour expenditures. 

· Cost for planning, documentation and project 

· Operating expenditures (such as rental, power)

	
	
	


Question 11:  Do respondents agree that Economic Depreciation is the preferred method for the cost model?

	AMC
	Vodafone
	Eagle

	Yes
	Yes
	Yes

	
	Note that there are different methods of calculating ED, i.e. “Lifetime” and “Contestability”.  These can have markedly different results under some circumstances, but the most important thing is to be consistent with which one is used over time.  They note that Ofcom and OPTA have both used the lifetime model.

Also note that it is important to use conservative assumptions about future volumes, which are uncertain.
	

	
	
	


Question 12:  Do respondents agree that a nominal, pre-tax WACC should be used? 

	AMC
	Vodafone
	Eagle

	Agree with approach, but would like more detail about the parameters.
	Yes.
	Yes.

	
	
	

	
	
	


Question 13: Do respondents have any views on the level of WACC which would be appropriate to use in the model?

	AMC
	Vodafone
	Eagle

	Provide a calculation from Frontier Economics, which yields an estimate of between 17.1% and 23.4%, depending on the background macroeconomic assumptions.
	Provide an estimate of 16.4%, based on their own parameter calculations.
	Eagle Mobile suggests to be used the normal level, reflecting the current low levels of government interest rates such as: Treasury Bonts of one year term + rate + 3% of each point spread.

	
	
	

	
	
	


Question 14:  Do respondents agree that no separate version of the model should be produced to represent new entrants, but that the data provided by Eagle should be used, where appropriate, to inform any subsequent decision on asymmetry?

	AMC
	Vodafone
	Eagle

	AMC believes that the asymmetric approach to regulate termination rates in Albania distorts the market in setting wrong incentives for new entrants and risking higher prices for customers.
	Agree that no separate model should be produced for new entrants.  

Vodafone strongly disagrees with the imposition of asymmetric MTRs
	Agree with the proposed approach.

	· Termination is a bottleneck monopoly
· Higher rate for new operators may lead to a perception that all rates are higher than the efficient rate for the market, reducing calling below the efficient rate
· May encourage inefficient entry and discourage entrants from seeking to gain share
· Absent regulation, economic models suggest that small operators would raise termination prices at “excessive” levels
	· In a competitive market new entrants would not be able to charge a higher price, so they should not be allowed to in a regulated one

· “…the EC, ERG and national regulators (such as the UK) all agree that it is undesirable to set asymmetric MTRs for new entrants.”

· Entry assistance distorts competition.

· Barriers to entry such as customer switching costs are normal.

· Barriers maybe offset by second-mover advantages.

· Most beneficiaries of asymmetries in Europe today entered at least 5 years ago and have benefited from measures by NRAs to lower switching costs (e.g. NP).  Continuing support could only reflect a desire for a particular market structure (e.g. equal shares), which is unlikely to be achieved without reducing competition.

· Eagle is one of the most successful third entrants in terms of share gained in the first 10 quarters (>10%) and needs no more support. 

· Etisalat Egypt is another successful third entrant, but without asymmetry.

· Degree of asymmetry in European markets does not correlate in practice with HHI, so it is ineffective as a measure.

· Asymmetry is commonly proposed as a solution to on-net/off-net price discrimination: in fact it would tend to make this worse.

· Greater outpayments per subscriber are balanced by greater receipts.

· Smaller operators can (and often do) discount on-net calls more deeply than larger ones, because on-net is a smaller proportion for them.

· On-net discounting is competitive, but not necessarily anti-competitive – ex post investigation is the right approach if anti-competitive behaviour is suspected.
	· Also we deem that the tariff asymmetry between SMP and no SMP operators should remain in force for next years. Eagle Mobile proposes the asymmetry determination and modelling by AKEP, as our experience proves our facing with the consistency of SMP operators for not respecting asymmetry and termination differential rates.

	
	
	


1

