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AUSPI/12/2008/238
                                                                           1st December, 2008
Shri Lav Gupta,
Principal Advisor (FN),
Telecom Regulatory Authority of India,
Mahanagar Doorsanchar Bhawan,
New Delhi
Sub
:  
IUC Review with respect to the costing methodology

Ref
:   
TRAI Note of 25.11.2008 on IUC
Dear Sir,

This is regarding the Authority’s ongoing IUC review process.  It is understood from the Authority’s Note dated 25.11.2008 on the Review of Interconnect Usage Charges that the Authority may have a re-look at already settled issues like costing methodology for calculating IUC.  The issue of costing methodologies was initially consulted by the Authority in its very first consultation paper in 1998.  The current methodologies have been used for almost a decade for deciding rates for various services- whole sale and retail. Any change in the methodologies without any significant ground would not be practical. In this regard we would like to make the following submissions. 
Costing Methodology is a settled Issue

2. The TRAI had adopted the cost-based pricing methodology after detailed deliberation and discussions with the stake holder. Any attempt to change the methodology now, may lead to an endless debate and unnecessary legal complications. This would not only make the review process more difficult but also delay the whole process.  

3. MTC rate decided by the Authority using the current methodology was one of the main reason for the explosive growth in the telecom sector. It met the policy objective to promote competition and provide services at affordable rates. The existing methodology not only allowed full cost recovery but also reasonable margins for the operator. It is only logical that the same methodology is applied using current costs and existing efficiency factors to re-estimate the MTC. 

4. The Government policy has allowed more players in the telecom space and setup their networks and it is an ideal stage for increasing competition by drastically reducing the termination charges on the basis of revised costs but using the existing methodology.  
5. The Indian market structure today is a ‘classic’ two-camp structure having differential in cost and customer base. The existing networks have large customer base in addition to the inherent network advantages 900MHz allocation. However new networks are still to launch and will need to establish a network subscriber base in addition, severe network disadvantages in the 1800 Mhz.  Therefore, the Authority may like to decide Interconnection rates that reflect the differential customer base between current and new networks. 
No costing methodology can claim intrinsic superiority

6. There are attempts by various interest groups to claim superiority of one costing methodology over the other but such attempts need to be resisted by the Authority to take over the basic judgment to make tariffs more affordable, increase teledensity in the country and promote the competition.  The TRAI must judge whether the methodology being propounded now meets the policy objectives or not. The TRAI’s adopted costing methodology has worked satisfactorily for over a decade but if opened again would invite an endless debate.
7. Prof William Melody   who is former Chief Economist, US FCC, and editor of the standard reference books on “Telecom Reforms- Principles, Policies and Pratices”   notes in this book that no methodology of cost analysis can claim intrinsic superiority over the other methodology and regulators should resist attempts by the professionals, and their clients, to take over the essential judgments about the roles of cost in regulation. The relevant para of the text is reproduced below:  
“ Cost analysis can be fashioned to support almost any preconceived conclusion, and therefore provide apparent “justification” for any price or proposed price change. Both telecom managers and regulators must develop and apply the specific cost concepts, methods, data sources and interpretations that will address the specific problems they face and inform the specific decisions they must make. These may be drawn from accounting, economies or engineering. As we have seen from the US FCC’s recent adoption of a new cost concept, TELRIC, real world cost studies draw on the ideas, concepts, methods and data sources of all three professions. This is usually necessary to shape the cost analysis to the objectives of the regulator and the policy being implemented. No theory, concept or methodology of cost analysis can claim intrinsic superiority over others on all issues of cost analysis, and regulators should resist attempts by the professions, and their clients, to take over the essential judgments about the roles of cost in regulation.” 
LRIC not consistent with NTP’99 objective of affordability 

8. The LRIC methodology being propounded is not consistent with the national objective for affordable telecom services, increase teledensity and promote competition.  The TRAI methodology considerers the OPEX relevant for Mobile Termination but the LRIC for Mobile networks is designed to transfer complete costs- CAPEX and OPEX to the competitors. This would obviously increase costs for the competing network and certainly make it difficult for the new network to compete effectively with the established large networks. 
9. The LRIC methodology has inherent drawbacks like costs are transferred on the basis of routing factor although tariffs are not decided on the same basis. For example retail price of SMS and voice call are similar but LRIC allocates negligible costs to SMS and other premium rate services. Since the rates are under forbearance, any costing methodology which does not allocate costs to the on the basis of revenue would be irrational guided only to transfer higher costs to the competitors. Therefore the LRIC if used would not:
(i) promote competition as higher costs are transferred to the competitors

(ii) take into account  that tariffs are under forbearance and costs should be allocated on the basis of revenue to the VAS and basic voice telecom services 

Hybrid FLLRIC is difficult to implement

10. The LRIC assumptions are subjective and not easily verifiable. Even a small change in the assumption has significant impact of the end result.  For example, assumption on the coverage by each cell has major impact on the final output. Even the Authority in various papers, guidelines and regulations has noted that the LRIC is not easy to implement as cross verification of assumptions with actual results is difficult and time consuming.
11. The Authority would require to cross verify LRIC assumption with the actual costs. This would require elaborate collection of data from various field units and cross verify with the assumption considered in the model. Since whole model is based on assumption, there would always be conflicting views on the assumptions used.
12. Further the LRIC would require separate modeling for 900 MHz networks and 1800 MHz networks which have significant CAPEX differences. The LRIC model would also have to take into account that thee networks were built at significantly different point of times. 

TRAI’s Existing Methodology promotes competition and consistent with the NTP’99 Objectives
13. The TRAI methodology encourages the competition as it does not allow transfer of capital costs of one operator to the other either through MTC or FTC. These are costs which are to be recovered from one’s own customers because networks are setup basically to acquire customers and provide them telecom services for incoming and outgoing calls. Therefore as pe the causation principle the CAPEX costs are allocable to the terminating network.  
14.  The existing methodology has met the NTP’99 objectives of affordable tariffs, increasing teledensity and promote competition. LIC cannot be used to meet the stated objectives.  The consumer has immensely benefited from the existing methodology and there is no reason to change the basis for deciding IUC.  The existing methodology is fully justifiable as P&L statements of all operators show that they have not only recovered costs but also margins required for expansion of networks.
15. The Authority is already in the TDSAT defending its methodology for MTC estimation.  Re-opening of the costing issue will not be consistent with its stand taken in the TDSAT.
AUSPI Suggestions
16. In view of the above AUSPI requests that:
The Authority need not reopen the costing methodology issues as that would lead to  endless debate.
The differential interconnection rates should be reflected because of significant cost difference between existing and new networks. 
Thanking you,
Yours faithfully,
Sd/-
Dilip Sahay
Advisor 
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